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Dear Committee,

RE: SUBMISSION TO OPTIONS TO ADDRESS THE DESIGN ISSUES IDENTIFIED IN
THE PETROLEUM RESOURCE RENT TAX (PRRT) REVIEW

This submission is informed by research that I, Kevin Morrison, have undertaken into
resource taxation in Australia since 2013. It forms part of the Master of Sustainable
Futures (Research) degree that | am soon to complete at the UTS Institute for
Sustainable Futures, where Professor Damien Giurco is my supervisor. The focus of my
research is on resource rent taxes in Australia.

The submission also follows the one | submitted in February 2017 to the Petroleum
Resource Rent Tax Review and the subsequent conversation | had with the PRRT review
team in Canberra.

In response to Part A of this phase of the PRRT Review, my answers relate to my study in
that the PRRT was to tax the economic rent generated from resource extraction. Since
the PRRT was legislated in 1988 there have been several amendments to the legislation,
which the Review has identified in the June 2017 consultation and the share of gas for
LNG production has gone from almost non-existent in 1988 to dominating Australian
hydrocarbon production in 2017 and this is why the gas price transfer methodology is an
important issue, as it was not addressed in the original design.

There are four relevant aspects of the PRRT under Part A to consider, the first being uplift
rates. The rate should reflect the average borrowing cost for corporate Australia. There is
of course risk associated with oil and gas projects, but much of that risk is managed
through the engineering work done before a project is approved. Through this work, the
project partners have a strong understanding of the hydrocarbons in the field and
technical challenges that there may be in extracting it. Advances in technology have also
reduced the cost of production for many oil and gas fields.

The original uplift rates were set in a period when interest rates were, on average, higher
than what they have been over the past seven to eight years. This has led to a lower cost
of borrowing for corporate Australia in more recent times. The uplift rate should be
updated to reflect this change.

From the options for the uplift rate being considered in the 30 June 2017 Consultation

Paper,

> Option 1: Reduce uplift rates to better reflect the risk of losing deductions

> Option 2: Limit the number of years for which a high uplift rate applies

> Option 3: Provide an investment allowance (a deduction in excess of 100 per cent) for
the initial expenditure, with a low uplift applied thereafter,

a combination of Option 1 and 2 should be seriously considered. In Option 1 the uplift rate
should be reduced to better reflect the risk of losing deductions. This should be done in



conjunction with a time limit as some of the LNG projects in operation in Australia have a

working life of up to 40 years. Deductions should not be allowed to be carried over the life
of the project with an uplift rate as it will lead to a lower tax take even when the project is

making its desired return on investment.

The second aspect for consideration in Part A is classes of expenditure. The order of
deductions under the PRRT | did not spend much of my research focussing on. | did look
at the issue of thin capitalisation and profit shifting and the issue of excessive interest
payments on inter-company loans, which results in reduced tax liabilities for companies
and has been the subject of the latest phase of the Senate Inquiry into Tax Avoidance.

Regarding the issue of transferability, the third aspect for consideration in Part A, | did not
study this in any great depth in my Master’s research.

The fourth aspect, Gas Transfer Pricing under consideration in Part A is one that | studied
and conclude that under the current pricing methodology, the PRRT receives less
revenue from gas on a per barrel of oil equivalent than from a barrel of oil. This was
highlighted in the table | provided in my February 2017 submission to this review and is
reattached to this submission. The gas pricing methodology may not be the only
contribution to this, as global LNG contract prices are linked to oil prices, there are
increasing amounts of LNG cargoes sold on a spot basis whereby the linkage to oil prices
is not as strong as with contract pricing.

Given the dominance of gas produced for LNG exports, which is likely to remain for the
foreseeable future as Australian crude oil production extends its decline in output, a
serious consideration of Option 3 of the gas transfer pricing in the June 2017 consultation
paper, namely to move the taxing point to the end of the LNG production, should be taken
as the PRRT is to represent the taxation of economic rent from the extraction Australia’s
hydrocarbon reserves and by extending the taxing point to the end of the LNG processing
chain the PRRT will capture all of the economic rent in the process.

If these changes only apply to new projects, it is unlikely to make any material difference
as it is unlikely that there will be any repeat of the number of new LNG projects that have
been sanctioned since 2009 due to increased competition from other gas basins such as
onshore US and east Africa as well as traditional basins in the Middle East and Russia.
The new LNG projects in Australia are likely to be linked to backfill gas to replace existing
gas fields that are expected to deplete over the next 10 years. There should a discussion
on how these measures could be included in existing LNG projects through a phased
introduction of the changes.

Yours faithfully,

Kevin Morrison Damien Giurco
ISF Master’'s Candidate Professor of Resource Futures
Kevin.C.Morrison@student.uts.edu.au Damien.Giurco@uts.edu.au
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18,141,972.00
17,555,803.00
34,023,504.00
27,409,644.72
30,044,181.20
20,579,623.09
93,777,359.72
385,427,158.77
962,520,825.52
1,408,725,093.43
1,144,886,356.51
§78,737,037.62
950,405,267.36
1,537,746,819.76
1,158,403,530.15
535,345,911.76
1,528,897,021.57
2,905,714,955.8¢
1,789,287,011.32
2,200,569,575.46
1,581,331,581.38
2,014,661,018.05
2,669,826,031.15
2,308,091,209.69
2,682,026,22¢
3,113,061,742
2,126,437,797
1,850,012,171
2,470,548,185
2,913,874,32¢
2,058,586,290
2,873,512,896
1,371,000,103
1,325,000,047
1,428,000,05¢
1,460,000,060
1,543,000,064
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Yoar b/d b/d WGb/d  boo/d kt boe/d ASam NWS grants "
198384 4R227277 462,212,717 18,141,972.00
198485 5040226 533,402.26 17,555,303.00
198585  546.807.96 16,807.5¢ 34,023,304.00
10587 254484 542,844,84 18,720 27,409,626.00
196788 53 70940 333,709.40 17.200 30,044,164.00
156389 43535133 435,361.38 16,092 20,579.607.00
199990 55123402 r 49396 2010000 600,584.46 42,000,000 179 282 51,777,319.00
199091 E50616.01 5514634 61,035.86 83566 3,400,000 750,354.38 293,000,000 25 W05 92,427,105.00
1919 £3943479 38772 6172m33 114521 4660000 77445144 76000000 1924 2533 25,520,781.00
1960293 E00TT.23 6210738 04,507.91 122484 4984000 777,236.27  1,365,000,000 1877 26000 79,728,050.00
196094 43875075 63,440.03  66,184.61 MB238 6032000 776,614.06  1,072,000,000 1534 2217 72,336,313.00
198495 E3743431 77,3803 76,0920 72470 7016000 263,393 E65,000000 1731 2331 113,736,967.00
199596 62125442 10852912 6597810 183873 7482000 879,6435  79L000000 1785 2251 159,405,226.00
199697 EBO0MT4 12085846 6844269 103971 7486000 08,276.50 130,000,000 2087 2679 229,746,772.00
199798 53513136  143,769.24  76,496.36 ~ 186,001 7,650,000 993,448.33 907,000,000 164 2409 247,4003,489.66
1689 4270992 13811232 6722838 192155 7819000 873,205.22 415,000,000 2331 2 175,348,377.24
1960000 64555871 13430001 71,007.30 104710 7,923,000 1,043,787.67 1184000000 2433 3902 343,35,358.00
200001 63545506 12466392 6757266 185052 7,530,000 1,063,753.35 = 2.579,000,000 2828 5256 526,714,875.00
0102 €5167571 13665808 7165931 7 186,773 7.600.000 1,046,763.70  1,361,000,000 28 a2 423,226,545.00
200203 67413313 147,700.33 7196098 192336 7826400 $85,130.96 1712.000000 2785 4761 439,569,500.00
20308 43) 0565 13042491 67,1913 7 194487 7913900 87242850 1165000000 3139 4399 416,331,506.00
200405 43719199  122,469.01  71,202.00 © 260,226 10,588,900  £91,588.85  1,465,000,000 4512 S99 549,660,913.00
200505 Q06 11501835  B1,363.95 295622 12029200 890,327.07 1,991,000,000 6165 @135 673,325,387.00
20607 43)19126 12078373 78,0010 352221 14332300 1,031,336.33  1,554,000,000 czg  79m 714,091,067.00
200708 44576393 119,310.00 66,820.45 " 336,146 13676.200 969,645.84 1671000000 9434 10519 811,026,024,00
0808 4TETEITT 13232753 67,63037 ITETM4 15409900 1,057,437.13  2,184,000000 €853 9241 263,762,381.00  60,900,000.00
20910 47090517 | 153,284 70,502.1¢ © 439,063 17,866,000 1,133,358,62  1,297,000,000 7504 &S04 759,612,30600  21,925,331.00  47.900,000.00
201011 44407685 14391378 64222817 290448 19956900 1,142,661.09  B0S000000  S278 9375 9737692500 2153505900  52,100,000.00
2011492 41471870 128,219.49 63,0850 453538 18,866,000 1,069,661.70 1,463,000000 19241 10892  935,508,44200 18,749522.00  53,200,000.00
01213 BB 74421 12832977 56,665.10 577534 23503000 1,131,939.35 1617,000000 10669 10685 1,019,866,60246  13,187,506.63  56,800.000.00

34683031 12415458 04,129.51 571276 23246000 1,106,443.22 151,000,000 10934 11904 1,100,89259485 11,493,467.24  69,200,000.00

2319316 111,403.41 57,250.21 " 615,546 25047400 1,112,330.22  1B70,000,000 7346 8778 9435,7958%.00 8,716,333.00  51,000,000.00

31696568 11738932 52725327 1007636 41,001,905 149471667  741,000000  43.20 394 588,000,00000  6,000,000.00  36,000,000.00
2016147 39816.28 | V24633 60727000 155644968 800,000,000 d6.68 457,000,000.00 - 68,000,000.00
21718 33344437 B 1674711 68,946,000 2,058,155.66 500,000,000 54.42 492,000,000.00 1,000,000.00  135,000,000.00
21819 3965028 1817936 73974,000 2,207,5%6.66 B00, 000,000 60 453,000,000.00 - 197,000,000.00
201920 a2 " 1826611 74327000 2,139,514.25 800,000,000 63.62 472,000,000.00 271,000,000.00
Tabie compiled by Kevin Momison, UTS
Sources for data
Column B - Australian Energy Update 2016 published by Office of the Chief h and from A i '$) isswed by OCE
Column C and D also comes rom both Australian Esergy Update 2016 and APS data
Column D - OCE, and its predecessor Bureau of Resources and Energy Economics (BREE) and Asstralian Bureaw of
Coluren E - conversion to Barrels of oil equivalent was using the coaversion calculator om the Santos Limited website hitp Z
Column F - OCE, and #ts pradacassor Burasu of Resources and Enargy Ecomomics (BREE) and Australian Burasu of A | and Resource (ABARE).

Codumn H - PRRT revenue comes from Federal budgets since 196990

Codumn | .. OCE, and Westem Australia Department of Mines and Petroleum

Cokumn J - Comvarsion using average exchange rates used by tha Australian Bureau of Statistics |ABS) from intamational trade statistics
Colurmn K and L - Western Australin state budgets

Couma M - Queensiand state budgess

Column O - Feders! state bedgets

The green highlights are forecasss by OCE, the PRRT forecasts are Wom he 2015.17 federal budget

Yallow highlights show tha largest valua par column

2,137,000,000
2,387,000,000
3,087,000,000
5,217,000,000
3,420,000,000
5,828,000,000
6.416,000,000
6,642,000,000
7,093,000,000



