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Thank you for the opportunity to address you today on taxation reform.
Introduction — the challenge of reform

We live in interesting times, including in the tax world. At one level tax policy can be a rather dry,
impenetrable subject, typically the preserve of economists and sometimes accountants and lawyers.
But when the topic turns to how the tax system should work in the real world there is intense
interest, and rightly so. Tax touches us all personally and there is an intuitive understanding that
economic performance is strongly affected by the structure of the tax system. The evidence backing
that intuition is now solid and this highlights the need to get the tax system right.

Interest is also heightened now by the prospect substantial reform of the tax system in governments
(plural) response to the Australia’s Future Tax System Review, or as it is popularly called, the
Henry Review. The Review has taken place during a period of intense macroeconomic challenge
and there are some lessons from the global financial crisis for tax thinking, but this is not the focus
of my topic today. Rather, I will talk about some of the long-term structural issues with the tax
system and the drivers of reform, with particular reference to the minerals sector.

The Review is working to propose an agenda for reform that stretches from now into future
decades. And, it has been a very public policy processes, with consultation stretching to “town
hall” meetings. A key aspect of the Review is that it is looking at the tax and transfer system, not
piece by piece, but with a whole-of-system lens.

The last time there was a whole-of-system review was the Asprey Tax Review Committee Report in
1975. One can make a small observation here on the pace of life these days — the Asprey process
took 3 years starting with a relatively simple tax system, while the present Review is being done in
half that time. This not to complain — it is a more a comment on the pressing nature of the task at
hand. This brings us to the drivers of reform.

Reforms over the last several decades have picked up the Asprey agenda and gone further,
transforming the tax and transfer system, with positive consequences for both economic
performance and fairness. Australia’s tax and transfer system compares well with international
comparisons on some metrics. But there are other comparisons which are less favourable and
certainly there is a way to go compared with community aspirations. To illustrate, the tax system is
too complex with too many taxes — as Ken Henry has put it, the system is “not of human scale”.
We have taxes on mobile investment that are under competitive pressure as global tax rates fall.
There are significant tensions in the federal tax structure, with fragility in some tax bases and
because of costly distortions created by numerous narrowly based taxes at both the Commonwealth
and state levels. More broadly, there are notable problems with equity in some tax bases and
distorting economic effects in others.

Perhaps we could continue to live with this system but the need for reform is amplified by profound
economic and social challenges that raise a question about system’s durability and appropriateness.
Each of the following is a full topic in itself and today I am going to do no more than flag three of
the issues.

Firstly, we have a looming aging of the population — right now is the demographic “sweet spot”.
Over the next 40 years, the number of people of working age will halve relative to those 65 years or
older. This will push up expenditure and place pressure on the workforce, economic growth and
our capacity to raise revenue from the existing tax base. Policy responses that affect



Australia’s demography, boost workforce participation and lift productivity can help to offset this
fiscal challenge.

Secondly, the system could be better placed to help deal with some environmental problems and
address other instances of market failure, particularly in the transport sector.

And, thirdly, capital mobility is growing as globalisation proceeds and this will place growing
pressure on taxes that apply to mobile investment

The decades ahead also present several opportunities that considerably strengthen the case for
change. Principal among these are the opportunities provided by new and emergent technologies to
make greater use of user charging and to improve how governments and citizens interact. And the
shift in the centre of gravity in the world economy towards Asia is adding considerable value to our
natural resource wealth.

The Review is looking for ways that a better tax system can contribute to a policy solution and,
more broadly, position Australia well to meet the challenges of the 21% Century. Broadly speaking
the Review is settling on a vision that governments should concentrate revenue raising on a small
set of robust tax bases that are minimally distorting, correct for market failures and support
workforce participation and productivity.

The MCA itself has seen the review for what it is. The MCA submission to the Review Panel was
one of the relatively few that picked up and ran with the big picture issues and you should be
congratulated for that.

Resource Taxation

For the remainder of this talk [ want to focus on some issues that are particularly relevant to the
minerals sector. Among the various industry-specific issues raised in the MCA’s submission I will
focus on the royalty issue and also link it to one of the general issues raise, that is company tax.

The main ways that returns to the mineral sector are taxed or shared with the community is through
the various royalty and excise regimes, the company tax and, in the case of offshore petroleum, the
Petroleum Resource Rent Tax. I say shared because as the MCA quite properly points out in its
submission the right framework in which to analyse resource taxation is to see resource
development as a partnership or joint venture between private capital and community owned
resources, where the state is acting as agent and custodian for the community. So, resource royalty
arrangements are in effect a form of pricing the use of the community’s non-renewable resources
through the tax system.

One point of language needs to be cleared up. When economists talk of “rent” we do not mean all
profits, but only part of profits. Specifically, rent means that part of profit which exceeds the risk
adjusted required return on capital — in other words, “super-profits”. This economic language goes
back to one of the founding fathers of economics, by the name of David Ricardo, writing 200 years
ago. So, if an economist really wants to confuse you with jargon they will use the term “Ricardian
rent”. Actually, it is not so complicated because it is broadly equivalent to the business term “value
creation”.

Broadly, the MCA has advocated a shift in the royalties regime away from payments linked to
volume or revenue to payments linked to profits or a rent tax. While calling for reform, the MCA
has understandably flagged that reform “must not be an unwarranted, short-term or unfair revenue
grab” lest it raise sovereign risk concerns. The MCA has also called for a reduction tax in the form
of a lower company tax rate.



Let us start with company taxes. The first chart shows the evolution of the company tax rate in
Australia compared with other OECD countries. There has been a trend across OECD countries to
reduce statutory company tax rates. This has been most pronounced in small to medium sized
economies. While this trend might slow in the short term because of the global financial crisis, it
could reasonably be expected to continue in the long run. In 2001 Australia had the 9™ lowest
statutory company tax rate in the OECD, by 2009 Australia had moved to the 22° lowest.

The second chart shows the share of company tax in overall tax revenue compared with other
OECD countries. The comparison of these two charts is stark and it tells an important story. At the
broadest level, while Australia’s corporate tax rate is not high within the OECD grouping, our share
of company tax is high, and second only to Norway. The key question is why?

There are many factors which have an influence on this measure, including our imputation system
and the fact that we do not have social security levies, but I don’t want to dwell on these. More
important is the fact that the share of national income that is accounted for by the corporate sector is
relatively high, as we can see in the third chart. [third chart — same structure as 2 but GOS/GNI]. If
I can take you back to the second chart again there is a big hint in it about what is going on. The
two countries on the right are Australia and Norway and there is one notable similarity between our
countries — that is the predominance of the resource sector.

In Australia, the mining industry alone accounted for around 11.7 per cent of total company tax
revenue in 2006-07 based on the most recent publication of Taxation Statistics. It is expected that
the mining industry’s share of company tax revenue increased in 2007-08 and 2008-09, but will
decrease in 2009-10 given the fall in commodity prices. If we were to go back in history to before
the recent commodity price boom the resources share of company tax was 8.0 per cent in 2003-04.
So, the application of the company tax to the resources sector has acted as a de facto resource rent
tax. I will come back to this point at the end.

In the resource sector, supernormal profits can persist in the long run because of the finite supply of
non-renewable resources. It is in everyone’s interest, both private participants and the community
that long run rents from the resources sector are maximised.

Although this should be obvious, it turns out to be important to keep this in mind when examining
resource royalty arrangements because the different ways that that resources can be taxed can affect
the level of rents. As well as these efficiency issues, an evaluation of resource taxation should also
consider revenue raising potential and administration and compliance costs.

There are essentially three royalty mechanisms that can be used to tax resources: a rent-based tax; a
profit-based tax and an output-based royalty and all three are used in Australia.

. Under a rent-based tax, the government collects a percentage of the rents associated with
resources by taxing a measure of rent such as either net cash flow or income exceeding an
allowance for the normal return.

. Under a profits-based tax, the government collects a percentage of profits by taxing a measure
of income.

. Under an output-based royalty, the government collects either a percentage of the value of
production — an ad valorem royalty - or a charge per physical unit of production — a specific

royalty.

Over time we have seen a shift from specific volume-based royalties to the relatively more efficient
ad valorem royalties. In the case of offshore petroleum production for which the Commonwealth
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is responsible the shift has been more marked. A flat per barrel crude oil excise was introduced in
1975 then replaced by progressive rates of excise based on the value of total production from a field
and since 1987 the petroleum resource rent tax (PRRT) - a highly regarded resource rent tax model
- has applied.

An efficient tax is one that does not distort decisions about investment and production where the
market is capable of maximising the value of the resource stock for society. Specifically, this
means that the tax should not make a marginal project, which was economically feasible before tax,
become unviable after tax. It also means that the tax should not distort investment toward less risky
investments. Regrettably, very few taxes are efficient and it is very hard to make them so.

The purest, most efficient form of a resource rent tax, much beloved in economic models, takes the
partnership between private capital and the state to its logical conclusion. In this world, the state
will pay to the private partner a share of the up-front development costs of a project, as determined
by the rate of rent tax, and the private partner will pay tax to the state only when the project is cash
flow positive and has recouped all up-front outlays and a return on capital above normal profits.
Before we all get too excited at that prospect, it should also be noted that, in these pure models, the
rate of resource rent tax is 100%. If we take a step back from thére a lower rate of tax can be
justified because private firms contribute their expertise and that helps to increase the overall
creation of rent.

Under a profit-based tax and an output-based tax, however, the government does not contribute its
full share of the cost. This is clear for an output-based tax which is levied irrespective of the cost
associated with production. But this is less clear for a profit-based tax. Under a profit-based tax,
the government only contributes its share of costs by means of allowing tax deductions when a
resource project is in a profit position, but does not compensate investors for the time value of their
upfront investment and the risk the government will never contribute its share because the resource
project fails. As the government does not contribute to the cost under a profit-based tax and an
output-based tax, both arrangements lower investment and production, and bias investment toward
resource projects with a shorter lead time for cost recovery and projects with less risk of failure.

So what does this mean? There are two observations that should be made about profit-based royalty
and output-based royalty arrangements. First, mines with discovered deposits will produce less
output and close earlier than they would in the absence of tax. Second, there will be more
undiscovered deposits than there would in the absence of tax. As a result, both arrangements lower
the value of resource rents available for the community compared those available under a resource
rent tax. This means that the government gives away a slice of the pi¢ and may end up also
shrinking the pie itself.

Let’s move on to the other two criteria — revenue raising potential and administration and
compliance costs.

In one sense these are simply stated. An output or revenue based royalty will collect revenue at an
earlier stage in a project life, a profits tax will come in later and the rent tax last of all. One’s view

on that may depend on whether you are a government or a taxpayer.

Compliance costs can be least for a profits based royalty, particularly if it is built on top of the
company tax system. However, this raises tricky issues for what is a resource extraction activity
and what is not (say refining) and it becomes very difficult for diversified companies. For this
reason most resource taxation is generally based on a project by project treatment be it royalties or
rent taxes.



Perhaps the more important issue for both sides of the partnership is the flexibility of the tax
mechanism to collect a reasonable share of the resource rent under a range of future market
outcomes. This is also in the interest of private investors who would benefit from the lower
sovereign risk associated with a tax system that is more stable because it collects a constant share of
the resource rent under varying economic conditions.

Sovereign risk is the risk that investments will be reduced in value by future changes in government
policy. Arguably, there is higher sovereign risk under output-based royalty arrangements because
governments have an incentive to make ad hoc adjustments to royalty rates, mostly upwards, in
response to changes in profitability. We have seen this happen in the last financial year with royalty
payments roughly [doubling]. Conversely, a resource rent-tax is “automatic” — revenue rises and
falls with profit — and it is likely to be more stable because the government would collect a constant
share of the resource rent over various economic conditions.

This next chart shows what has happened to royalty payments over the last cycle and it also shows a
comparison of what would have happened under a hypothetical resource rent tax.

Recent announcements in the petroleum industry where the PRRT applies suggest that Australia’s
sovereign risk reputation is not a barrier to significant investments.

That is a brief overview of the ways the community can collect a return for its resources.

Looking to the future, the MCA in its submission put forward a preferred position for a future
royalty regime based on profit, most commonly a resource rent tax, rather than output-based tax on
value or volume. You will have gathered with what has been already said, that there is considerable
sympathy with that view and it would be consistent with the trend internationally.

Of relevance in considering any move to a different regime is the MCA and its members’ desire for
certainty going forward. The view is that large investment decisions have been made based on the
existing fiscal settings and changing those settings ‘for the worse’ should not be contemplated as it
alters the economics of existing projects. Moreover, such changes made in that fashion damage our
sovereign risk reputation.

Governments undoubtedly need to consider this issue seriously. But it is also relevant to recognise
that governments also make decisions that favour existing investments. I cannot recall anybody
arguing that existing investment activities should not have been able to access the reductions in the
company tax rate the early 2000s.

While it is clear that the taxation of resource rents in Australia can be improved it is difficult to
argue that the overall taxation of resource rents should be wound back. I noted earlier that the
company tax has been acting as a quasi-resource rent tax in recent times. So, while reducing the
company tax rate for all companies would undoubtedly improve the attractiveness of investment in
say, the manufacturing sector, it would also reduce the taxation of rents in the resources sector,
including those rents accruing to foreign entities. This may be a challenge for the community to
accept unless perhaps a reduction in the company tax rate was packaged with some change to
resource rent taxation.

Finally there is a very significant federal dimension to any discussion about royalty reforms. The
current arrangements applying to the mining industry are state based reflecting state ownership of
the resources and history has entrenched those arrangements. In seeking to challenge the
orthodoxy, the review has posed three threshold issues for taxation in a federal system: the level of
government responsible for the design of the tax; the level of government responsible for
administration and collection of the tax; and the level of government that receives the revenue
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raised by the tax. While resolving these issues may be relatively clear cut for some taxes, the GST
for example, it is rather more murky when it comes to resource royalties but nevertheless needs to
be considered.

Once again thank you for inviting me to speak to you today.
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Importance: High

Today the Australian Government announced a Resource Super Profits Tax to apply from 1 July 2012.

The Government has announced the overall policy design. Extensive and ongoing consultation with
industry will be necessary to turn this design into practical operating policy.

The objective of the consultation will be twofold

. Communicating the design features of RSPT, which differ significantly from resource tax
regimes, including the refunding of

existing royalty payments to states; and
. Liaising with industry to find the best way of achieving the Government's policy outcome and

delivering a system that is both
simple and minimises compliance costs. This will include further defining the details of the

scheme and ensuring that
technical design issues are finalised prior to commencement.

The consultation process includes the following:

. The Government is establishing an ongoing Resource Tax Consultation Panel (RTCP) for high

level engagement with industry.
In its first phase the Panel will commence immediately, meeting with targeted industry

representatives over the coming
weeks. The Panel will continue to meet with industry representatives throughout the

consultation process.
. Wider consultation will be undertaken with industry through a series of state based workshops
where impacted industry

members will be able to meet with the Panel secretariat and discuss their issues and concerns.
. An Issues Paper will be developed based on the findings of the consultation processes and all
stakeholders will be provided
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with the opportunity to make formal submissions. These submissions will be considered in the
development of the Final

design Paper and the drafting of the Exposure Draft Legislation, both of which will also be
released for consultation.

Please find attached a copy of the announcement paper and relevant factsheets, as well as a brief outline
of the consultation process.

For further information on the announcement, and ongoing updates of the documentation and consultation

process, please go to www.futuretax.gov.au.

All recipients of this email should feel free to forward on to colleagues, association members or other
interested parties.

Resource Tax Consultation Panel Secretariat



The Treasury

Resource Super Profits Tax

Consultation Plan

The Australian Government has announced a Resource Super Profits Tax (RSPT) to apply from
1 July 2012.

With more than two years between the announcement and commencement of the RSPT, the
Government is providing multiple opportunities for engagement and consultation with industry.

The objectives of the extensive and ongoing consultation will be twofold:

. Communicating the design features of RSPT, which differ significantly from resource tax
regimes, including the refunding of existing royaity payments to states; and

. Liaising with industry to find the best way of achieving the Governments policy outcome and
delivering a system that is both simple and minimises compliance costs. This will include
further defining the details of the scheme and ensuring that technical design issues are
finalised prior to commencement.

In addition stakeholders will be provided with information in the lead up to commencement of the
scheme to minimise uncertainty or impact on new investment and production decisions.

Stakeholder Consultation Activities

The consultation process will work with stakeholders to find the best way of achieving the
Government’s policy outcome and delivering a system that is both as simple as possible, and
minimises compliance costs.

The key elements of the process are:

. The Government is establishing the Resource Tax Consultation Panel (RTCP) for high level
engagement with the industry. In its first phase the Panel will commence immediately after
announcement, undertaking targeted industry consultation. The Panel will continue to
consult with industry over the consultation period.

. Wider consultation will be undertaken with industry through a series of state-based
workshops. The Panel secretariat will be available to meet with and present to industry
members. These sessions would incorporate open briefings followed by short individual
meetings with interested companies. Individual sessions will last approximately one hour
and will provide an opportunity for impacted companies to discuss issues that they would like
addressed in the design.

Sydney: Monday 24" and Tuesday 25" of May
Brisbane: Thursday 27t and Friday 28™ of May
Melbourne: Monday 318t May and Tuesday 1% of June
Perth: Monday 7" and Tuesday 8! of June



Adelaide: Wednesday 9™ and Thursday 10" of June

Nominations to attend a state workshop and requests for individual meetings should be
emailed to made via the link on the www.futuretax.gov.au website (providing names and
contact details for all attendees).

. Following the initial consultation processes, an Issues Paper that will be released for
comment in late July 2010. All stakeholders will have the opportunity to make formal
submissions to the Government regarding these issues up until the end of August 2010.
Formal submissions from stakeholders will be used to inform the final design.

Formal submissions in response to the Issues Paper can be emailed to
resourcetax@tr ry.aov

. A Final Design Paper will confirm the response to key design issues. The final design and
Exposure Draft Legislation will be released for consultation before being finalised for
introduction into Parliament.

Impacted stakeholders will be able to provide feedback on any serious reservations with the
final design by emailing resourcetax@treasury.gov.au.

Keeping engaged

Throughout the consultation process the website www.futuretax.gov.au will be providing access to

information on the progress of consultation activities, as well as current versions of key documents.
Interested stakeholders are encouraged to seek further information via this source. If stakeholders
wish to contact Treasury during the consultation process they should email

r rcetax@fr ry.qov

Treasury will also be maintaining a stakeholder contact list of interested parties. Stakeholders on
this list will be provided email updates on key events. To be added to the stakeholder contact list

please register using the link on the www.futuretax.aov.au website.
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Executive summary

The Australian Government will introduce a Resource Super Profits Tax (RSPT), as recommended by
the Australia’s Future Tax System review. The RSPT will ensure all Australians share in the returns
from our non-renewable resources. The RSPT will commence on 1 July 2012.

The Australian community owns the mineral and petroleum resources located in Australia and the
Australian exclusive economic zone.

The Australia’s Future Tax System review found that the current system of resource use charges and
taxation could be substantially improved.

Current taxes and charges on our non-renewable resources could serve the Australian community
better. They provide a relatively small return to the community when prices rise and do not
recognise the different investment levels required for different projects.

The Australian Government’s RSPT will ensure the community receives a more consistent share in
the returns from our non-renewable resources. It will also provide a more efficient mechanism for
collecting a share of these returns and remove impediments to mining investment and production.

The RSPT is world class. It sets a new benchmark for resource taxation. The RSPT will be a relatively
neutral tax, with minimal distortions to investment and production decisions.

The RSPT will be payable at a rate of 40 per cent on the realised value of resource deposits,
measured as the difference between the revenues generated from resource extraction and
associated costs.

The RSPT will be a deductible expense for income tax purposes, so that after income tax, the
effective rate of RSPT will be less than 40 per cent.

Unlike company income tax, under the RSPT the Australian Government will guarantee to credit
firms for the tax value of their extraction and exploration costs, and will even refund that credit when
a project winds up.

Where there are delays in receiving a credit for exploration or production costs (for example,
through depreciation or loss carry forward arrangements) entities will be compensated by an RSPT
allowance.

The Australian Government will provide resource entities with a refundable credit for state royalties
paid. The credit will be available at least up to the amount of royalties imposed at the time of
announcement, including scheduled increases. Refunding royaities allows the States to continue to
collect a stable stream of revenue from royalties, while removing the effects they have on
investment and production.

The net effect of applying the RSPT and refunding royaities will be that highly profitable projects will
pay additional tax, and less profitable projects will pay less tax than at present.

The RSPT will not discourage investment. The RSPT will only tax super profits. In fact, 60 per cent of
the super profits will still be available to investors.
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As commodity prices vary, the RSPT will ensure the community receives a constant share of super
profits. This will be less pro-cyclical for investors than under the current tax and royalty regime,
where the effective tax rate rises when commodity prices fall and vice versa.

Existing resource projects will be transitioned into the new scheme, with the exception of Petroleum
Resource Rent Tax projects for which opt-in arrangements will be developed in consultation with
industry.

The transitional arrangements will provide a tax credit in recognition of previous investment made or
committed to before the introduction of the RSPT. To reduce the impact of the RSPT on cash flows in
the early years of the scheme, the Australian Government will also allow previous investment to be
depreciated at accelerated rates. These arrangements will provide a ‘soft start’ that substantially
reduces RSPT liabilities in the early years of the scheme.

To ensure investment decisions are not distorted in the period before the RSPT commences, capital
investment (investment and exploration) undertaken between announcement and commencement
will be treated the same as post-commencement investment.

The RSPT will fund a package of measures to promote growth in the resource sector and across the
entire economy, as well as to ensure we save some of the benefits from our resources.

The resource sector will be supported by new infrastructure funding to address the potential for
capacity constraints to emerge. A resource exploration rebate will also help small exploration
companies search for new deposits.

The broader economy will benefit from a phased reduction in the company tax cut. Small businesses
will benefit from an early start on the company tax cut and simplification of depreciation
arrangements.

The package will also benefit the retirement savings of working Australians. The superannuation
guarantee will be gradually increased, new superannuation concessions will be provided for lower
income earners and contributions caps for people aged over 50 will be increased to allow them to
make catch-up savings.

The measures within the Government’s tax reform package will be implemented in a fiscally
responsible way, and will be broadly revenue-neutral. Therefore, the package as a whole is
contingent on implementation of the RSPT.

The Australian Government will consult extensively with stakeholders on technical design issues
during the period before the scheme commences. This process will start with an initial round of
consultations over coming weeks that will focus on how to finalise transitional arrangements for
existing projects and other key elements of the architecture of the tax.
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1 Stakeholder information and consultation
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1.1 Information documents

The Australian Government will release a series of information documents before the
commencement of the RSPT on 1 July 2012. Subsequent to the Announcement Paper (this paper),
the key documents will be:

¢ anlssues Paper;
» a Final Design Paper; and
» Exposure Draft Legislation and a Draft Explanatory Memorandum.

Stakeholders can also find further information on the RSPT on the Treasury website
www.treasury.gov.au.

1.2 Phases of consultation

Phase 1: Preliminary consultation, based on this Announcement Paper

A Resource Tax Consultation Panel (RTCP) will be established for high level targeted engagement
with key stakeholders. The RTCP will hold a short and focussed initial round of consultations
immediately after announcement. The scope of this initial consultation will encompass transitional
arrangements and major outstanding design parameters, as well as identifying significant industry
issues. In order to increase certainty about application of the RSPT, it is envisaged that the Australian
Government will make a statement about the outcomes of the initial consultation process.

Treasury will maintain an interested parties list for circulation of future correspondence with respect
to the development of the RSPT. To register as an interested party, please send an email to
resourcetax@treasury.gov.au.

In addition to the above, Treasury will engage with other stakeholders via a range of mechanisms.
These preliminary consultations are aimed at identifying issues and possible impacts of the policy
that will need to be considered in implementing the RSPT. Treasury will also seek detailed advice on
individual firm and project impacts to inform the Issues Paper.
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Phase 2: Further extensive consultation

Treasury will publish an Issues Paper, which expands on this Announcement Paper and clarifies
technical design elements. In July 2010, Treasury will seek stakeholder submissions in response to
the Issues Paper. RTCP meetings will be held with stakeholders to discuss their reactions and

concerns.

The outcomes of these consultations will be used to inform the Final Design Paper.

Phase 3: Final Design Paper and Exposure Draft Legislation

A Final Design Paper will be published in late 2010 and be made available for comment. This will set
out, in detail, the design of the RSPT and form the basis for the legislation.

The Exposure Draft Legislation and the accompanying Draft Explanatory Memorandum will be
developed based on the Final design paper. Consultation at this stage will focus on ensuring that the
legislation is consistent with the decisions in the final design paper.

1.3 Timeline to commencement

Date Consultation Details
May 2010 Phase 1
Announcement and Announcement paper Announcement paper (this paper) released
Formation of the Resource Tax Consultation
Panel
May-June 2010  Preliminary consultation Consultations on the fundamental architecture
of the RSPT and transitional arrangements for
existing projects
July 2010 Phase 2
Extensive consultation and Issues Paper Expands on the Announcement Paper setting
out further technical design issues
Seek submissions from stakeholders
Opportunity to provide comment on policy
design
Late 2010 Phase 3
Final Design Paper Outlines the detailed design of the RSPT
Provides certainty to key stakeholders regarding
the technical design of the RSPT
Mid 2011 Exposure Draft Legislation Seek comments from stakeholders on
implementation details and whether legislation
is consistent with the Final Design Paper
Late 2011 Legislation introduced into Parliament
1 July 2012 Commencement of the RSPT
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1.4 Terms of Reference of Resource Tax Consultation Panel

Purpose

The RTCP will consult with industry and other stakeholders and advise the Australian Government on
issues (and their implications) that arise from the design of the RSPT.

The RTCP will consult on the design detail of the regime including transitional arrangements for
existing operations. The Panel will not be consulting on the overall merits of the RSPT or the key
parameters determined by the Australian Government. Rather, the purpose of the consultation is to
identify any issues in the implementation of the RSPT that could undermine the Australian

Government’s policy intentions.

The RTCP will report to the Australian Government on the outcomes of each round of consultations.
Those reports will identify the key issues that have been raised, assess the significance of those
issues, and advise the Government on the implications of these issues for the design of the system.

The RTCP will have regard to the financial integrity of the Government’s tax reform package such that
any proposed changes which detract from RSPT revenue may have implications for the affordablllty
of other measures.

Process

The RTCP will conduct several rounds of consultation:

. The initial round will be with key industry bodies and large resource firms and ‘will focus
primarily on discussing transitional arrangements and major outstanding design parameters, as
well as identifying significant industry issues. This consultation round will conclude within
three weeks after announcement.

. The second consultation round will build on the initial consultation activity with a wider focus
on stakeholder issues, including; taxing point, resource coverage, deductible expenditure and
depreciation rates (these arrangements are outlined in Section 5). The RTCP will conduct
meetings with peak industry bodies and large resource firms that will feed into the formal
Issues Paper and submission process. These consultations will allow for the preparation of a
Final Consultation Paper (Issues Paper), to be released in July 2010.

. The RTCP will be involved in a third consultation round involving a public submission process in
response to the Issues Paper to allow positions on the design details to be presented and
argued. This consultation will provide a further input into the final design of the regime to be
incorporated in legislation. These consultations will allow for the preparation of the Final
Design Paper, which will be released in late 2010.

. The RTCP may be required to assist Treasury in a fourth and final round of consultation after
the Exposure Draft Legislation has been released to ensure the legislation is consistent with
the principles of the Final Design Paper. It is anticipated that this round of consultation would
occur in mid-2011.
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2 Introduction

The Australian Government has accepted the recommendations from the Australia’s Future Tax
System review to introduce a tax on resource rents or ‘super profits’ earned by entities from the
exploitation of Australia’s natural non-renewable resources.

The Government will introduce a new resource tax, called the Resource Super Profits Tax (or RSPT).

The RSPT will provide the Australian community with a share of the income derived from the
extraction and sale of its valuable non-renewable resources. It will improve on the current method of
resource charging, and encourage investment and production activity in the resource sector.

Getting resource taxation arrangements right will have significant benefits for Australia. In particular,
getting the resource tax arrangements right will improve the generation and distribution of income
for all Australians. Large endowments of non-renewable resources provide Australians with a greater
opportunity to raise a given amount of government revenue through more efficient taxes, and to
reduce the reliance on distorting taxes.

Revenue from the RSPT will provide opportunities for broader economic reform focused on
improving economic performance, productivity and growth in national income. This is particularly
important given the demographic challenges Australia faces with an ageing population.

2.1 Ensuring all Australians share in the returns from our non-renewable
resources

Australia has large endowments of non-renewable resources, including the world’s largest
economically demonstrated reserves of brown coal, lead, mineral sands (rutile and zircon), nickel,
silver, uranium and zinc; and the second largest reserves of bauxite, copper, gold and iron ore
(Geoscience Australia 2009). Australia’s- proven oil reserves are the 26th largest in the world.
Australia’s natural gas reserves are the 14th largest in the world under current production rates, and
could continue to be exploited for the next 65 years (BP 2009).

With sustained growth of China and India, demand and prices for Australia’s non-renewable
resources are likely to remain strong.
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Given the size of Australia’s non-renewable resource stock and expected continued strength in
commodity prices, the imperative for the community to share properly in the returns from the sale of
its resources has become more acute.

The Australian community can do better than the current structure of taxes and charges on
non-renewable resources.

In Australia, governments have allowed entities to extract non-renewable resources in return for a
charge, typically per unit of production or percentage of price, regardless of actual production costs.
These charges have not kept pace with the increased value of Australia’s non-renewable resources.

Over the recent period of rising resource prices the community’s share in the increased value of its
deposits, received through existing resource taxes and royalties, has been declining (see Figure 2.1).
The effective resource charge (charges as a percentage of super profits earned) has more than
halved from an average of around 34 per cent over the first half of this decade to less than
14 per cent in 2008-09. Existing resource taxes and royalties have only delivered a small share of the
increased value of resource deposits. Resource profits were over $80 billion higher in 2008-09 than in
1999-00, but governments only collected an additional $9 billion through resource charges.

The current charging arrangements aliso do not recognise the costs of investment and production
that are associated with resource projects. This can be an important issue during periods of low
commodity prices.

Figure 2.1: Resource tax and royalties as a share of resource profits (pre-tax)
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Source: Treasury estimates.
Note: Estimates of resource taxes and royalties exclude income tax.

The Government will reform the taxation of Australia’s non-renewable resources in line with the
recommendations of the Australia’s Future Tax System review. The RSPT will apply to all of
Australia’s non-renewable resources on 1 July 2012, with the exception of projects currently subject
to the Petroleum Resource Rent Tax, for which opt-in arrangements will be developed in consultation
with industry. Resource entities will receive a refundable credit for royalties paid, at least up to the
amount of state royalties imposed at the time of announcement (including scheduled increases).

Crediting royalties against the RSPT will remove many of the existing tax impediments to mining
investment. Resource projects that currently pay royalties and which do not earn sufficient profits to
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be net payers of the RSPT will have an incentive to expand. Prospective projects that are expected to
yield low resource profits may pay less under the RSPT than under royalties, and so the disincentive
to invest in some new projects will be removed.

Box 2.1: Have other countries introduced taxes on resource super profits?

The ongoing significance of Australia’s non-renewable resources to the community and the
economy provides a strong argument in its own right for introducing the RSPT. It will enhance the
performance of the resource sector and, at the same time, deliver a greater return to the
community from the extraction and sale of its non-renewable resources.

Comparing resource taxation arrangements across countries is not straightforward. Meaningful
comparisons should be based on effective ‘all in’ rates (rates that include income tax as well as
resource taxes and royalties). In addition, effective tax rates will also depend on project
profitability.

But what do other countries do? Have other countries introduced profits (or resource rent) based
taxes?

IMF studies show that where countries have specific mineral taxation arrangements, these
arrangements are usually royalties set at around 5 per cent of gross revenue. These are similar to
the existing State and Territory based royalty rates in Australia. More recently, developed
countries, with significant resource endowments (such as Canada, Norway and the United States)
have moved towards tax systems based on resource rents or super profits.

Most provinces in Canada, as well as the state of Nevada in the United States, have adopted profit
based charging for extracting resources. These arrangements are generally based on an income tax
model, but with various allowances and deductions that begin to approximate a tax on resource
super profits. The taxes under these arrangements are generally less than 20 per cent of profits.
However, they are often combined with ad valorem royalties and company income tax at differing
rates.

Norway's petroleum tax system approximates a super profit based tax. Though based on the
company income tax system, it utilises an uplift on expenditure to exempt the normal return and
reimburses the tax value of exploration expenditure for companies in a loss position. Norway
imposes a total tax rate on resource super profits of 78 per cent, consisting of a 50 per cent super
profit based tax rate and company income tax of 28 per cent, with no deduction at the company
tax level for payments of the super profit based tax.

The fact that other OECD countries with significant resource endowments have moved towards
profit based taxation sets a benchmark for Australia.
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Table 2.1: International resource arrangements

Africa

South
America

North
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Country

Botswana

South Africa

Nigeria

China

India

Argentina

Brazil

Chile
Mexico

Canada
(Ontario)

Canada
(Saskatchewan)

US (Arizona)

US (Nevada)

Denmark

Norway

Resource type
Metals
Minerals

Coal

Copper
Gold

Minerals and other metals

Coal

Petroleum
Petroleum
Aluminum, iron and zinc
Copper and gold
Limestone

Coal

Metals

Minerals

Iron ore

Coal

Petroleum
Metals

Most minerals
Petroleum

Iron

Metals

Minerals

Coal

Petroleum
Copper

Mining and petroleum
Iron ore

Metals

Minerals

Coal

Metals

Minerals

Coal and uranium
Metals

Minerals

Coal

Metals

Minerals

Coal

Petroleum

Petroleum

Tax treatment

Ad valorem on gross market value

Ad valorem on gross market value

Ad valorem on gross market value

Negotiated: percent of market value o net profit
Negotiated: sliding scale formula

Negotiated: percent of market value or net profit
Negotiated: percent of market value or net profit
Royalties, profit based tax, or state equity
Government ownership

Ad valorem and per unit royalties

Ad valorem

Ad valorem and per unit royalties

Ad valorem and per unit royalties

Ad valorem

Per unit charge for most minerals

Per unit charge

Per unit charge

Production sharing contract/profits

Ad valorem on sales less deductions

Ad valorem on sales less deductions

Royalties

Ad valorem on sales less taxes, transportation and
insurance

Ad valorem on sales less taxes, transportation and
insurance

Ad valorem on sales less taxes, transportation and
Insurance

Ad valorem on sales less taxes, transportation and
insurance

Royalty

Ad valorem

No charge

Percent of taxable profits

Percent of taxable profits

Percent of taxable profits

Percent of taxable profits

Percent of net profit; increases at threshold level
Percent of net profit; increases at threshold level
Royalty on sales revenue

Ad valorem on market price

Ad valorem on market price: rate set by commissioner

Ad valorem on market price

Net super profit above threshold
Net super profit above threshold
Net super profit above threshold

Profit based tax
Profit based tax
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2.2 Promoting investment, production and employment opportunities in the
resource sector

The RSPT will encourage greater investment and employment in the resource sector, as it will be
more efficient than current arrangements.

Resource super profits (or resource rents) are net returns that exceed a satisfactory return to
investors,- from the extraction and sale of resources. Higher commodity prices are the principal
mechanism that drive increases in resource super profits, as a similar cost and effort in extracting
resources fetches more income.

When implemented, the RSPT will be one of the most efficient taxes levied by government. The RSPT
will affect the present value of investment at risk less than royalties. This is in contrast to the current
royalty arrangements which apply as soon as production commences, no matter how profitable a
project might be.

Only projects generating significant super profits will pay more tax compared to current
arrangements. However, highly profitable projects will still remain attractive to investors since they
will continue to remain highly profitable after tax. This still leaves a significant incentive for firms to
produce resources that generate super profits. Australia will also continue to remain an attractive
place to invest. Australia’s non-renewable resources are high quality and offer a stable business
environment for long-term investment.

More resources can be developed

Some projects that are not viable under current resource tax arrangements will become viable under
the RSPT because costs will be recognised. As such, the stock of economically viable Australian
resources will expand. The RSPT will also provide relief to the resource sector if prices fall in the
future, compared to current arrangements, as their tax liabilities will also fall.

Risks to resource companies will be reduced

Under the RSPT, the Commonwealth will guarantee to contribute 40 per cent of the investment cost
(including, as a cash refund in some circumstances) of a resource project. In effect, the community
will share in the costs of, and returns from, realising the value in resource deposits.

In the long term, the reforms to resource taxation will lead to more investment and jobs in the
resource sector. According to independent modelling by KPMG Econtech, commissioned by the
Australian Treasury, the reforms to the taxation of Australia’s non-renewable resources are
estimated to result in a 4.5 per cent increase in investment, a 7 per cent increase in employment and
a 5.5 per cent increase in output in the resource sector in the long term. Overall, KPMG Econtech
projected that resource taxation reforms could lead to an increase in GDP of around 0.3 per cent in
the long run while real household consumption expenditure, which is a better measure of wellbeing;
is expected to rise by around 0.2 per cent.!

It should be noted that the modelled analysis is sensitive to assumptions used, particularly the
degree of capital mobility. However, differing assumptions would only affect the size of the efficiency

1 The Australian Treasury provided the Government’s policy parameters for tax reform to KPMG Econtech who then
independently modelled their economic effects. KPMG Econtech was not involved in the policy development, while the
modelling was independent of Treasury.
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gains and not their direction. In the long run, the assumption of perfect capital mobility is likely to
hold as used in the KPMG Econtech modelling.

2.3 Sharing the returns from our resources

The RSPT is an integral part of the Government’s overall tax reform agenda.

The Australia’s Future Tax System report also outlined how the structure of the tax system can affect
economic growth. Recent studies show company income tax has a large adverse effect on economic
growth. Taxes that are less efficient at raising revenue are levied on bases that can move or change
to escape the tax. Consequently, the Australia’s Future Tax System review recommended having a
lighter tax burden on more mobile bases, such as investment — particularly in the context of
continued globalisation — relative to less mobile bases, such as non-renewable resources.

Promoting investment — cutting the company tax rate

The Australian Government will use part of the revenue from the RSPT to fund a phased reduction in
the company tax rate to 28 per cent. The company tax rate will be cut to 29 per cent for the 2013-14
income year and to 28 per cent from the 2014-15 income year. This change will drive economic
growth.

Company tax raises the before-tax required rate of return on investment and reduces the amount of
investment that companies undertake. Internationally mobile capital can be especially sensitive to
tax rates. A lower company tax rate will improve incentives to invest in Australia. Increased
investment in Australia will boost the capital stock available for Australians to work with. Greater
capital intensity, induced by the lower company tax rate, will lead to higher labour productivity and
therefore higher real wages for Australian workers, ensuring the benefits of strong resource prices
are widely spread. Cutting the company tax rate will also help sectors other than the resource sector
to attract investment.

This rebalancing of the taxation of the corporate sector in Australia will lead to net gains in economic
performance, specifically in the amount and allocation of investment. This means higher productivity
and greater long term growth, with more jobs and higher real wages.

Assisting small businesses

The Australian Government will reduce the company tax rate to 28 per cent for eligible small
business companies from the 2012-13 income year. This early start to the general reduction in the
company tax rate will have cash flow benefits for small business companies and enable them to
reinvest more of their profits. From 2014-15 the 28 per cent company tax rate will apply to all
companies.

The Government will also further simplify depreciation arrangements for small businesses. Under the
new arrangements, small businesses will be immediately able to write-off assets valued at under
$5,000; and will be allowed to write-off all other assets (except buildings) in a single depreciation
pool at a rate of 30 per cent.

These changes will increase the cash flow of small businesses, in addition to reducing compliance

costs by removing the requirement to calculate depreciation allowances and track assets for
depreciation purposes.

Page 14



Chapter 2: Introduction

Investing in infrastructure

The Australian Government will use some of the proceeds of the RSPT to support States in providing
the major infrastructure to improve our potential to grow the economy into the future. The total
amount of the infrastructure funds will start at $700 million in 2012-13 and will grow over time.

This fund will be used to invest in infrastructure, including that necessary to prosper from the
development of Australia’s natural resource wealth. The details of this fund will be settled through

negotiations with the States.

Promoting superannuation savings

The Australian Government will increase retirement savings through a phased increase in the
Superannuation Guarantee to 12 per cent. This will commence with a 0.25 per cent increase in
2013-14. This measure will help Australians enjoy a better lifestyle in retirement.

From 1 July 2012, the Government will provide an additional superannuation contribution of up to
$500 for workers with income less than $37,000, by rebating the excess tax paid by low income
earners on their superannuation contributions.

The Government will also allow individuals aged 50 and over with total superannuation balances
below $500,000 to make up to $50,000 in concessional superannuation contributions. This measure
will improve the equity of the existing superannuation system by targeting concessions towards
those with the greatest need to build their retirement savings.

From 1 July 2013, the Government will extend the superannuation guarantee to workers who are
aged between 70 and 75, to ensure they are remunerated on the same basis as their younger
co-workers.

A long term reform agenda

The Australian Government recognises the magnitude of the task to reform Australia’s tax transfer
system. The need for tax reform is clearly far reaching and requires extensive consultation with the
community. The Government recognises this and is committed to an ongoing tax reform agenda.

The Government will continue to develop its tax reform agenda over the coming years, consistent
with its fiscal strategy. It will also continue to examine the transfer system to ensure it provides the
best possible support to Australians in need, as well as ensuring that people who can work have the
incentives to do so.

2.4 Fiscally responsible tax reform

The Government’s tax reform agenda is consistent with the Government’'s medium-term fiscal
strategy, including keeping the tax to GDP ratio on average below the 2007-08 level of 23.6 per cent.

The RSPT, along with the cut in the company tax rate and the small business arrangements, are part
of the Government’s integrated tax reform package. The delivery of all elements of the reform
package will be contingent on the implementation of the RSPT.
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Table 2.2: Budgetary impacts of Government’s tax reform agenda ($ mitlion)™
2010-11 201112 2012-13 2013-14

Company tax cut - - -300 -2,000
Small business instant write-off and simplified depreciation - - - 1,030
Head start on a lower company tax rate for small business - -50 -300 -200
State Infrastructure Fund - - -700 -735
12 per cent superannuation guarantee - - - -240
Extend the superannuation gurarantee up to age 75 - - - 15
Refund of superannuation contributions tax for low income earners - - - -830
$50,000 concessional cap for super balances under $500,000 - - -545 -785
Resource Exploration Rebate - - -520 -600
Resource Super Profits Tax - - 3,000 9,000
Total . -50 635 2,595

(a) Australian Taxation Office administration costs will be reported in the 2010-11 Budget.
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3.1 The community has a right to charge for extraction of resources

In Australia, the whole community owns non-renewable resources (with the exception of a few
deposits that are directly owned by private interests or indigenous communities).

The community, being the owner, has a right to charge for the extraction of its valuable resources. If
the community undercharges for the use of their non-renewable resources, it is akin to under-pricing
the sale of a public asset.

3.2 Extraction of resources ‘releases’ resource profits

The value of a non-renewable resource is equal to the expected receipts from the sale of the
resource less any expected exploration and production costs.

Non-renewable resources generate what is often referred to as resource rents (or super profits).
Resource rents arise because of the scarcity of non-renewable resources, which allows them to earn
more in revenue than it costs to extract them, including the normal return on invested capital.

Resource super profits = Receipts - Expenditure = Realised value of deposits

3.3 The current method of charging is based on royalties

State and Territory governments exercise the right, on behalf of the community, to charge for the
extraction of non-renewable resources. These charges take the form of royalties.

The Australian Government also imposes a charge with respect to oil and gas extraction from
offshore reserves through the Petroleum Resource Rent Tax (PRRT). The PRRT is different to
royalties, and is closer in character to the RSPT.

3.4 Royalties tax production rather than profit

Royalties affect investment and production decisions. This can lower the return to the community
collected through its resource charges. Royalties are levied irrespective of the cost of exploration and
production. This may mean some of the more risky deposits, or those that are more costly to
develop, are not pursued. It may also lead to the early closure of resource projects. This affects how
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much of Australia’s resources are utilised, and the return available to be collected through resource
charges.

Royalties are a ‘fixed’ charge ...

Royalties are typically charged on a volume basis (a specific rate per quantity of resource extracted)
or as a proportion of the revenue received (an ad valorem rate).

... but the returns from extraction vary across deposits and time

Royalties do not recognise variations in profit across deposits and over time. This is because royalties
do not account for differences in extraction costs or prices across deposits or over time (see Box 3.1).

The resource rents (or super profits) that can be realised from a project will vary according to the
characteristics of the deposit — the nature and grade of the resource they contain, and the ease of
extraction — or, simply, according to their value. For example, two deposits could yield the same
amount and grade of ore, and therefore the same revenue. However, if it is more costly to extract
the ore from one deposit, the value of that deposit and the super profits that can be derived from it
will be lower.

Box 3.1: An illustration of the varying burden of royalties
Royalties impose a burden that varies, depending on the value of deposits — whether they are
high or low profit and whether the resource sector is in the up or down phase of a cycle.

Royalties are related to the volume of the material extracted or to the revenue received.

To illustrate the variable burden of royalties, take the example of three projects, all involved in the
extraction of the same mineral. In this example, differences in the value of the deposits are
determined by extraction costs. Three different price scenarios are examined. An ad valorem
royalty of 5 per cent (that is, 5 per cent of revenue) is considered in all scenarios.

Table 3.1: Royalties as a percentage of resource proflts(al

Project Extraction costs Strong demand Average demand Low demand

Sper tonne 520 per tonne 515 per tonne $10 per tonne
High profit $4 6 per cent 7 per cent 8 per cent
Average profit $6 7 per cent 8 per cent 13 per cent
Low profit $8 8 per cent 11 per cent 25 per cent

(a) Percentage of the realised value in a year (revenue received less costs of extraction).

Table 3.1 shows how the burden of royalties is greater for the low-profit deposit. The burden for
all deposits increases when prices weaken.

Taxing production can discourage worthwhile investment and production

Taxing production rather than profit changes the relative returns that resource entities can earn
across project options. Imposing a proportionally higher burden on low-profit deposits can increase
the likelihood that some projects that are more risky or less profitable, but nevertheless worthwhile,
will be rejected. This comes at the cost of relatively marginal project options, which would otherwise
be viable.
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Reducing investment in worthwhile projects means the community does not make the most of the
value inherent in its resource deposits.

Taxing production can also affect production decisions on projects that are underway. Taxing
production imposes a higher burden as returns fall, as arises when prices fall, or when costs rise
(such as when projects reach a mature stage). This can increase the possibility of rendering a project
unviable and can therefore lead to the premature closure of otherwise viable resource projects.

Royalties provide stable revenue for the States

Royalties provide the States with a relatively stable revenue base. This is in contrast to a profit based
system, which would yield a more volatile revenue stream over the course of the commodity price
cycle, albeit at a constant tax rate. Royalties also deliver an earlier revenue stream in a project’s life
than a profit based tax.

The more stable and earlier revenue stream from royalties allows the States to fund necessary
infrastructure investment for particular projects in a relatively straightforward way.

The Government’s proposed reforms:-to resource taxation will allow the States to continue to collect
a stable stream of royalties, thus meeting their resource tax objectives, but remove the effects these
royalties have on investment and production.

3.5 A tax on super profits will do better

The Australian Government will introduce the RSPT on 1 July 2012, with a ‘soft start’. The RSPT will
increase the community’s share in the value realised from resource deposits.

As the scheme ‘matures’, the RSPT will capture a stable share of the increases, and decreases, in
resource profits as they occur. This is because the RSPT relates the community’s resource charge to
the value of each resource deposit. The RSPT only taxes super profits.

By only taxing super profits, the RSPT will not alter the pattern of returns to resource companies.
These returns form the basis upon which they assess investment options and make production
decisions. The RSPT will therefore not lead to a bias against investment in otherwise viable projects
or the premature closure of some projects.

3.6 A properly structured Resource Super Profits Tax will bring widespread
gains

A tax structured on super profits, rather than systems of royalty charges, will minimise the current
adverse effects that resource charging has on investment and production decisions, and provide a
clear and stable means for the community to receive its share of the value of its non-renewable

resource deposits.

Impact on investment

The switch to profit taxation under the RSPT.is likely to positively impact on the amount and
allocation of investment in the resource sector through its impact on returns. These effects are likely
to be different in the short and long term as markets adjust. In particular, much of the expansion in
the resource sector will only occur as capital and labour constraints are reduced over time.
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First, the number of projects meeting or surpassing investment hurdle rates of return in the resource
sector will increase compared to current royalty arrangements.

Second, the RSPT rate of 40 per cent still leaves investors the opportunity to capture profits at a rate
of 60 per cent of the value of deposits that are high quality and high volume by international
standards. Sixty per cent of the super profits will still be attractive to investors given that only
60 per cent of their investment is at risk.

Furthermore, the profits are location-specific — indeed, the profits pertain to resources in specific
deposits in specific locations — and comparable sources of super profit are not readily available in
other industries in Australia or, with the same conditions favourable to long term investment, in the
resource sector in other countries.

Box 3.2: But won’t moving to a new system create sovereign risk?

Sovereign risk is the risk that the government will reduce the value of private investment by
changing government policy arrangements in the future. Investors factor such potential changes
into their investment decisions.

Going forward, the RSPT is likely to lower sovereign risk as the government will capture a stable
share of the value of resources under varying economic conditions in a clear and foreseen way,
without the need to adjust the resource tax arrangements.

The Australia’s Future Tax System report notes that evidence of the stability of profit based taxes is
provided by Australia’s PRRT and by Norway’s profit like petroleum taxation system. Both of these
systems have been stable over many years.

Impact on mining activity

The RSPT is not expected to adversely effect the level of mining activity in the medium term, while it
is likely to lift activity in the long run.

Short to medium term

The RSPT will tend to extend extraction activity on lower profit deposits. Since RSPT liabilities will
become very low or even fall to zero in times of weaker prices or high costs, production rates could
be maintained for longer in the mature phase of projects, and projects could be kept operational for
longer in lean times.

While the RSPT will potentially tax existing projects located on higher profit deposits more, the
design of the tax means this is unlikely to lead to adverse production effects. With the RSPT set at
40 per cent of resource super profits, there will still be substantial profits available to maintain
incentives for high rates of production. Further, in lean years, the RSPT will take less.

Long term

In the long term, the RSPT is likely to make more projects viable. This is because it charges less than
royalties for lower profit, and more marginal, projects. An increase in investment in projects in turn
means that overall activity is likely to be higher than under existing arrangements.

Variations in commodities prices will remain the main influence on activity over time, but less so than
now.
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4 The Resource Super Profits Tax

4.1 The Resource Super Profits Tax

It has long been recognised by tax policy specialists that a tax will not impact on investment decisions
if it falls on the net cash flows, since any investment behaviour that maximises the present value of
cash flows after tax will also maximise the present value of before-tax cash flows. This type of tax is
often referred to as a Brown tax (after American economist Carey Brown).

While a Brown tax is often seen as ideal for taxing resource profits, one significant problem is that
the government is required to contribute to additional investment immediately (that is, the
government needs to immediately provide a rebate for all negative cash flows). This could result in
significant pressure on government cash flows because such payments are not able to be foreseen by
governments. This could impose stress on the government’s ability to budget whenever the sector
undertakes significant investment.

The Australian Government’s RSPT broadly implements the Allowance for Corporate Capital system
recommended in the Australia’s Future Tax System review. The RSPT achieves the same economic
outcome as a Brown tax, while providing policy stability as it allows the government to better plan
for large expenses.

Under the RSPT, the Government will provide a guaranteed tax credit for all expenditure. However,
instead of recognising expenditure at the time it is incurred, recognition is deferred through
depreciation and loss carry forward arrangements. To ensure investors are not made worse off by
this deferral, the RSPT will provide entities with an uplift allowance that compensates for the delay in
accessing the credit.

Like the Brown tax, the RSPT only taxes the profits associated with the value realised from Australia’s
non-renewable resources. The normal return on invested capital (both domestic and foreign) is not
taxed over time under the RSPT. The company tax will remain, and will tax the normal return, but the
effective tax rate on the normal return will be reduced by the proposed cut in the company tax rate.

4.2 The Resource Super Profits Tax rate

The RSPT will be charged at a rate of 40 per cent of assessable resource profits (assessable revenue
less deductible expenses including an allowance for capital expenditure). This is in line with the
Australia’s Future Tax System recommendations. The RSPT rate provides an appropriate balance
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between: ensuring the community receives a fair return for its non-renewable resources while
maintaining incentives for resource firms to invest and to improve their productivity by leaving them
with 60 per cent of the super profits (reflecting that only 60 per cent of their investment is at risk). It
also reflects difficulties in accurately measuring resource super profits.

The effective resource charge has almost halved from an average rate of 34 per cent in the first half
of this decade to less than 14 per cent in 2008-09, due to unresponsive royalty regimes. Although the
statutory rate for RSPT is higher than current statutory royalty rates, this reflects the fact that RSPT is
levied on net returns and will remain deductible for income tax purposes. The RSPT also applies to a
more efficient tax base, which allows the RSPT to be levied at a higher rate without introducing
substantial economic distortions.

Resource companies will still benefit from reductions in company income tax.

Chart 4.1: The Resource Super Profits Tax, tax calculation’

Assessable

receipts

multiply by

RSPT RSPT rate RSPT
less - : —

taxable profit tax liability

Deductible

expenditure (including
RSPT allowance)

4.3 The Resource Super Profits Tax capital account

The RSPT capital account is a tax account that records undepreciated tangible capital expenditure
and unutilised losses. Essentially, it keeps record of the tax credit carried forward.

The closing balance of the RSPT capital account from the previous tax year is used to calculate the
RSPT allowance, which is deducted from revenue to determine the RSPT liability. The RSPT allowance
compensates investors for the deferred tax credit. The allowance rate is discussed in section 4.5.

2 Losses can be carried forward to offset against future RSPT assessable receipts.
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Box 4.1: Calculation of the RSPT capital account

« The closing RSPT capital account balance in a year is equal to the undepreciated value of
tangible capital, plus any unutilised losses made in previous years.

» Tangible capital is depreciated annually at the applicable capital allowance rate for determining
RSPT taxable profits.

« Losses can be used to offset an RSPT profit in subsequent years or transferred to other projects
owned by the entity.

Chart 4.2: The Resource Super Profits Tax capital account and allowance

multiply by
RSPT capital account RSPT RSPT ; Deductible

(Opening balance) allowance allowance expenditure
rate

Box 4.2: The Resource Super Profits Tax calculation

Assessable revenue
less deductible expenditure (including depreciation)

less RSPT allowance RSPT opening balance x RSPT rate
less any prior year project losses

= RSPT project profit or loss

+/- losses transferred Project losses can be transferred

= RSPT net profit or loss

RSPT liability = 40 per cent of RSPT net profit If net loss, loss is carried forward

Closing RSPT capital account = undepreciated value of
tangible capital, plus any unutilised losses

Box 4.3: Is the Resource Super Profits Tax the same as the Petroleum Resource Rent Tax?

The RSPT is not the same as the current PRRT. Key differences between the RSPT and the PRRT are
outlined in Table 4.1.

Table 4.1: Comparing the Resource Super Profits Tax and Petroleum Resource Rent Tax

Resource Super Profits Tax Petroleum Resource Rent Tax

Most capital expenditure written-off over time Capital expenditure is immediately expensed
Transferable expenditure Limited transferability of exploration expenditure
Refundability of unutilised expenditure No refundability of unutilised expenditure

One allowance (uplift) rate for all capital expenditure Eight uplift rates for capital expenditure
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Box 4.3: Is the Resource Super Profits Tax the same as the Petroleum Resource Rent Tax?
(continued)

Like the PRRT, the RSPT being profits based, is a supefior regime to royalty arrangements.

To provide certainty for projects already covered by the PRRT the Australian Government will
consult with industry on arrangements that would allow an irrevocable election into the RSPT.

Projects within the scope of the PRRT will remain in the PRRT unless they elect to transfer into the
RSPT.

The Government anticipates that, over time, many projects within the scope of the PRRT will
migrate to the RSPT.

4.4 The treatment of Resource Super Profits Tax losses

RSPT losses will be carried forward with interest to preserve their real value. An RSPT loss occurs
when project costs, including the RSPT allowance, are greater than the project’s receipts in a given
year.

While losses may not be immediately refunded, the government will guarantee to provide a tax
credit for unutilised losses even if the entity goes out of business.

Qualifying expenditure incurred within a year can be transferred from the loss making project to
other profitable projects within the entity or company group. Where there are no other profitable
projects, the loss will be carried forward.

Carry forward losses, included in the RSPT capital account, can be used to offset future assessable
resource super profits within the entity or wholly owned company group. The amount that can be
transferred out in a year is limited by the amount of assessable RSPT profit in other projects owned
by the entity or within the company group. That is, transferred losses cannot drive the RSPT
assessable profit below zero.

The RSPT value of losses will be refunded on a reasonable basis. For example, losses would be
refunded when a project is closed and the loss cannot be transferred to another project.

Under the RSPT, the government effectively guarantees to give resource firms the benefit of
40 per cent of their extraction costs on the equivalent of a cash-flow basis (the RSPT allowance
preserves the real value of the benefit). That is, it guarantees to provide relief for expenditures
incurred on a project, including the possibility of a cash refund. In return, it will receive 40 per cent of
the resource super profits.

4.5 The Resource Super Profits Tax allowance rate

The RSPT (deemed interest) allowance rate is the rate used to uplift the RSPT capital account to
ensure its real value is maintained over time.

The RSPT allowance rate'will be set annually at the 10 year government bond rate. This rate was

recommended by the Australio’s Future Tax System review. This rate is appropriate given that the
government guarantees to give resource entities a refund of any unutilised losses at the RSPT rate.
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The required rate of return or weighted average cost of capital for a particular company is not an
appropriate rate for this purpose. The allowance rate compensates investors for the delay in the
government’s recognition of the tax credit. As the government guarantees to recognise the tax credit
when a project winds up, the required rate of return to compensate investors for the delay of tax
credit is independent of the riskiness of the project. Instead, the required rate of return is the risk
free rate for which the government bond rate is a proxy.

Using a rate higher than the government bond rate would result in a significant subsidy to the
resource sector, which would distort investment away from other sectors of the economy.

Box 4.4: The Resource Super Profits Tax — a worked example
The table below shows the RSPT calculation for a project interest.

The project commences at the start of year 1, when $100 is spent on capital. The government
recognises capital expenditure through depreciation arrangements — allowing in this example
$60 to be claimed as depreciation in year 1 and $40 to be claimed as depreciation in year 2.

In year 1, the project does not have any receipts. As such, the project makes an RSPT loss of $60 in
year 1. The unutilised loss, $60, will be carried forward with undepreciated assets, $40, to make
the RSPT capital base $100 in total.

in year 2, the project has $150 of receipts. The project is able to utilise the depreciation deduction
in year 2 ($40) and losses carried forward from the previous year ($60) as well as the RSPT
allowance (56).

The investor will have assessable profit of $44 in period 2 and pay the government $18 in RSPT.

Description Item Year 1 Year 2
Revenue 7 (1) 0 150
less Expenses (such as depreciation) 2) 60 40
less RSPT Allowance (6 per cent applied to RSPT capital base) (3) 0 6
less Unutilised losses carried forward from previous year (4) 0 60
Net RSPT profit (item 1 less items 2, 3, 4) (5) -60 44
Taxable RSPT profit (nil if item 5 is negative) (6) 0 44
Tax @ 40 per cent 7 0 18
Initial investment (1 July in year 1) (8) 100 n/a
Carry forward losses (item 5 if negative) (9) 60

Undepreciated assets {10) 40

RSPT capital base (items 9 + 10) (11) 100
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5 The ongoing system — detailed design issues

The Resource Super Profits Tax (RSPT) will apply to the resource super profits on a project
interest basis. While operating costs will be deductible in the year in which they occur,
capital expenditures will be spread over a number of years. However, as discussed in the
previous section, delays in accounting for capital costs will be compensated through an
interest allowance.

RSPT payments will be deductible for income tax purposes. Conversely, RSPT loss refunds
on project closure will be assessable for income tax purposes.

The Government will also explore mechanisms to minimise the compliance burden for
small businesses and micro operators (such as one person prospectors).

5.1 Who will be liable for Resource Super Profits Tax

The RSPT will apply to all legal entities (companies, partnerships and trusts) directly involved in the
exploitation of Australia’s non-renewable resources with the exception of projects already covered
by the Petroleum Resource Rent Tax (PRRT). The RSPT will not be levied on shareholders in a
company or beneficiaries of a trust that are involved in exploitation of non-renewable resources.

In principle, RSPT will only be payable on resource extraction activities.

The RSPT will be calculated separately for each project interest. This is important for joint ventures
where partners contribute different capital to a project.

5.2 Which resources will be subject to the Resource Super Profits Tax

RSPT will apply to all mining and petroleum projects, with the exception of PRRT projects, for which
opt-in arrangements will be developed in consultation with industry. This differs from the Australia’s
Future Tax System recommendation that the RSPT replace the PRRT and that certain low-value
commodities be excluded from application of the RSPT on the grounds that compliance costs would
likely exceed the benefits from application of the scheme.

To provide certainty for projects already covered by the PRRT, the Government will consult with
industry on arrangements that would allow an election into the RSPT.

In relation to marginal low-value projects, it is important that they are included in the RSPT scheme,
as these projects are likely to benefit the most from a switch from a royalty regime to the RSPT.

Difficulties arise in determining meaningful boundaries for exclusion. For example, many projects
may produce several resources with different degrees of profitability.

Exemptions would also create problems over time if, for example, a project were excluded because it
fell below a size threshold but then subsequently were to grow above that threshold. Unlike income
tax, the RSPT is an inter-temporal tax — the RSPT capital account, including losses, needs to be
calculated and carried forward over the life of a project.
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A further problem with exemptions is that they increase the complexity of the law and typically
require integrity rules, increasing tax operating costs for both taxpayers and administrators.

5.3 Taxing point

The taxing point is the point at which revenues and costs are determined for assessing RSPT.

The Australia’s Future Tax System review suggests that, in principle, the taxing point be set close to
the point of extraction of the resource — for example, the mine gate or well-head — to be consistent
with taxing the market value of the underlying non-renewable resource. It notes, however, that the
value of a resource at this stage in the production process is sometimes not observable and may
need to be derived.

A practical approach would be to set the taxing point where a saleable commodity exists (the earliest
point that a world-price or arms-length sale occurs), similar to the case under the existing PRRT. For
some commodities this may include processing and transportation.

Extending the taxing point may reduce compliance costs and recognise the co-dependency of the
value of extracted resources with resource transport or processing in integrated operations.
Extending the taxing point could also prevent insufficient recognition of capital costs.

Consultation with industry will explore the feasibility of a flexible approach to setting the taxing
point.

5.4 Assessable receipts and deductible expenditure

The objective of the RSPT is to ensure the Australian community receives a fair share of the realised
value of Australia’s non-renewable resources.

The RSPT will assess receipts from the sale of the resources. The RSPT will exclude receipts from the
transfer of ownership in the resource project among shareholders. Assets leaving a project will be
subject to a balancing adjustment.

The RSPT will allow deductions for the cost of extracting resources and getting them to the taxing
point. The RSPT will not allow deductions for the following types of expenditure:

= payments of interest and financing costs, including the cost of issuing shares, the repayment of
equity, the payment of dividends, and financial hedging costs;

* payments to acquire an interest in an existing exploration permit, retention lease, development
licence, production licence, pipeline licence or access authority;

* payments to acquire interests in projects subject to the RSPT; and
¢ payments of income tax or GST.
Industry will be consulted about the details of defining receipts and expenditure that fall within the

RSPT, including ways to apportion expenses between project and non-project activity as well as
operational hedging gains and costs.
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Capital allowances and asset revaluations

Where possible the capital allowance arrangements used for income tax purposes could also be used
under the RSPT. But, unlike an income tax, under the RSPT accelerated write-off provisions will not
distort investment decisions. As such industry will be consulted on the potential to streamline capital
allowance arrangements for RSPT purposes.

The RSPT capital base will not change with ownership. Where a project or entity is sold the RSPT will
continue to operate based on the original tax value. That is; the residual value of assets for RSPT
purposes will not be re-valued when a project or entity is sold.

Royalties to landholders and indigenous communities

In some areas of Australia, legal ownership of certain non-renewable resources rests with the land
owner so private, rather than government, royalties are charged. Where private royalties are paid,
for example, to Indigenous communities, such royalties should continue unaffected. However, it will
be important to ensure that the super profits from the resource are not transferred to third parties.

Land owners and private royalty holders will still be able to charge private royalties or accept in-kind
payments.

Consultation will explore ways to best meet these two objectives and ensure that the overall wealth
of indigenous owners is not affected by these arrangements.

5.5 State and territory royalties

The Australian Government will provide a refundable credit to resource entities for state royalties
paid to State governments following commencement of the RSPT. The objective of the credit is to
reduce the impact of state royalties and negate concerns that the resource profits tax is a ‘double’
tax.

The Government will discuss with the States on what royalty rates to credit, given that some royalty
rates are in nominal dollars and need to be increased from time to time, while others are applied on
a mine by mine basis. The refundable credit will be available at least up to the amount of royalties
imposed at the time of announcement, including scheduled increases and appropriate indexation

factors.

5.6 Interaction with income tax

RSPT payments will be deductible for income tax purposes. This is consistent with the current income
tax arrangements for state royalties, crude oil excise, resource rent royalty and PRRT.

Conversely, RSPT refunds will be assessable for income tax purposes.

Resource entities will continue to be subject to income tax on their exploration and production
activities.

Page 31



The Resource Super Profits Tax: a fair return to the nation

5.7 Arrangements for small business

The RSPT may impose a relatively higher compliance burden on small entities. Consultation will
explore better mechanisms to deal with small businesses and micro operators (such as one person
prospectors), including the possibility of allowing capital expenditure, up to a cap, to be immediately
expensed. This would provide many small businesses with cash flow treatment, which may assist
with reducing compliance costs and providing cash flow benefits.

For micro operators, such as one person prospectors, an alternative approach is to exclude them
from the system, but require them to pay an access charge. Most states currently have similar
arrangements under their existing royalty systems.

Industry will be consulted on minimising the compliance burden for small businesses and micro
operators, recognising that this must be balanced against maintaining the integrity of the RSPT and
minimising compliance and administration costs.

5.8 Exploration expenditure
Exploration expenditure will be immediately deductible under the RSPT.

Exploration undertaken under an exploration licence is a precursor to the discovery of a deposit,
determining its characteristics and establishing feasible and efficient methods of extraction.

The immediate deduction will be available for the same range of exploration expenses that have
access to the refundable exploration rebate under company income tax.

The resource exploration rebate

The Australian Government will introduce a new resource exploration rebate, within the company
income tax system, to deliver on its election commitment to promote exploration.

Under the resource exploration rebate companies can receive a refundable tax offset at the
prevailing company tax rate for their exploration expenditure. The rebate will apply to the same
range of exploration expenses currently immediately deductible under the tax law, provided the
exploration is undertaken in Australia.

Expenditure incurred in exploring for geothermal energy will be eligible for the new resource
exploration rebate to provide a further boost to this sector.

The resource exploration rebate is a simpler and more effective way to promote investment in
exploration than a flow-through shares scheme,

The new rebate will significantly benefit small, pre-profit exploration companies. Compared to larger

more diversified companies, these smaller companies face a competitive disadvantage because
losses they generate from exploration often cannot be used to offset other taxable income.
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6.1 Existing projects and the Resource Super Profits Tax

Existing resource projects will be brought into the RSPT, with the exception of projects already
covered by the PRRT.

If other existing projects were excluded from the RSPT, the community would not reap the full
efficiency of the RSPT, especially in terms of encouraging projects to produce for longer. This means
less resource sector activity, and lowers the returns to the community.

Bringing existing projects into the RSPT will ensure that future expansion would be treated in the
same way as the development of new projects. A significant part of the expected growth in resource
sectoroutput is likely to come from the expansion of existing projects.

These problems could endure, as some existing projects have the potential to continue for a very
long time.

The Australia’s Future Tax System report suggested that the Government should not compensate
investors for changes in the value of projects or companies associated with resource rights or the
change in expected benefits from future expenditure and investment. The report noted that where
transitional assistance is provided, it should be directed toward recognising previous expenditure
that has not yet been recouped.

In order to transition existing projects into the RSPT, the Government will allow entities to enter the
new arrangements with an RSPT starting base. The base will provide a credit to reduce future RSPT
liability in recognition of existing investment.

In principle, 100 per cent of the accounting book value of existing capital will be included in the RSPT
starting base and this value will be taken into account when calculating resource super profits.

Investment (including exploration) undertaken between announcement and commencement
(interim period) will be treated the same as post-commencement investment. This is to avoid
investment decisions being distorted prior to the commencement of the RSPT.

The first phase of consultation with industry will focus on the design of the transitional arrangements
to ensure they are fair on firms while maintaining the integrity of the RSPT objectives.
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6.2 Projects subject to Petroleum Resource Rent Tax

To provide certainty for projects already covered by the Petroleum Resource Rent Tax (PRRT) the
Australian Government will consult with industry on arrangements that would allow an irrevocable
election into the RSPT.

Projects within the scope of the PRRT will remain in the PRRT unless, and until, they elect to transfer
into the RSPT.

The Government anticipates that, over time, many projects within the scope of the PRRT will migrate
to the RSPT.

The Government will consult with the Western Australian Government on the future transfer of the
Resource Rent Royalty project.

6.3 Transition for projects into the Resource Super Profits Tax

Pre-announcement investment

The Government will recognise, in the RSPT starting base, the accounting book value of existing
project assets as at the most recent audited accounts available at the time of announcement. The
book value will be required to reflect a value consistent with Australian Accounting Standards. In
principle, the RSPT starting base will exclude the value of the resource.

Market valuation could be used where audited accounting book values are not available.

For assets acquired after the accounts were audited but before announcement of the RSPT, the
asset’s historical cost will be included in the RSPT starting base.

The RSPT starting base will be indexed at the RSPT allowance rate.

Where an asset is disposed of, or taken out of the project during the interim period, the asset’s
indexed-RSPT base value will be removed from the RSPT starting base.

The RSPT starting base from pre-announcement investment will not be transferable or refundable.

Investment during the interim period

To avoid any distortions to investment during the interim period, the Government will treat
investment during this period the same as it would under the new system.

Taxpayers will be able to increase their RSPT capital account to account for the acquisition of new
capital. To do this, all acquisitions of capital and exploration expenditure during the interim period
will be included in the RSPT capital account valued at its historical cost and indexed, from the time of
purchase, at the RSPT allowance rate. Acquisitions of capital and exploration expenditure will not be
depreciated for RSPT purposes during the interim period. Such expenditure will be entitled to the
RSPT loss transfer rules and loss refund rules following commencement,

Where an asset is disposed of during the interim period, the asset’s indexed RSPT capital account
value will be removed from the RSPT capital account.
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Chart 6.1: Transition to the Resource Super Profits Tax

1 July 2009 1July 2011 1 July 2012
| { | >
Pre-announcement capital: Indexed value:
$1,000m (book value) $1,000m x (1+6%)* = $1,191m
Acquire new capital: Indexed value:
$500m $500m (1+6%) = $530m

RSPT capital starting base: $1,191m
RSPT capital account: $530m
Total starting allowances $1,721m

6.4 Early access to the Resource Super Profits Tax starting base

The Government recognises that the introduction of the RSPT will increase the tax paid by a number
of resource entities. The Government will provide additional assistance, beyond recognising the book
value of existing assets, to provide a smooth transition for existing resource entities. To soften the
impact on cash flows in the years following commencement, the Government will allow firms early
access to the tax credit through accelerated depreciation provisions. This will assist firms to manage
cash flow requirements following the RSPT.

The Government will allow the RSPT starting base to be written off over five years, at the rate of
36 per cent in the first year, 24 per cent in the second year, 15 per cent in the third year and forth
years and 10 per cent in the final year. Where the project does not earn sufficient RSPT profit to fully
utilise the deduction, the loss can be carried forward to offset future taxable profit. Losses from the
RSPT starting base will not be transferable to other projects and will not be refundable if the project

closes.

These arrangements are expected to provide a significant cash-flow benefit to resource entities in
the first five years of the scheme.
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Appendix: lllustration of the differences between royalties
and the Resource Super Profits Tax

The Resource Super Profits Tax (RSPT) will operate quite differently from royalties. This appendix
uses a graphical method to illustrate the effects of a royalty and an RSPT at the level of an individual
project. The analysis extends the work of Hogan (2003) to examine the impact of royalties and profit
based taxes, using both average and marginal cost curves.® The general results of Hogan are however
unchanged. :

Differences in the operation of royalties and the Resource Super Profits Tax

Figure Al shows the average cost curve for a project. As the project becomes operational and
increases its rate of production, average costs fall — principally because fixed costs are spread over
higher rates of output. The average price received for output is given by the line marked ‘P’. The
price line is horizontal because the operator is a price taker. Higher rates of production and sales will
have no influence on prices.

Figure Al: Average costs and prices for a project

4
Price, cost Average cost

™~

Qutput

The project reaches a breakeven point once output reaches Q,, where average price equals average
cost.

Resource profits are realised at outputs above Qq. Resource profits are amounts received above costs
incurred. They are represented in the diagram by the vertical distance between the average cost
curve and the price line, P. This depicts the average rate of resource super profit for rates of output
between Qg and Q;. Q; is the maximum viable output. Above this rate of output, average costs
exceed average revenues.

3 Hogan L, 2003, Australia’s Petroleum Resource Rent Tax: An Economic Assessment of Fiscal Settings, ABARE eReport 3.1,
Prepared for the Department of Industry, Tourism and Resources, Canberra, January.
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The imposition of royalties and the RSPT is illustrated in Figure A2.
Figure A2: The imposition of a royalty and a Resource Super Profits Tax

. A
Price, cost Average cost

P(1-ry)

>

Qo Qcﬂ \Q ] Output

Royalties are depicted as applying at a rate of r;, so that prices received by the resource entity after
royalties are shown by the line P(1-r;). The feasible amount of royalties is depicted by the hashed
area. Royalties are payable for any rate of production over the range from zero to Q..

The RSPT is depicted as the vertical intervals in the light blue area in the diagram. The average
amount of RSPT payable at outputs above Qg is 40 per cent of the average resource profit realised.

Unlike royalties, the Resource Super Profits Tax only becomes payable once
projects become profitable
Figure A2 shows that royalties are payable from the first stages of production, even before the

project becomes profitable. At rates of output below Qq royalties add to the losses made on the
project.

On the other hand, the RSPT only becomes payable once a project becomes profitable — that is, only
once it produces more than Qq.

Unlike royalties, the Resource Super Profits Tax is closely related to resource
profits

It is also clear from Figure A2 that royalties are generally not related to the magnitude of resource
profits. The average amount of royalty remains fixed at all rates of output, whereas the average
amount of resource super profit can vary greatly over different rates of output.

The RSPT, on the other hand, is closely related — by definition — to the size of resource profits
released.

This difference between royalties and the RSPT is now illustrated, with the aid of Figure A3, for the
full-production stage of the project.
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Appendix: Hlustration of the differences between royalties and the Resource Super Profits Tax

Figure A3: Royalty and Resource Super Profits Tax amounts at full production
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The marginal cost curve is introduced for the purpose of determining the rate of output that the
operator would select. In the absence of taxes and royalties, the full-production rate of output would
be determined by the intersection of the marginal revenue curve (line P) and the marginal cost curve.
This occurs at Qa. With the introduction of a royalty, output would fall to Qg, where the marginal cost
curve intersects with the marginal revenue line, P(1-r;). With the RSPT, however, the selected output
would remain at Q, since the price line P describes the relevant marginal revenues.

The amount collected in royalties is given by the hashed area, which is the rate of output Qg
multiplied by the royalty rate r;. '

In the circumstances depicted in the figure, the amount of royalties collected is low in comparison to
the amount of resource super profit realised at the full-production rate of output. The amount of
resource super profit released is shown by the combination of the two coloured areas, which is the
rate of output Q, multiplied by the average rate of resource super profit (P-AC,).

The amount of RSPT payable is, by definition, 40 per cent of the amount of resource super profit. The
amount of RSPT payable is shown by the light blue area, which is Qs multiplied by 0.4 x (P-AC,).

Effects on investment decisions

Royalties can mean some low-profit projects do not go ahead. This is illustrated in Figure A4 which,
for convenience, shows a higher rate of royalty, r,. At prevailing prices, this is a low-profit project,
with a relatively small area of resource profit shown in the blue areas between the interval of

production between Qg and Q,.

In this case, the project would not proceed under the royalty regime. Average costs are above
average revenue, P(1-r,) at all points.

On the other hand, the project would go ahead under the RSPT. Not only that, the project would
realise resource profits and would contribute tax revenue again represented by the light blue shaded
area.
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Figure A4: Royalties and RSPT on a low-profit project
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Effects on production decisions
Royalties can have two adverse effects on production decisions.

First, they can reduce the full-production rate of output. It was shown in Figure A3 above, that the
imposition of royalties would reduce the full-production rate of output from Q4 to Qs. As depicted,
this effect is not very large, because of the sharply-rising marginal cost curve. This reflects a fairly
likely situation in which a mine operates at or near capacity when fully operational; and further
increases in production can only be achieved at relatively high incremental cost. This might mean, for
example, using proportionately more labour in more labour-intensive activities, given that capital is
subject to capacity bottlenecks. In the longer term, additional capacity may be installed. Marginal
costs, however, could still be substantially higher than they were around the previous full-capacity
level.

Second, royalties could lead to the premature closure of mines when they become relatively
‘low-profit’. There could be a reduction in expected prices, leading to a reduction in expected
resource profits. This can be depicted as a change from Figure A3 to Figure A4, where the fall in
resource profits is due to a drop in output prices. In these circumstances and with royalties payable,
the mine would be closed (Figure A4) whereas, with RSPT payable, the mine would remain open and
would continue to contribute RSPT. Resource profits could also decline as a result of higher costs of
production. This might occur as a mine reaches depletion, when the resource becomes mixed with
more impurities or becomes more difficult to extract. Again there can be circumstances when a
royalty would induce an operator to cease production whereas production would continue under an
RSPT. Production would cease if production reached Q¢ in Figure A2 under a royalty regime, but
would continue up to Q; under the RSPT. Once again, this production effect would not be that large
in circumstances in which costs rise rapidly with increases in output.
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s22 Document 3
From: Resource Tax
Sent: Monday, 24 May 2010 3:43 PM
To: chris.fraser@minerals.org.au
Subject: Thank you For Registering on Our Interested Parties List [SEC=UNCLASSIFIED]

Dear Chris Fraser,

Thank you for your interest in the Resource Super Profits Tax. We have added your name and contact
details to the interested parties list, and noted your capital city session preference. You will receive more
information on the capital city briefings shortly.

Kind Regards
Resource Tax Consultation Panel Secretariat

Australian Government | The Treasury
resourcetax@treasury.gov.au | 02 6263 2111
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Document 4
s 22
From: Resource Tax
Sent: Wednesday, 26 May 2010 1:57 PM
Subject: Resource Super Profits Tax Workshop Melbourne [SEC=UNCLASSIFIED]

Thank you for your interest in the Sydney Resource Super Profits Tax (RSPT) Workshop. This open-session
workshop will involve a presentation on key elements of the RSPT, detailed discussion of transitional issues
and the opportunity for questions and answers.

You are registered for the following session:
Date: Monday 31 May 2010
Time: 9.00 am — 12.30 pm. Please arrive by 8:30 am to register for the event

Venue: Rydges Melbourne, 186 Exhibition Street, Melbourne

Additional people wishing to attend the open session are requested to register at:

http://www.futuretax.gov.au/pages/Consultation.aspx.

Please note that for security reasons anyone not registered in advance will be denied entry.
Limited parking is available at a cost of $15 per day. Tickets should be validated by the reception.

For further information on the Resource Super Profits Tax and the ongoing consultation process please go

to www.futuretax.gov.au.
Kind Regards

Resource Tax Consultation Panel Secretariat
Australian Government | The Treasury
resourcetax@treasury.gov.au | 02 6263 2111
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Resource Tax

s T e a0 osT Al

RE: Resource Super Profits Tax Individual Discussion [SEC=UNCLASSIFIED]

Thank you for the update.
Kind regards

Resource Tax Consultation Panel Secretariat
Australian Government | The Treasury
resourcetax@treasury.gov.au | 02 6263 2111

Sent: ay, ay :

To: Resource Tax
Subject: RE: Resource Super Profits Tax Individual Discussion [SEC=UNCLASSIFIED]

Please be advised that attending the Minerals Council of Australia — Victarian Division’s individual session as below
will be:-

Mr Chris Fraser, Executive Director, Minerals Council of Australia — Victorian Division

Ms Megan Davison, Assistant Director, Minerals Council of Australia — Victorian Division

Mr Rod Hanson, Managing Director & CEQ, Bendigo Mining Limited (Mr Hanson is also the Chairman of the MCA
Victorian Division State Council)

Mr Luc Guimond, Executive General Manager, Northgate Australian Ventures Corporation Pty Limited
Mr Rob Dufour, Group Financial Controller, Northgate Australian Ventures Corporation Pty Limited
Mr Tom Burrowes, Managing Director, Providence Gold and Minerals Pty Ltd

Mr Gary Scanlan, Managing Director & CEO, Castlemaine Goldfields Limited

Mr Chris Bain, Chairman, Dart Mining NL

Mr lan Gandel, Non-Executive Director, Alliance Resources Limited

Mr Jack Wilson, Executive General Manager — Mining, Loy Yang Power Ltd.

The issues to be discussed include the potential impact on Victorian companies, and the transition arrangements.
Please do not hesitate to contact me if you have any queries, or require any further information.

Regards,

Administration Manager

Minerals Council of Australia

- Victorian Division

8th Floor, 10-16 Queen Street
Melbourne VIC 3000

T: 03 8614 1851
F: 03 9629 8603

E minerals.org.au
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From: Resource Tax [mailto:ResourceTax@TREASURY.GOV.AU]

Sent: Thursday, 27 May 2010 2:17 PM

To: Chris Fraser

Cc:s 47F

Subject: Resource Super Profits Tax Individual Discussion [SEC=UNCLASSIFIED]

Thank you for registering for an individual session to discuss specific issues and questions relating to the
Resource Super Profits Tax (RSPT). You should have already received our email in relation to the RSPT open
session workshop.

The details for the Minerals Council of Australia - Victorian Division's individual session are as follows:

Tuesday 1 June 2010
11:15am
42nd St room, Rydges Melbourne, 186 Exhibition Street, Melbourne

This session is scheduled to run for approximately 90 minutes.

To assist with the process, please email the names and positions of those attending the session along with
the issues and questions that you would like to discuss to resourcetax@treasury.gov.au

For further information about the RSPT and the ongoing consultation process please go to
www.futuretax.gov.au

Kind Regards

Resource Tax Consultation Panel Secretariat
Australian Government | The Treasury
resourcetax@treasury.gov.au | 02 6263 2111

Please Note: The information contained in this e-mail message
and any attached files may be confidential information and

may also be the subject of legal professional privilege. if you are
not the intended recipient, any use, disclosure or copying of this
e-mail is unauthorised. If you have received this e-mail by error
please notify the sender immediately by reply e-mail and delete all

copies of this transmission together with any attachments.
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Document 6

s22

From:

Sent: Friday, 4 June 2010 2:17 PM

To: scott.nerkins@minerals.ora.au: S 22 @nt.aov auy

Cc: $22

Subject: FW: Resource Super Profits 1ax Workshop in Darwin [SEC=UNCLASSIFIED]

Importance: High

Follow Up Flag: Follow up

Flag Status: Completed

s 22
Hello Scott and

The Resource Tax state workshop consultation process is looking to include a visit to Darwin NT. Advice of
this workshop is currently being posted on the website www.futuretax.gov.au.

Given that this workshop is only now being published, Treasury is hoping that you could forward the email
content below to your mailing list of Northern Territory resource companies.

s22

Resource Tax Unit
Azuzstralian Government | The Treasury
s

Hello,

As you would be aware, the Government recently announced a Resource Super Profits Tax to apply from 1
July 2012. The Government established a Resource Tax Consultation Panel for high-level engagement with
industry. Wider consultation is being undertaken with industry through a series of state-based Resource
Tax workshops where the Panel secretariat meet with and present to industry members. These sessions
incorporate an open briefing followed by short individual meetings with interested companies.

A workshop has now been scheduled for the Northern territory, to be held in Darwin, on Thursday

17th and Friday 18th June. At this stage, an open session will be held on 17th June from 2:30pm - 5:30pm
and then on the next day the Panel secretariat will be available to undertake individual sessions with
interested organisations on the morning of the 18th June from 8:15 am. These individual sessions will run
for approximately 45 mins. People wishing to attend the open session or individual sessions are required

to register online at http://www.futuretax.gov.au/pages/Consultation.aspx.

We would appreciate your assistance in advising your members of our visit to Darwin , and request
interested parties to register their interest . We will then send an email to all interested parties with
further details and confirmation of venue.

Resource Tax Consultation Panel Secretariat
Australian Government | The Treasury
resourcetax@treasury.gov.au | 02 6263 2111
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nt7
s22 Document
From: i @minerals.org.au>
Sent: Fridav_4 _lune 2010 4:39 PM
To: $22
Subject: RE: Resource Super Profits Tax Workshop - 17/18 June [SEC=UNCLASSIFIED]
Thank you s22

Have a great weekend

s47F Office Manager
Minerals Council of Australia - NT

s 47 F (08) 8941 1625

udnibl Dminerals.org.au

Level 3 9-11 Cavenagh Street, Darwin NT 0800
GPO Box 510, DARWIN NT 0801

s 22
From: @TREASURY.GOV.AU]
Sent: Fridav_4 Tune 2010 4:09 PM
To:347F
Subject: RE: Resource Super Profits Tax Workshop - 17/18 June [SEC=UNCLASSIFIED]

Should be updated over the weekend.
s 22

Resource Tax Unit

Australian Government | The Treasury
s22

From: R @minerals.org.au]

?:rsflzgﬁflnu A Tumna ')n1.0 4:34 PM
Subject: FW: Resource Super Profits Tax Workshop - 17/18 June

Afternoons 2

I have forwarded the information onto Members of the Minerals Council of Australia — NT Division as requested.

I did read the email but | forgot to check the online registration link — | now realise that the website has not been
updated with the Darwin information.

Could you please advise when this will be completed, so that | can let members know.

Kind regards

s 47F
Office Manager

Minerals Council of Australia - NT
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s 47F
s 47F F (08) 8941 1625

@minerals.org.au

Level 3 9-11 Cavenagh Street, Darwin NT 0800
GPO Box 510, DARWIN NT 0801

Please Note: The information contained in this e-mail message
and any attached files may be confidential information and

may also be the subject of legal professional privilege. If you are
not the intended recipient, any use, disclosure or copying of this
e-mail is unauthorised. If you have received this e-mail by error
please notify the sender immediately by reply e-mail and delete all

copies of this transmission together with any attachments.
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Document 8

s 22

From: s22 (MEG)

Sent: Thursday, 17 June 2010 11:26 AM

To: s 47F

Subject: RE: OECD Policy Mission to Australia - invite to roundtable discussion regarding the

RSPT [SEC=UNCLASSIFIED]
many thanks S 47F
s 22
Manager - Monetary & Fiscal Policy Unit | The Treasury | (02) s 22
treasury.qov.au Please note: | am not in the office on Fridays

From: s 47F minerals.org.au]

Sent: Thursday, 17 June 2010 11:05 AM

To:s22 (MEG)

Subject: RE: OECD Policy Mission to Australia - invite to roundtable discussion regarding the RSPT
[SEC=UNCLASSIFIED]

DearS 22

Brendan Pearson, Deputy Chief Executive Officer and John Kunkel, Director, Industry Economics and Taxation will be
able meet the OECD delegation on 30 June.

Details of the meeting can be emailed to them at the addresses below:

brendan.pearson@minerals.org.au phone: 6233 0630
john.kunkel@minerals.org.au phone: 6233 0649

Let me know if you require anything further.

Kind regards
s 47F

Executive Assistant to the Chief Executive
Minerals Council of Australia

PO Box 4497

KINGSTON ACT 2604

Ph: +s 47F

Fax: +61 (0)2 6233 0699

Web: www.minerals.org.au

This email and any attachment transmitted with it are confidential and intended solely for the use of the individual or entity to whom they are
addressed. If you have received this email in error please notify the sender.

From: s 22 @TREASURY.GOV.AU]
Sent: Monday, 7 June 2010 12:30 PM
To:s47F

Cc:522
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Subject: FW: OECD Policy Mission to Australia - invite to roundtable discussion regarding the RSPT
[SEC=UNCLASSIFIED]

His 47F
Sorry to contact you following what must have been a very hectic week !

My unit is currently organising the annual Organisation for Economic Co-operation and Development's (OECD) policy
mission to Australia that will take place between 28 June and 1 July 2010 .

The OECD conducts regular policy missions to member countries, during which it seeks to have in-depth discussions
with a wide range of people who are involved in the development of key policy issues. These generally include the
relevant central policy agencies, key industry peak bodies, influential academic figures and prominent market
economists.

The OECD has requested that they have the opportunity to discuss recent major policy announcements, in particular
the proposed Resource Super Profits Tax. As such, we would like to invite the MCA to participate

in a roundtable policy discussion with the OECD mission team on Wednesday 30 June. The discussion is currently
scheduled between 4.00 and 5.00pm.

The mission team from the OECD will be:

Bob Ford, Deputy Director, Country Study Branch
Piritta Sorsa, Head of Country Studies IV Division,
Claude Giorno, Australia Desk

Vivian Koustogeorgopoulou, Australia Desk
Matthew Flavel, Manager Treasury post OECD

It is standard practice for the mission to be accompanied at all meetings by Matthew Flavel and the Treasury
official responsible for the organisation of the visit. However, please advise if this presents any problems.

| will try and call you later today to discuss.

I%he meantime, if you have any questions please do not hesitate to contact me on ph S 22 or® 22 on ph:

S

kind regards
s 22

Manager - Monetary & Fiscal Policy Unit | The Treasury | (02) S 22
atreasury.gov.au

Please Note: The information contained in this e-mail message

and any attached files may be confidential information and

may also be the subject of legal professional privilege. If you are

not the intended recipient, any use, disclosure or copying of this

e-mail is unauthorised. If you have received this e-mail by error



please notify the sender immediately by reply e-mail and delete all

copies of this transmission together with any attachments.
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From: B2 MEG)
Sent: g 5% ™ 28 1022010 12:02 PM
To: AEG); brendan.pearson@minerals.ora.au
Ce: john.kunkel@minerals.org.au;S 22
Subject: RE: OECD Policy Mission to Australia - invite to roundtable discussion regarding the

RSPT [SEC=UNCLASSIFIED]

Hi Brendan,

looking forward to meeting you on Wedpesday. When you arrive at the_Ireasury, if you could please ask the guards
to contact® on extension 08 22 on extension

kind regards

s 22
s22 s22
Manager - Monetary & Fiscal Policy Unit | The Treasury | (02)
@treasury.gov.au_ Please note:’| am not in the office on Fridays
From:® 2 (MEG)

Sent: Wednesday, 9 June 2010 2:21 PM

To: 'brendan.pearson@minerals.ora au'

Cc: 'john.kunkel@mlnerals.org.au';s -

Subject: OECD Policy Mission to Australia - invite to roundtable discussion regarding the RSPT [SEC=UNCLASSIFIED]

Brendan,

As just discussed, my unit is currently organising the annual Organisation for Economic Co-operation and
Development's (OECD) policy mission to Australia that will take place between 28 June and 1 July 2010 .

The OECD conducts regular policy missions to member countries, during which it seeks to have in-depth discussions
with a wide range of people who are involved in the development of key policy issues. These generally include the
relevant central policy agencies, key industry peak bodies, influential academic figures and prominent market
economists. :

The OECD has requested that they have the opportunity to discuss recent major policy announcements, in particular
the proposed Resource Super Profits Tax. As such, we would like to invite the MCA to participate

in a roundtable policy discussion with the OECD mission team on Wednesday 30 June. The discussion is currently
scheduled between 4.00 and 5.00pm.

The mission team from the OECD will be:

Bob Ford, Deputy Director, Country Study Branch
Piritta Sorsa, Head of Country Studies IV Division,
Claude Giorno, Australia Desk

Vivian Koustogeorgopoulou, Australia Desk
Matthew Flavel, Manager Treasury post OECD

It is standard practice for the mission to be accompanied at all meetings by Matthew Flavel and the Treasury
official responsible for the organisation of the visit. However, please advise if this presents any problems.

1
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If you have any questions please do not hesitate to contact me on ph-o-nn ph:-

kind regards

Manager - Monetary & Fiscal Policy Unit | The Treasury-
Dtreasury.gov.au





