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Committee met at 8.59 am
CHAIR (Senator Cormann)—I declare open this public hearing of the Senate Select
Committee on Fuel and Energy. The Senate has referred to the committee matters associated
with fuel and energy, including the price of fuel, regulation and taxation arrangements and
alternative fuels. The committee is due to provide its final report to the Senate on 30 August
2010. Today the committee is focusing on energy and fuel security and, in particular, the terms
of reference relating to the existing set of federal and state government regulatory powers as they
relate to fuel and energy products; taxation arrangements on fuel and energy products; the role of
alternative sources of energy to coal and alternative fuels to petroleum and diesel; domestic
energy supply and the domestic oil/gas exploration and refinement industry; and any related
matters.
This is a public hearing and a Hansard transcript of the proceedings is being made. I remind
all witnesses that, in giving evidence to the committee, they are protected by parliamentary
privilege. It is unlawful for anyone to threaten or disadvantage a witness on account of evidence
given to a committee, and such action may be treated by the Senate as a contempt. It is also a
contempt to give false or misleading evidence to a committee. The committee prefers all
evidence to be given in public, but under the Senate’s resolutions witnesses have the right to
request to be heard in private session. It is important that witnesses give the committee notice if
they intend to ask to give evidence in camera. If a witness objects to answering a question, the
witness should state the ground upon which the objection is taken and the committee will
determine whether it will insist on an answer, having regard to the ground which is claimed. If
the committee determines to insist on an answer, a witness may request that the answer be given
in camera. Such a request may of course also be made at any other time.
I remind senators that the Senate has resolved that an officer of a department of the
Commonwealth or of a state shall not be asked to give opinions on matters of policy and shall be
given reasonable opportunity to refer questions asked of the officer to superior officers or to a
minister. This resolution prohibits only questions asking for opinions on matters of policy and
does not preclude questions asking for explanations of policies or factual questions about when
and how policies were adopted. Officers of the department are also reminded that any claim that
it would be contrary to the public interest to answer a question must be made by a minister and
should be accompanied by a statement setting out the basis for the claim. I particularly draw the
attention of officers to an order of the Senate of 30 May 2009 specifying the process by which a
claim of public interest immunity should be raised. Finally, on behalf of the committee I would
like to ask all those who have made submissions and sent representatives here today for their
cooperation in this inquiry.
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[9.02 am]
BARTLEY, Mr Scott William, Principal Adviser, Resource Tax Unit, Business Tax Division,
Treasury
DAVIS, Mr Graeme, Manager, Business Tax Division, Treasury
FRANCIS, Mr Geoff David, Principal Adviser, Resource Tax Secretariat, Treasury
HENRY, Dr Ken, Secretary, Treasury
PARKER, Mr David, Executive Director, Revenue Group, Treasury
CHAIR—Welcome. I invite you to make a brief opening statement and then the committee
will ask you some questions.
Dr Henry—I do not believe I have any opening statement to make.
CHAIR—Maybe I can kick off with a series of questions. Dr Henry, was Australia’s future
fuel and energy security a consideration for your review of our future tax system?
Dr Henry—It was not a major issue in our considerations. I cannot recall the issue having
been raised with us as an issue that would be central to our terms of reference. But I cannot say
that there was no discussion of the issues. I do not remember any detailed discussion of the
issues.
CHAIR—The reason I am asking is that the secure supply of energy as an input into our
domestic economy would have to be a relevant consideration as one considers our future tax
system.
Dr Henry—Yes, although it was unlikely, given the challenges that we identified in the
review, that we would develop recommendations that would prejudice Australia’s energy
security.
CHAIR—Do you consider that taxation arrangements can have an impact on fuel and energy
security, either positive or negative?
Dr Henry—It is possible that taxation arrangements could have an impact on energy security
in two ways that occur to me immediately. The first is that taxation arrangements could affect the
level of investment in various energy technologies, potentially in an adverse way if not properly
structured. There is also the possibility that taxation arrangements could be structured in such a
way as to lead to a diversification of energy sources. Of course, the present tax law contains such
provisions that encourage, for example, renewable energies.
CHAIR—As peripheral as the assessment might have been in the course of the Henry review,
what was your assessment of how current taxation arrangements impact on our fuel and energy
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security moving forward? You mentioned that it can impact, but are there some specific things in
our current tax system that impact on fuel and energy security adversely?
Dr Henry—I think I have already indicated that in the review we did not make any such
assessment—as I recall, anyway; I stand to be corrected. I do not recall at any time us coming to
an assessment of the impact of Australia’s existing taxation arrangements on matters relating to
energy security.
CHAIR—So it is fair to say, then, that the tax policy options that have been put forward in
your review have not been focused in any way on enhancing Australia’s fuel and energy security
moving forward.
Dr Henry—That is probably fair—that is, I think it is fair to say that none of the
recommendations were specifically designed to enhance Australia’s energy security.
CHAIR—To what extent was Treasury involved in the development of the measures outlined
in the government’s initial response to your review?
Dr Henry—I would say it was in the normal way—that is, as economic adviser to the
government. Various officials from the department operating in their capacity were quite heavily
involved at various times with the government in the preparation of its response to the review
committee’s report.
CHAIR—Can you advise the committee, then, of the consultation process that took place as
the measures in the government’s response were formulated?
Dr Henry—The review itself, as you would be aware, undertook very extensive consultation
with taxpayers, with businesses and representatives of the business community, with community
sector organisations and so on. There were hundreds of consultations. We received over 1,000
submissions to the review. When I think back over the tax review exercises that I have been
engaged in in the past quarter century, this one stands out as having involved the most extensive
consultation. All of the outcomes of those consultations were available to the government in its
consideration of its response to the report.
CHAIR—The review itself certainly did, and I grant you that, but you would have noticed my
question was more specifically in relation to the measures in the government’s response. Are you
aware of any consultations specifically about the measures in the government’s response which
were not quite consistent with what was recommended in your review?
Dr Henry—In the way that you frame the question it is a little difficult for me to answer
because you are referring specifically, as I understand it, to government responses that were not
consistent with recommendations in the review.
CHAIR—I guess what I am getting at, in the context of your involvement with framing the
government’s response to your review, is: what consultation took place or what consultation are
you aware of on the government’s response to your review rather than on the review itself?
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Dr Henry—There was some consultation. I am not sure that I am personally aware of all the
consultation that occurred between ministers and others; in fact I would be pretty sure that I am
not aware of all of the consultation that would have occurred. I am aware of some consultation
that occurred, in particular with senior people in the resources sector. Of course, as I indicated
earlier, all of the review panel’s consultations, or the outcomes of those consultations, were
available to the government in its consideration of its response to the report as well.
CHAIR—The resource rent tax model which was recommended by your review was based on
the proposition that state royalties would be abolished altogether and be replaced with a profit
based resource rent tax. Were state and territory governments ever formally consulted on that
proposition as far as you are aware?
Dr Henry—Yes, at officials level certainly and at political level also.
CHAIR—And you are quite certain about that?
Dr Henry—I am absolutely certain.
CHAIR—And that was before this was announced?
Dr Henry—Yes.
CHAIR—But presumably the response then was that state and territory governments were not
going to abolish their royalties and hence the government decided to refund them under certain
circumstances? That is right, isn’t it?
Dr Henry—That was the government decision. Whether it is the case that the government
decided on that particular formulation because the states had indicated they were not going to
abolish their royalties is another matter. I am not sure that that is the reason why the government
settled on that particular design. I think, rather, the issue was that that would be the easiest way
of introducing new taxation arrangements, at least in some transitional period. I must say—or
rather, I do not have to say it but I will say it—that it was my expectation as an adviser that, were
the government able to legislate that particular package and that particular design, at some point,
not immediately, obviously, but at some point, state royalties would disappear. So I saw the
government’s proposal as an interim arrangement with respect to royalties.
CHAIR—So, when you say it was part of the transitional arrangements and interim
arrangements, your assessment or your take on it was that the refunding of state royalties was
going to be a temporary measure?
Dr Henry—That is a personal judgement. As far as I know, the government did not come to
any particular view on that matter. But it just seemed to me that, with the business of states
levying royalties and then the Commonwealth refunding those royalties to taxpayers and levying
the Commonwealth tax instead, at some point states would see that there was no need for them
to levy the royalties in the first place. But that is a personal judgement.
CHAIR—If the federal government had gone along with your judgement and I guess with the
proposition of your review and state royalties had been abolished or would be abolished then
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wouldn’t it be the case that some mining companies would get access to our non-renewable
resources for free—i.e. if they are not making a super profit under the RSPT or if they are not
subject to the MRRT?
Dr Henry—Yes, that is certainly the case. It is certainly the case that under the RSPT, the
MRRT and, for that matter, the petroleum resource rent tax, if businesses are not making a
significant rate of return on the extraction of the mineral resources then, in the absence of
royalties, there would be no tax. That is of course why, in the committee’s report and also in the
government’s initial response to the committee’s report, the abolition of royalties was said to
remove a considerable distortion in the taxation arrangements applying to natural resources, and
it is why the report and the government’s response to the report indicated that it was very likely
that minerals investment would actually increase under these taxation arrangements.
CHAIR—This is the point exactly, isn’t it? In the KPMG Econtech modelling which the
government relied on to justify increased investment and increased jobs, all throughout it said,
‘royalties are going to be abolished or refunded’. But the fact is, under the arrangements under
the RSPT—and I understand that has been taken forward under the MRRT—royalties for the
more marginal, lower profit projects will not be refunded, will they? Under the RSPT, if a
project might list a six per cent profit it would not have its state royalties refunded. Under the
MRRT—
Dr Henry—It would have.
CHAIR—So you would have refunded royalties even on projects that were not subject to the
RSPT?
Dr Henry—That is correct. That was a deliberate design feature of those arrangements.
CHAIR—And so, under the minerals resource rent tax, will projects that are not subject to
MRRT have their state royalties refunded?
Dr Henry—No. There is a significant difference. With respect to royalties and companies’
liability to bear the burden of royalties, there is a very significant difference between the original
proposal—that is, the RSPT—which would have refunded those royalties to the companies, and
the MRRT. The MRRT, instead of refunding the royalties in full to the companies, provides a
credit against an MRRT liability. So as you say, Senator, if there is no MRRT liability then there
would be no refund of royalties.
CHAIR—I will check this with Parliamentary Library, but advice I have received is that
under the PRRT, according to Treasury guidelines, unless a project or a mining venture was
subject to RSPT—that is, it had a super profit, so it was at least above the six per cent
threshold—royalties were not going to be refunded.
Dr Henry—No. Senator, you do not need to check the Parliamentary Library; you can take it
from me, I assure you.
CHAIR—I will take it from you. So companies that were going to make a loss were going to
have their state royalties refunded as well, were they?
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Dr Henry—That is correct.
CHAIR—That means, in those circumstances, companies would well and truly have got
access to the resource for free. How does that coincide with the statement of getting a fair return
for the community?
Dr Henry—That is the point, isn’t it: what does one mean by a ‘fair return’? The view was
taken—and I am talking now about the view of the committee, my review committee—that if a
resource is of such marginal value commercially that somebody who extracts a resource makes
no profit from that extraction, then there should be no price payable to the Australian community
for the extraction of that resource. There is a very important qualification to that, I should hasten
to add. That is, some resources have, if not a commercial value, a significant value to the
community. For example, old growth forests have substantial environmental value to the
community, and the committee would therefore not have recommended these sorts of pricing
arrangements for the utilisation of timber from old-growth forests.
But in the case of iron ore, coal, sand and gravel and so on the committee’s view was that
these resources do not have an alternative value to the community. The value to the community
is their commercial value. If they have low commercial value then it is appropriate that the
community receive a low, possibly zero, price for those resources. That is the reason why, as we
have already discussed, in our contracted modelling of the economic effect of this proposal, the
modellers came to the view that this would lead to an increase in the rate of extraction of those
particular commodities which have low commercial value but are nevertheless at the moment
taxed.
CHAIR—But profits can be structured, can’t they? Essentially what you are saying is that, in
the absence of royalties, revenue from the RSPT or the MRRT would vary from zero dollars
upwards to whatever, whereas with royalties the community has a certain return and it is a value
based return. Certainly in my home state of Western Australia the more value add there is the
lower the royalty rate that applies, but the higher the value the more royalty revenue is
generated. But here you end up with a circumstance where you might get zero and there is an
incentive, I guess, for projects to structure themselves such that they go as close as possible to
zero. The price for the resource varies depending on profitability then.
Dr Henry—That is true. You allude to a very important point, which is that in the structuring
of these arrangements—but it is true of income tax arrangements generally—the Commissioner
of Taxation, in particular, has to be careful that prices are not being manipulated in such a way as
to artificially minimise tax. But, as I said, that is a general issue that applies to all income based
taxes. It certainly would have been an issue here.
One other thing that occurred to me, listening to your comments, Senator, is that of course it is
the case that if a royalty regime is in place rather than a profits based tax there is greater
certainty about the level of revenue that will accrue to the community from the extraction of, let
us say, a tonne of minerals. But there is at the same time rather less certainty about the number
of tonnes of minerals that will be extracted. That is why the Minerals Council, in its submission
to our review, recommended in very strong terms, as I recall, that the existing royalty
arrangement should be replaced with a profits based tax.
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CHAIR—But, Dr Henry, I would argue that just because the Minerals Council, or the mining
industry at large for that matter, argue for the abolition of royalties and for the replacement of a
profits based tax—and just because they argue for it that it is in the public interest—I am not
sure that that is necessarily that authoritative an argument, given that what we are looking at here
is the proposition of getting a fair return to the community.
Dr Henry—I agree with you.
CHAIR—I read very carefully your evidence before Senate estimates, where you put
proposition:
… Australian governments have a responsibility to ensure that the prices they effectively set through their taxation
arrangements for the non-renewable resources of the Australian community are appropriate.

You came to the view that the best way to set a price for these non-renewable resources was
through the sort of tax that the government has announced with the RSPT.
Dr Henry—Yes.
CHAIR—What I have just heard you say is that, essentially, the RSPT, or the MRRT for that
matter, did not set a price for the non-renewable resource; it set a price for reaching certain levels
of profits. Is that not a more accurate way of describing it?
Dr Henry—Yes, that is fine. I am comfortable with that description.
CHAIR—Because the price for the resource under the RSPT or the MRRT can be zero up to
whatever. It is a different price, depending on how much profit you make.
Dr Henry—Yes, but just to clarify, under the MRRT, as we have discussed, the royalties
continue. Under the RSPT, the original design, you are right: it is purely profits based tax.
Indeed, it is called a super profits tax—that is, a tax applying to super profits. Because the
royalties were to be refunded there was to be no other tax apart from normal company tax, of
course, which applies to all activities that are incorporated.
So, yes, you are right that under the RSPT design the amount of revenue raised, say, per tonne
of commodity would have been quite sensitive to the profitability of the venture. In particular, it
would have been quite sensitive to the world price of the resource. It would also have been
sensitive to the costs of extraction. Those things are true. Royalty arrangements are less sensitive
to those things, although some royalties are, of course, ad valorem royalties, so they are still
sensitive to price, but not so sensitive to costs of extraction, which is one of the reasons why the
Minerals Council does not like them—or is on the record as not liking them. That is true, but it is
the case also that under royalties based arrangements, depending upon international prices and
depending upon costs, the profitability of extraction of particular minerals will change over time.
In fact, profitability is highly volatile in the mining sector. Therefore, with royalty arrangements
where the royalty rate does not change in response to the change in the profitability of
extraction, those royalty arrangements cause distortions in the pattern of investment in the
resources sector. It is what the Minerals Council said to us, but it is also what our own economic
analysis had suggested to us would be the case and it is what the modelling also confirmed.
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CHAIR—Until very recently you were defending the RSPT, in particular some of the design
features that have since been removed. What do you think went wrong with the resource super
profits tax?
Dr Henry—Went wrong with it?
CHAIR—Yes. The RSPT is no longer. Until recently you were defending some of the key
design features that have since been—
Dr Henry—We should be clear about this. What I have done publicly is to defend the
recommendations in the committee’s report. I am happy to continue to do that today and
tomorrow and, indeed, for years to come—very happy to do so. As far as I am concerned,
nothing has gone wrong with the integrity of that particular recommendation. It is clear that the
recommendation has proven not to have sufficient acceptability at this time.
CHAIR—Do you expect that to change?
Dr Henry—I do not know, and I do not want to be making a judgment on these things. There
are a lot of recommendations in the committee’s report that, after political consideration, may
well find themselves in the same camp as the RSPT. I do not know. But, were it to happen, this
would not be the first tax review document that had that occur to its recommendations.
CHAIR—Sure. There was a suggestion in the West Australian over the weekend that
‘Treasury massively underestimated’ how much the original resource super profits tax would
raise. In fact, the proposition was that it was a so-called ‘billion dollar bungle’ that saved the
main deal. Are you aware of the assertions made in that West Australian article and would you
care to comment?
Dr Henry—No, I am not. I have not seen the article.
CHAIR—The article says that Kevin Rudd’s original plan for an RSPT:
… would have ripped $15 billion to $20 billion a year from the mining sector, almost double what had been forecast when
the original tax was unveiled.

If there had been such a bungle, as it is described in the paper, you would be aware of that, I
would have thought.
Dr Henry—I am not aware of any such bungle.
CHAIR—So you do not agree with the proposition that the forecast of the RSPT revenue that
is included in the budget was wrong?
Dr Henry—No, I do not agree with that proposition at all.
CHAIR—So it would be inaccurate for anybody to suggest that the original RSPT plan would
in fact have raised $15 billion to $20 billion a year from the mining sector?
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Dr Henry—No, I have not said that. There is considerable uncertainty surrounding estimates
forecasts of commodity prices. We in the Treasury forecast commodity prices for the budget and
we forecast commodity prices at Mid-Year Economic and Fiscal Outlook times. We forecast
them at other times through the year as well but, for publication, we essentially have two
forecasts of commodity prices. Others who comment on these things, including the companies
themselves, have the ability to forecast, to various degrees, commodity prices every morning,
maybe even several times during the day. Because commodity prices are volatile, as I indicated
earlier, a forecast of commodity prices conducted, say, two months after an earlier forecast of
commodity prices could well be quite different. If somebody is suggesting that, because of that,
the earlier forecast is a bungle then I would suggest that they know very little about forecasting.
CHAIR—Have you revised your forecasts since budget?
Dr Henry—Yes, indeed, we have.
CHAIR—The forecast at budget was $3 billion and $9 billion in—
Dr Henry—You are talking about forecasts of revenue; we have revised our forecasts of
commodity prices.
CHAIR—Normally, you do that twice a year but, on this occasion—
Dr Henry—Normally, as I said, we undertake the forecasts more than twice a year—three or
four times a year. However, the government publishes twice a year.
CHAIR—Have you revised commodity prices for the purposes of the deal on the minerals
resource rent tax?
Dr Henry—Yes. Those revenue numbers that were published last week are consistent with
our revised commodity price forecast.
CHAIR—Your revised commodity price forecast would have resulted in what sort of revenue
from the RSPT?
Dr Henry—We have not undertaken that work and it seems pointless to now do so.
CHAIR—The reason you get to the $10½ billion, which seems a very short way down from
the $12 billion, is that you have revised upwards your commodity prices?
Dr Henry—There would be some element of that in it but, as to how much, I have not seen
any analysis that would permit me to answer that question. I do not know, but there must be
some element of it because we have, after all, revised up commodity prices since budget.
Senator FIFIELD—Dr Henry, in relation to the revised estimates of commodity prices does
Treasury rely on the Bureau of Agricultural and Resource Economics for that data?
Dr Henry—We certainly take their views into account. I would not say rely on, but we
certainly take their views into account.
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Senator FIFIELD—That is one input into your assessments?
Dr Henry—That is right. We also speak to the companies, and the last bureau revision was
about two weeks ago. Is that right? Does anybody know?
Mr Parker—I think that is about right, yes.
Senator FIFIELD—I am just relying on a newspaper report here, which said that that
revision, which was released about two weeks ago, ‘pushed Australia’s expected revenue from
iron ore up by 35.6 per cent and coal earnings up by 16 per cent’. Would that be consistent with
your understanding?
Dr Henry—I do not know. I do not have the figures with me, but I am aware that the price
increases were quite significant.
Senator IAN MACDONALD—How can it change so much in such a short period of time?
Dr Henry—Commodity prices?
Senator IAN MACDONALD—Taking on what Senator Fifield said, which you are not
agreeing with, the reported numbers were 35 per cent and 16 per cent. At Treasury you do your
own analysis as well. Coming back to the question that the chair asked, how could you be so
wrong a couple of months back?
Dr Henry—That is a good question.
Senator IAN MACDONALD—If they have changed, is that normal? Are they going to go
down again?
Dr Henry—Indeed. It is quite normal. I do not know whether you are an investor in mining
stocks, Senator, but if you were you would understand that the stock market prices this
information and prices in or tries to price in forecasts of commodity prices every second of every
day. Have a look at the volatility of the prices of mining shares.
CHAIR—The thing is, Dr Henry, we are talking about a budget that was presented six weeks
ago. Now you have essentially revised a key variable, I would put it to you, to assist the
government to facilitate the deal.
Dr Henry—Sorry?
CHAIR—It is certainly convenient for the government, I would suggest, that the revenue
forecast does not drop further than from $12 billion to $10.5 billion. Is it usual to revise forecasts
of this nature within six weeks? Is it prudent, given that budgets are a longer term perspective on
how commodity prices and other things will develop? As Senator Macdonald asked, would you
expect increases on which you have based your revised forecast to last moving forward?
Dr Henry—We have certainly done such things in the past. We have certainly had such
increases in commodity prices over a similar period of time in the past. I do not think—and I
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hope that you were not suggesting this, Senator—that had the government asked us for a costing
of its negotiated package that we would have relied on forecasts of commodity prices that were a
couple of months old when the whole world knows that commodity prices increased quite
strongly over that two-month period. If we get asked to provide a costing of a particular proposal
at any point in time during the year, we will use the most up-to-date information available to us.
We will not feel constrained by parameters contained in the last published economic statement,
budget or mid-year economic and fiscal outlook.
CHAIR—Was Treasury involved in the negotiations with the three big miners, BHP, Rio and
Xstrata post the change in Prime Minister?
Dr Henry—Yes, we certainly had some involvement.
CHAIR—What was the nature of that involvement?
Dr Henry—In discussion at a technical level about various design parameters and their
consequences for activity and their revenue consequences.
CHAIR—At the end of that process, was their formal agreement between the federal
government and the three major mining companies before the government announced the new
minerals resource rent tax and the expanded PRRT? Was there a signed deal?
Dr Henry—I think that there was.
CHAIR—Are all elements of that deal public or are there elements of the deal that are
private?
Dr Henry—So far as I know, all elements of the deal, as you put, are public.
CHAIR—Has a copy of that agreement or that deal been released?
Dr Henry—I have no idea.
Mr Parker—The essence of the signed arrangement has been reproduced in the government’s
press release announcing the new arrangements.
CHAIR—If the essence was released and there is nothing that has been kept private, can the
committee get a copy of that contract that was signed between the government and the three
majors?
Dr Henry—That is a matter we will refer to the minister.
CHAIR—Thank you very much for that—and well done, Senator Hutchins.
Senator HUTCHINS—Is this the document you were referring to—the media release? Is that
the one headed ‘2 July, Prime Minister’ that we were supplied with earlier this morning? Is that
the document?
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Mr Parker—Yes, that was it. That is right.
Senator HUTCHINS—I just wanted to be clear on that.
Senator FIFIELD—I have a point of clarification. Is that document headed ‘Heads of
agreement’?
Mr Parker—Yes, that is right.
Senator FIFIELD—Thanks.
CHAIR—You talked about technical advice. Did Treasury essentially perform the analysis
that shows the revenue generated by the MRRT-expanded-PRRT combination as $10.5 billion
over the forward estimates, or $1.5 billion less than the RSPT? I think you indicated that you
did.
Dr Henry—Yes.
CHAIR—When did you do that?
Mr Parker—I will just clarify. Do you have the document headed ‘Heads of agreement’ with
signatures on it?
Senator FARRELL—I have two documents, one headed ‘Media release, 2 July 2010’. There
is another one that is a copy of the Australian.
CHAIR—Let us just keep going.
Senator FIFIELD—Attached to BHP Billiton’s press release is a document headed ‘Heads of
agreement’. Is that a BHP Billiton document or is that document headed ‘Heads of agreement’
actually a document which has been agreed to by the government and by the miners?
Mr Parker—I have not sighted that particular document, but if it is the same as that one then
presumably it is.
CHAIR—But you have taken on notice the question of providing us with a copy of the
contract, and, given that, as you say, supposedly all elements of the deal are public, I suspect the
government will not have any problems in following through with that request from the
committee. When did you perform the analysis around the costings of the MRRT-PRRT
arrangements?
Mr Parker—Last week.
CHAIR—Can I just confirm that the government’s figure of $10½ billion is for both the new
MRRT and the expanded PRRT?
Dr Henry—That is correct.
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CHAIR—Are you able to provide us with exactly how much revenue the proposed MRRT
and changes to the PRRT are expected to raise in net terms in 2012-13 and 2013-14?
Mr Parker—Do you mean in the individual years?
CHAIR—Yes. The RSPT was $3 billion, in 2012-13, and then it was $9 billion; what is it
now?
Dr Henry—We will take that question on notice.
CHAIR—You have not got it?
Dr Henry—I do not have it in my head, no.
CHAIR—Nobody can assist you with this?
Mr Parker—Currently not.
Dr Henry—We will take it on notice.
CHAIR—In terms of the negotiations and the discussions with the majors, just going back to
the question of the nature of the involvement, who was actually involved and what did they do?
Were they involved in face-to-face meetings? Was anybody around this table involved?
Dr Henry—There were people at this table who were involved in discussions with people in
the companies—nobody at CEO level, I think. Correct me if I am wrong, gentlemen, but I do not
think so.
CHAIR—How many people roughly were involved? Are we talking one, two, three or 10?
Dr Henry—Perhaps seven or eight.
CHAIR—But nobody can tell us how much the revised arrangements are going to net in
2012-13 and 2013-14? We know it is $10½ billion for the remainder of the forward estimates,
but you cannot tell us how that is broken up between the second-last year and the last year of the
forward estimates?
Dr Henry—Right now I cannot, but we have agreed to take that on notice.
CHAIR—Maybe somebody can assist us by 12 pm. It should not be a difficult figure to
research, I would have thought. I would like to think it would not be difficult. What other items
have been netted out to arrive at the $10.5 billion figure?
Mr Parker—Excuse me, could you repeat the question?
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CHAIR—Have there been any other items netted out to arrive the $10.5 billion figure? What
I am trying to find out—we started with 12; what are the ups and the downs? Presumably 10.5
billion is the net fiscal effect. Is that right?
Mr Parker—Yes.
CHAIR—I am trying to get a sense of the ups and the downs and what is involved.
Mr Parker—Let me have a go at answering the question. The $12 billion figure for the RSPT
was, if you like, a whole system costing—that is, it took the RSPT gross revenue, netted off
royalty refunds, accounted for the deductibility of RSPT payments in corporate income tax. So
in the number there was the corporate income tax effect. It also took into account the effect of
changed company tax payments at the personal level, so it was a full system costing. The same
full system costing has been done for the MRRT—that is, netting off royalties to the extent that
MRRT payments are in excess of royalties, otherwise creditable, taking account of the effect
under company tax and also under personal tax. The whole system, the nature of the costing, is
unchanged in that sense, but embedded in that are a number of ups and downs by taking into
account the interactions between the profits based tax and the corporate income tax and at the
shareholder level.
So the differences in the costing come about for two reasons: one we have already explored,
which is the change in commodity prices that have occurred since budget time, and the other
effect that is relevant is the smaller scope of the MRRT compared to the RSPT in particular. In
fact the MRRT applies only to coal and iron ore and the RSPT was to apply to the whole sector.
CHAIR—The media has just been able to provide me with what you have not been able to,
which is the expected revenue from the new resource tax framework—MRRT and PRRT—is
four billion in 2012-13, so it is one billion higher, and 6½ billion in 2013-14, which is a bit
lower. Does that sound right?
Mr Parker—Yes, I understood that those numbers had been released in the media.
CHAIR—Will crude oil excise be scrapped as a result of the changes announced by the
government last week?
Mr Parker—No, it will not be scrapped immediately. It will stay at least as a transitional
arrangement under projects.
CHAIR—So the Commonwealth will keep its royalties, so to speak?
Mr Parker—For a transitional period.
CHAIR—And presumably that is included in the forward estimates?
Mr Parker—That is right.
CHAIR—They would otherwise have been lost under the proposed RSPT arrangements. That
is right, isn’t it?
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Mr Parker—Yes, that is right.
CHAIR—Without transitional arrangements, immediately.
Mr Parker—That is right.
CHAIR—Are you able to identify for us where the expected revenue, the $10½ billion, will
come from geographically? How much is expected to come from Western Australia, how much
from Queensland and how much from any of the other states and territories?
Mr Parker—We would have to take that question on notice.
CHAIR—Is that something that you have assessed?
Mr Parker—No, we have not assessed it by region; it has been assessed by commodity. That
was based on the discussions which took place with the companies involved in the negotiation.
But I am not aware that that has been mapped across the regions.
CHAIR—So you do not know how much of the $10½ billion would come from Western
Australia, Queensland or whatever?
Mr Parker—We have not done that analysis. It would not be a difficult piece of analysis to
do.
CHAIR—I suspect you will have to do that analysis, because the federal government has
committed to an infrastructure fund to be based, in a proportional sense, on where the revenue
comes from. Given the shift in focus to coal, iron ore, oil and gas exclusively away from all the
other resources, I suspect states like South Australia will now pay much less into the system,
whereas the burden for states like Western Australia and Queensland will increase,
proportionately speaking. That is a fair assessment, generally speaking, isn’t it?
Mr Parker—I prefer to actually do the numbers before I make a comment on that.
CHAIR—As a matter of logic, if the resources predominantly mined in South Australia and
other states are now excluded, whereas iron ore, coal, oil and gas, to a larger degree are mined in
states like Western Australia and Queensland, presumably the overall share of the revenue paid
into the revised MRRT-PRRT arrangement from those states would have to increase, I would
have thought.
Mr Parker—You are right at the first layer of analysis, but there is a second layer, which is
that one would need to look at the relative profitability of the projects which are included and
excluded. As we have previously said, given that under the RSPT there was refundability of
royalties, the pattern of profitability of the projects would matter quite significantly for the
distribution of revenue across the states.
CHAIR—Understood. How long is it going to take you to do that analysis for the committee?
If you can do the best you can, that would be great.
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Mr Parker—As I said, we will take it on notice.
Senator IAN MACDONALD—On that note, the chairman was asking about which states
they came from, but can you tell me who is going to be paying the $10.5 billion. Is it just iron
ore and coal companies? As I understood it as it originally, was everyone was going to be paying
something. Now, as I understand it, some people are not going to be paying something. Who is
actually going to be paying the $10.5 billion, regardless of what state it is from and what type of
company or resource extractor?
Mr Parker—They will be companies involved in coal, iron ore and petroleum extraction not
presently under the PRRT arrangements, which will be brought under the PRRT arrangements.
The number of companies has been reduced quite significantly. There is a mention in the
government’s press release that the estimated number of companies under the regime will fall
from 2½ thousand to around 320. Whether they pay MRRT or not in any particular year will then
depend on whether they are profitable in that year.
Senator IAN MACDONALD—There is a $10.5 billion figure in the budget, or in the
calculations, and there has been a lot of media comment about BHP, Rio and Xstrata. One would
think, from what you have been saying, that those three would be paying more under the new
arrangement than under the old arrangement. Is that not logical? If it is not, where is my
assessment wrong?
Mr Parker—It is certainly the case that those three companies will be responsible for a
substantial part of the revenue, basically because they represent a substantial part of the industry.
That much is obvious. As to whether they would pay more or less revenue under the two
arrangements, I would prefer not to comment because I would prefer not to comment on the tax
affairs of individual companies.
CHAIR—You have dealt with three companies. How can we not ask you about—
Mr Parker—No, I was asked a specific question about whether they would pay more or less
tax. You are getting into territory which is quite difficult.
Senator IAN MACDONALD—But common sense and logic would say that if everyone was
paying before and now they are not or there is a limited number—I am asking you to say that, if
my logic is wrong, why that is. I do not particularly want you to go into individual tax.
Mr Parker—It is the same response that I gave to Senator Cormann, which is that the first
layer of logic which you have laid out is correct; however, under the former RSPT there are a
number of companies who would not be net payers of tax but would be net recipients of tax.
That is no longer the case under this, so you will need to look at the profitability of all of the
sectors and all of the companies involved to answer your specific question. That is why I cannot
do it in my head.
Senator IAN MACDONALD—But it would seem to exacerbate the situation if there were
some that would seem to be getting what I would call refunds that are now not going to get them.
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Mr Parker—No, what that means is that the gross amount of revenue—that is, before the
refunds—under the RSPT would be higher than under the MRRT. So you need to unpick both
sides of that to answer the question.
Senator IAN MACDONALD—Again, it would logically seem that someone—without
naming names—is going to pay more. It makes me wonder why those three companies are
reported as being ecstatic about this.
Mr Parker—I do not think it does logically follow that someone must be paying more.
Senator HUTCHINS—As I understand it, the refundability aspect of the previous scheme
was not supported by the miners. Is my understanding correct? I thought we were getting to the
point with Senator Macdonald trying to get around the logic of where this money has gone and
come from, and the fact is that this refundability is no longer part of the scheme, so that
necessarily suggests to me that that is money that was going to be involved in the scheme but no
longer is. Is that it?
Mr Parker—That is a particular element of what we are talking about, yes.
CHAIR—To look beyond the forward estimates for a moment, is the MRRT/PRRT expected
to raise more or less than the original RSPT would have?
Dr Henry—I think it would be expected to raise less, but how much less is a matter for
conjecture. I certainly would not want to put a number on it, in part because of the matters that
we discussed earlier concerning the volatility of commodity prices. But one would expect that
the MRRT would raise less revenue than the RSPT would have raised.
CHAIR—So you have not estimated how much less between now and 2020?
Dr Henry—As I say, I would not want to put a number on it. And why 2020? Why not 2030
or 2040 or 2050? Why not go out a hundred years? We produce and publish revenue estimates
for the forward estimates period and, frankly, that is difficult enough.
CHAIR—Have you done any work to assess the impact beyond the forward estimates period?
Dr Henry—We have done some work, but it is not work that is of sufficient quality that I
would want to see it in the public domain.
CHAIR—So you are not prepared to tell us, essentially.
Dr Henry—That is correct.
CHAIR—So you are claiming public interest immunity?
Dr Henry—No, I am not claiming public interest immunity. I listened very carefully to your
introductory remarks, and I would seek the Treasurer’s advice before venturing down that path. I
am not. We have done some work sufficient for me to be able to say to you that the revenue
would be less than under the RSPT, but I do not myself regard the numbers as having sufficient
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quality that I would like to see them in the public domain. Of course, it is not my judgment to
make about whether those numbers should ever appear in the public domain, but it would
certainly be my preference that, because of their quality, they not appear in the public domain.
CHAIR—Any forecast is a forecast. What I would like to know on behalf of the committee
is: what is your best guess at this point on the basis of the work that you have done in Treasury
about the impact of revenue projections beyond forward estimates will be between now and
2020?
Dr Henry—Again, we will have to take that question on notice because I think it is, at least in
the first instance, for the Treasurer to indicate to me whether he would like to see any such
numbers in the public domain.
CHAIR—But the thing is that it is in the public interest, isn’t it, because 2020—
Dr Henry—Not necessarily.
CHAIR—Let me explain where I am coming from: 2020 is when the super guarantee is
supposed to get to 12 per cent. Clearly there is going to be an impact on the budget moving
forward from the increase in the super guarantee. So presumably you would have to have had a
close look at the fiscal impact of the MRRT and expanded PRRT arrangements compared to the
RSPT. You would have to have done some work to assess how that is going to work itself
through the system beyond the forward estimates.
Dr Henry—That is true, but, when we are assessing the fiscal cost of various government
policies or various elements of the package, hardly ever would we assess the net impact on the
budget of such a package over, let’s say, a decade—hardly ever. The reason is that the economic
parameters upon which the forecasts are based are necessarily—
CHAIR—You did it for the private health insurance rebate.
Dr Henry—Yes, and there was a particular reason for that.
CHAIR—Yes, I am sure.
Dr Henry—But, in this case, as we have already discussed, the economic parameters can
move quite quickly. There is some risk, therefore, for advisers like us in saying to a government,
‘It’ll all be right in 10 years time given these parameters that we have constructed.’ There is
considerable uncertainty around the precise values of several of those parameters a decade
hence.
CHAIR—Let me come at it a different way. Essentially, it was said, and correct me if I am
wrong, that $9 billion was the full-year revenue expectation from the RSPT. In the last year of
the forward estimates the revenue expectation of the revised arrangements is $6½ billion. Can
we take it that, all other things being equal, the full-year impact of the MRRT and expanded
PRRT arrangements is $6½ billion?
Dr Henry—No.
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CHAIR—Why not?
Dr Henry—In the jargon, there are simply too many moving parts in these arrangements to be
able to use such a simple rule of thumb—
CHAIR—Such as commodity prices, which could go down again?
Dr Henry—There are commodity prices, but there is also the rate at which the starting cost
base is depreciated. It is a feature of the MRRT in particular that the starting cost base can be at
the election of the company—either a market value base or a book value base—with different
depreciation arrangements depending upon which election is chosen. Those depreciation
arrangements can have quite an impact on the profile of the revenue—not so much impact on the
total amount of revenue that would be raised over a 25-year period, and it is 25 years that
matters here, but a significant impact on the profile of the revenue flow over those 25 years.
CHAIR—But essentially it is fair to say that long-term risks to fiscal sustainability have
increased because the revenue overall is going to be lower, even though you are not prepared to
lock yourself in as to how much lower.
Dr Henry—The revenue will be lower. I do not know whether I would conclude from that
that the fiscal risks are greater. I remember a criticism that was expressed about the RSPT was
that, given that it was going to raise so much revenue and the commodity prices are volatile, the
proposal was going to expose the budget to higher risk. I do not think I would agree that the
budget is exposed to higher risk—but less revenue.
CHAIR—If the revenue expected is going to be lower and you are not prepared to put a
figure on it, is there then an increased risk that the revenue from the revised arrangements will
not fund the government’s related tax and superannuation changes?
Dr Henry—We will see.
CHAIR—So the answer is yes.
Dr Henry—No, I have not said that. It is less revenue. I think we can confidently say that it is
less revenue, but whether the revenue turns out to be sufficient to fund the various other
components of the package in 10 years time is something which, as I said, we will see.
CHAIR—Has Treasury made any adjustments to its forecast exchange rate in estimating
revenues from the MRRT-PRRT changes compared to the assumptions used to estimate the
revenues from the RSPT?
Dr Henry—I would need to take that on notice. I am not trying to be cute here; I just do not
know. We probably have, because when we conduct new forecasts as far as the exchange rate is
concerned we just take the current exchange rate, and the exchange rate has moved. I would
expect so, but if you do not mind I would like to take that on notice just to be sure.
CHAIR—Sure. In the modelling you did on the RSPT, can you recall whether the iron ore
and coal sectors were expected to contribute the overwhelming majority of the revenue?
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Dr Henry—I cannot recall and I was not personally involved in the revenue numbers, but I
suspect it would be true.
CHAIR—I can see some people nodding. I just wonder whether somebody at the table
knows. Hansard cannot pick up nods.
Dr Henry—Yes, it would be true.
CHAIR—Does anybody have an indication? You obviously seem to know. Do you know
what the approximate share of iron ore and coal was going to be under the RSPT?
Mr Davis—No. I know they were important contributors to the revenue, but I do not know the
shares.
CHAIR—Can you tell us that on notice.
Mr Davis—I will take that on notice.
CHAIR—How much of the minerals resource rent tax revenue is expected to come from the
profits of existing coal mines as they were valued at 1 May 2010?
Dr Henry—We would have to take that on notice as well, Senator, and we would need to bear
in mind my earlier comment about the time profile of revenue as well, because of the treatment
of the starting cost base for depreciation purposes.
CHAIR—The policy transition group is going to look at the market value of existing coal
mines for the purposes of the MRRT. Is there any framework around that? How is it going to go
about doing that?
Mr Parker—It is largely a matter for the policy transition group to set that. If you were to ask
me, at a conceptual level, how that could be done, you could work out market value in one of
three ways. If there had been a recent transaction in the resource, and it was an arm’s length
transaction, then you would expect that to be one measure for market value. If there had not been
a transaction in the resource then it would need to be derived. You could do that conceptually in
at least two distinct ways, and there could be a variety of combinations in between. You could,
for example, take a company and look at the market capitalisation of the company on the
relevant valuation day. Then you would need to strip out from that value a proportion of that
value that was referrable to assets other than the asset which was being brought into the tax base.
So that would include foreign-owned assets and the value of assets downstream of the mine.
CHAIR—It sounds very complicated, doesn’t it?
Mr Parker—Conceptually it is not necessarily complicated. It will involve a fair amount of
work to work this out. Let me just complete my answer to the question. The first way which I
mentioned—that is, through that calculation based on the market capitalisation—essentially
would work out the value of the resource as a residual. You would take the total and strip out
everything else. Another way of doing it would be to look at the cash flows which have been
flowing from the particular project and do a discounted cash-flow analysis.
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CHAIR—Okay, but the tax itself only applies on production to the mine gate. Does that then
mean that assets up to the mine gate will be the only ones included in the valuation? Is that what
you are trying to say?
Mr Parker—Effectively, yes.
CHAIR—That would involve a pretty complex calculation, wouldn’t it? I would have thought
that there would not really be any observable market prices for assets at such a level of
disaggregation.
Mr Parker—That is a not-uncommon issue which arises in taxation. You might be aware that,
under the consolidation regime—that is, where there are transactions in companies—there can
be a revaluation of assets which is done in those circumstances. So valuation to some concept of
market value is not an uncommon thing which gets done in the tax world.
CHAIR—Did you have something to add to that?
Dr Henry—Just the observation that that is true. In the tax world we often confront these
issues. But of course in the commercial world companies confront these issues on a daily basis.
They may be complex but nevertheless they are dealt with.
CHAIR—We have already established that, contrary to the arrangement that applied to PRRT,
to the refunding of state royalties, under MRRT and PRRT those ventures not subject to MRRT
or PRRT will not have their state royalties refunded. Have you gone through an exercise similar
to the KPMG Econtech exercise to assess the impacts on investment and jobs that flow from
that?
Mr Parker—Which KPMG analysis are you talking about?
CHAIR—When the original RSPT was released, there was a KPMG—I am talking about the
one that came from the government, the KPMG Econtech one, which said, ‘We’re going to put
in a new tax but, irrespective, there will be increased investment and increased jobs.’ That was in
the context of royalties being either abolished or refunded totally. We have already established
that royalties now will not be abolished or refunded for companies that make a profit below $50
million or that are below the long-term bond rate plus seven per cent. That is right, isn’t it?
Mr Parker—Yes.
CHAIR—So the marginal, lower-profit projects are now no longer better off—that is right is
it?
Dr Henry—Yes, that is right.
CHAIR—You have agreed with that. So have you gone through an exercise similar to the
KPMG Econtech modelling to assess the impact of the new MRRT/expanded PRRT
arrangements on investment and jobs, given that different reality where lower-profit, more
marginal projects are now not going to be better off because they will just continue to pay the
royalties, unrefunded, as they have?
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Mr Parker—Let me answer the question in two parts. The first is to reject one of the
premises of your question, which is that we have put in a new tax and everyone is better off. The
reason that the KPMG Econtech modelling came up with the result that it did was that it was a
change in the tax. It was a removal of one tax—a distorting royalty—and the application of a tax
which, in their assessment—their assessment, let me underline that—
CHAIR—Yes, in their assessment, even though it took $12 billion out of the economy, but,
yes, that was their assessment.
Mr Parker—Yes, that’s right, it was their assessment. Having clarified that premise—
CHAIR—I agree with that premise.
Mr Parker—let me specifically answer your question. No, we have not redone that analysis.
CHAIR—So, at this stage, as far as you are aware, nobody across government knows what
the impact on investment or the impact on jobs is going to be from the revised MRRT/expanded
PRRT arrangements?
Mr Parker—As I said, we have not done that modelling. Let me just make the obvious point
that the economic effect of the tax was obviously a contentious matter. KPMG Econtech and
ourselves believed that, because of the improved tax arrangements, it would lead to an expansion
over time—not instantaneously, but over time. Clearly the industry did not believe that. You
would have to ask the industry what they now believe in the response.
CHAIR—When you say ‘the industry’, there is no such thing as ‘the industry’ any more. The
government has chosen to deal with three major companies in the industry and not with a range
of others. As you would well appreciate, the impact is going to be different depending on where
you are in the scale of profitability.
Mr Parker—Yes.
CHAIR—I just repeat my question because, with all due respect, I think you are trying to
avoid it. If your argument is that with royalties completely refunded or abolished under the
RSPT arrangements investment is expected to go up, jobs are expected to go up, irrespective of
what others might say, if we are now in a circumstance where for those smaller, more marginal,
less profitable projects royalties will not be abolished or will not be refunded, then it stands to
reason that the conclusion would have to be a different one—that is, that the impact on
investment and jobs will at least be worse than it would have been under the RSPT. I guess what
I am asking you is (1) to confirm that and (2) to quantify it to the extent that you can and, if you
cannot, is something being done about it?
Mr Parker—Let me first agree with the construct that you have put up. Yes, you are right,
within the construct of that analysis, you get that result. Secondly, we have not done the analysis.
CHAIR—Has the government asked you to do any of that analysis moving forward?
Mr Parker—Not that I am aware of.
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CHAIR—Okay. Now just a specific parochial question from a Western Australian point of
view: with the inclusion of the North West Shelf into the expanded PRRT arrangements, what
does that mean for the state government in Western Australia, given they currently receive 65 per
cent, I believe, of royalties collected from the North West Shelf?
Mr Parker—I am not aware that there is any change in that arrangement.
CHAIR—Well, what about the 65 per cent of royalties? At present the North West Shelf pays
royalties and it pays excise. There has been some changes in the last budget in relation to
removing the exemption on condensate et cetera et cetera. I understand that the whole lot now
gets into a PRRT arrangement. How would you then calculate the share that will go to the State
of Western Australia out of that revenue consolidated under the PRRT?
Mr Parker—As we said previously, it is not envisaged that the present royalty and excise
arrangements would change in the short term for the North West Shelf, so there is no change in
the arrangement with Western Australia.
CHAIR—Maybe I am missing something, but I am reading in the joint press release from the
Prime Minister, Minister Ferguson and the Deputy Prime Minister and the Treasurer:
The improved resource tax reforms—

improved according to them—
involve:

…

…

…

•extending the current Petroleum Resource Rent Tax (PRRT) regime to all Australian onshore and offshore oil and gas
projects, including the North West Shelf.

But at present and since the Fraser government days, the North West Shelf has been part of a
unique taxation arrangement for offshore oil and gas, as I am sure you are aware. I understand
that what is meant with this statement in the Treasurer’s press release is that that will change
moving forward. Is that right?
Mr Davis—The press release also says, if you read the bit at the back:
All state and federal resource taxes will be creditable against current and future PRRT liabilities from a project.

CHAIR—How will you calculate that, moving forward?
Mr Davis—As we said earlier, if you have the excise and the royalties still in place and they
are creditable against PRRT, it is reasonably simple: if you are collecting the excise and the
royalties, you are collecting the excise and the royalties.
CHAIR—I think this is a bit different. What we were talking about before was state and
territory royalties. With the North West Shelf project we are actually talking about
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Commonwealth royalties, of which a share gets provided to the state government in Western
Australia.
Dr Henry—I think the point is that the Commonwealth royalty remains in place and is then
creditable against a Commonwealth PRRT liability.
CHAIR—So you will essentially run two parallel schemes for the North West Shelf project.
Dr Henry—That is right.
CHAIR—One of the purported benefits of the RSPT is that it would encourage investment in
risky and marginal mines. What will be the effect of the MRRT/expanded PRRT on risky
marginal investments in the coal and gas sectors? That is a continuation, I guess of—
Dr Henry—It is a continuation—same answer, Senator.
CHAIR—Okay. You don’t know.
Mr Parker—No, it is not that we do not know—
Dr Henry—We have not quantified it.
CHAIR—If you have not quantified it, then I guess you do not know.
Dr Henry—I think in the qualitative assessment, and you gave your own earlier—
CHAIR—And you agreed with it.
Dr Henry—And we agreed with it.
CHAIR—So you have sort of got agreement on the direction that it is taking but not on the
actual quantitative—
Mr Parker—Yes. And, as I also said, presumably the industry would not agree with us.
CHAIR—The Henry review stated:
Not providing a full loss offset would lead to the mismeasurement of rent and would discriminate against riskier projects.
This would prevent otherwise commercially viable projects from being undertaken and lead to inefficiently low levels of
exploration and production.

Given that there is no rent tax on coal or coal seam gas projects at the moment, would the
application of a rent tax without a full loss offset be likely to lead to lower levels of investment
than currently anticipated?
Dr Henry—It is hard to know, and the reason is that—
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CHAIR—I am going on the basis of your assessment in your 18 months review.
Dr Henry—And again we are speaking in somewhat abstract and conceptual terms here. It is
certainly qualitative, not quantitative, and bearing in mind Mr Parker’s counsel that the mining
and petroleum companies do not accept any of this, but, putting all that behind us, it certainly
was the view of the committee that a profits-based tax with full loss offset is a neutral tax. That
is pretty much agreed amongst economists, to the extent you can get economists to agree on
anything.
CHAIR—Did you agree with Mr Gittins in the Sydney Morning Herald that the economic
profession shares the blame for the government’s failure to make a convincing case for the
RSPT?
Dr Henry—I did not see that, and I normally read Mr Gittins very closely. I must have
lapsed—
CHAIR—It is today.
Dr Henry—It is today, is it? There is a perfectly good explanation for why I have not read it.
Yes, I do agree with that proposition. I do indeed agree with that proposition. And it gives me no
joy to say so, since I am an economist myself. But there you go. Your question is: would an
alternative profits based tax without full loss offset be therefore not neutral?
Here is the thing: it depends on the uplift rate. I could certainly construct numerical examples
for you in which the outcome under an alternative profits based tax without full loss offset would
be neutral for a particular project. I could construct cases in which it would not be and where it
would be overly generous and where it would provide insufficient tax. I could construct other
examples in which it would tax more than the pure economic profit and therefore not be neutral
and thus disadvantage investment. So it all depends. I want to make one other observation, since
we are talking in this purely conceptional way. One of the big attractions of an RSPT design is
that from the design of the tax one knows that it is neutral without having to worry about
appropriate uplift rates. That proposition, which again most economists would agree with—well,
the numerate ones would—had no traction in the public debate and was not accepted by the
mining companies. But it is nevertheless the case. It is possible to design an alternative profits
based tax which is also neutral, but that will depend on the uplift rate.
CHAIR—So does the 13 per cent uplift rate make it neutral or is it overly generous, in your
view?
Dr Henry—It depends on the particular project, you see. It depends on the risk characteristics
of the particular project. Maybe the important point here, even for us who are happy to engage in
purely abstract conceptional conversation, is that the mining companies—at least the three
mining large mining companies—thought that it was pretty neutral.
CHAIR—Let me talk about the uplift rate for a moment, because you have just gone to it. I
note that under the MRRT coal mines will get an IOU, essentially. We discussed that earlier. It is
an IOU of sorts, I guess, for royalty payments that are due before they are liable to pay MRRT.
Those IOUs will be uplifted in value at the long-term bond rate plus seven per cent. Is the
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allowance rate here likely to be higher or lower than the corporate bond rate? It is going to be
higher, isn’t it?
Dr Henry—Seven percentage points.
CHAIR—The corporate bond rate.
Dr Henry—Sorry; I misheard you. It is likely to be higher than the corporate bond rate.
CHAIR—By how much, roughly?
Dr Henry—We do not have a terribly well-developed corporate bond market, so it is difficult
to answer the question.
CHAIR—Roughly—five or six per cent?
Dr Henry—I do not know. Maybe five. Would five be reasonable? Four or five.
CHAIR—Four or five per cent—okay. Is that desirable?
Dr Henry—You are now asking us to express an opinion.
CHAIR—Sorry—I do not mean to ask you to express an opinion. I guess that I am referring
you back to your review, which is part of what we are talking about here. In your review you
counselled against the uplift rate being much higher than the corporate bond rate.
Dr Henry—That was under the RSPT design. Under the RSPT design, the uplift rate should
indeed by the risk-free rate—the Commonwealth bond rate. That was our advice.
CHAIR—Are there going to be windfall gains for the coal sector, with coal companies
essentially getting interest on their IOUs from not yet refunded state royalties? Is this something
that favours the big companies ahead of smaller, junior and mid-tier companies? Is this
something that you have assessed?
Dr Henry—No, we have not made any such assessment.
CHAIR—Just going back to the Henry review, you said:
Although the current PRRT collects a more stable share of rents in varying economic conditions, it fails to collect an
appropriate and constant share of resource rents from successful projects due to uplift rates that over-compensate
successful investors for the deferral of PRRT deductions.

Can you explain to us what you meant by that?
Dr Henry—I think the point there is simply that the uplift rate includes an allowance that is
intended to provide some proxy for the riskiness of the project. There are a number of
established projects where I think one could argue that the riskiness of the investment is not
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particularly high. In those cases an uplift at the long-term bond rate plus several percentage
points would, by definition, overcompensate for the risk inherent in the project. I think that is all
we were trying to say in that passage. To provide a more detailed answer I would want to reread
that particular chapter.
CHAIR—But the fact that coalmining companies get an allowance rate, which is higher than
the corporate bond rate, in terms of the IOUs for state royalties means there is a windfall gain in
that for them, isn’t there?
Mr Parker—If you are saying that it will reduce their tax compared with some other
benchmark, then, yes. All of these things are essentially variables which determine the aggregate
amount of tax that is paid. For a project which is not going to earn a sufficiently high rate of
return over its life cycle to get into paying MRRT because it is not earning a sufficiently high
rate of return, then the uplift rate will make absolutely no difference whatsoever. That project
will simply pay of the royalty. For projects which are in MRRT territory, a higher uplift means
lower tax. It is quite straightforward.
CHAIR—All right. We might take a break here and the committee will get back to this and
other matters after the break.
Proceedings suspended from 10.32 am to 10.45 am
CHAIR—Before we get back into the previous line of questions, Senator Fifield has a few
questions.
Senator FIFIELD—Dr Henry, forgive me if this was covered at estimates, but do you know
who came up with the descriptor ‘resource super profits tax’?
Dr Henry—My memory on this is likely to be a bit hazy, but it came out of a discussion. I
think I was actually seated at the table at the time the discussion took place, but I cannot
remember who came up with it. It was not me.
Senator FIFIELD—It was not a Treasury officer who put that title on a piece of paper to
describe the resource tax? It was not a Treasury initiated description?
Dr Henry—I do not believe so.
Senator FIFIELD—So it was a decision of government to label the tax?
Dr Henry—Yes. I believe so.
Senator FIFIELD—I would have been surprised if it were otherwise, but I thought it might
be an opportunity to defend the Treasury in a sense. Dr Henry, I am sure you recall the
newspaper headlines following your speech of 18 May to the business economists where you
explained and defended the resource tax. I will just refresh your memory. There were headlines
such as ‘Ken Henry not giving ground on mining levy’, ‘Adviser backs up his design principle’,
‘Henry returns serve on tax’, ‘Miners can prosper on tax: Henry’, ‘Henry: no compromise’ and
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others of a similar flavour. I appreciate that you do not write the headlines. You have no control
over how your speeches are received.
Dr Henry—Apparently I do not read them either. Most of those are news to me, but there you
go.
Senator FIFIELD—I am happy to have been of assistance. I know that public servants and
professional advisers to government are not meant to have feelings, but I know this is not true.
CHAIR—You can see that this is post morning tea-break!
Dr Henry—It sounds more like post dinner-break, frankly!
CHAIR—We wanted to lighten things up a bit.
Senator FIFIELD—Tone modifier. Dr Henry, given I am operating on the assumption that
you do have feelings, you must have been disappointed that your tax, your advice to
government, was rejected on 2 July.
Dr Henry—Believe it or not, not really—or at least not much. The fact is, as you know—and
I know you know it—after 25 years of providing difficult and controversial or contentious
advice to government, it is almost something of a surprise when something does get up. So, no, I
was not particularly disappointed.
Senator FIFIELD—But a little disappointed?
Dr Henry—Let me answer the question this way—and I will divorce this entirely from
feelings. As I said earlier, the recommendation in the review panel’s report is a recommendation
of integrity and I will continue to stand behind that recommendation. By the way, Senator—I
know you were not suggesting anything other than this—whilst newspaper headlines might have
wanted to characterise me as defending government policy, in that particular address to the
Australian business economists I made it quite clear that what I was doing was articulating the
reasons for the review panel’s recommendation. It seems to have happened quite a lot over the
last couple of years in particular that, when I have been characterised as having publicly
defended government policy, I think you will find that what I have been defending is those bits
of advice that I have provided to government when it has become a matter of public information
that I have in fact provided advice of a particular sort to government. That was the case with the
RSPT and with the public comments that I made at the ABE address post budget. I continue to
think that a profits based tax of the sort that the RSPT was is an appropriate tax system for the
taxation of Australia’s resources. I would be very happy to continue to defend that particular
piece of advice at any opportunity.
Senator FIFIELD—Let me explore that a little more. In your subsequent speech at the ATAX
conference you said that the review panel endorsed the design principles of equity, efficiency
and simplicity and added the principles of sustainability and policy consistency. We know from
what you have said today and previously that it was your view that the resource super profits tax
met those objectives and that the design was elegant. Do you think that the MRRT is elegant? If
so, is it more or less elegant than the RSPT?
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Dr Henry—I think you are now asking me to express an opinion—
Senator HUTCHINS—I am not sure Dr Henry should be required to answer that sort of
question without referring it to the minister.
CHAIR—Let us leave that to Dr Henry’s judgment.
Dr Henry—I was about to say much the same—that you are inviting me to express an opinion
on government policy, and I would prefer not to.
Senator FIFIELD—From the fact that you say you continue to defend the integrity of the
Henry review recommendations and will continue to do so for some time, it is not unreasonable
to assume that the MRRT is less elegant than what was proposed in the Henry review.
Otherwise, you would not be continuing to advocate for what is in the Henry review.
Dr Henry—That will have to be your assumption, not mine. That is all I am saying. I do not
want to express a view.
CHAIR—It seems like a logical conclusion, though.
Dr Henry—I do not know how I can answer this question in any other way.
CHAIR—It was a rhetorical comment.
Dr Henry—I see.
Senator FIFIELD—Just picking up on something that the chair asked before about the nature
of the Treasury’s involvement in the negotiations that led to the deal, for want of a better word,
would it be a fair characterisation to say that, essentially, others negotiated, others did the deal,
and the role of Treasury was really restricted to being asked to crunch the numbers from time to
time?
Dr Henry—That is a pretty fair characterisation of it. It was a little more than crunching the
numbers. There was some due diligence on design parameters.
Senator FIFIELD—I will just leave it there for the moment.
Senator IAN MACDONALD—At estimates, you had some conversations with Senator
Xenophon about regional modelling and you took on notice—I am not on the committee, so I am
not sure whether you got back with the information—whether there had been any modelling
done would show sectoral impacts. You did say:
… but I should say it would not provide any comfort to those who are complaining, if I can use that word. I would have to
check this but I am pretty confident that the modelling would show net benefits in those states—

meaning Western Australia, Queensland and South Australia, which I think were mentioned.
Would you say the same about the MRRT?
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Dr Henry—I would have to go back to the answer that Mr Parker provided to an earlier
question that we simply have not done that analysis. And it is not a straightforward piece of
analysis because, as Mr Parker indicated, one needs to factor in the interplay between the refund
of royalties and the RSPT against the application of an MRRT with no refund of royalties. We
have not done that work and, without doing that work, I would not want to venture an opinion
publicly.
Senator IAN MACDONALD—Is that work something you would only do if asked by the
government to do it, or is it something that you as Treasury officials would want to know about
for your broader work?
Dr Henry—We might at times want to undertake such work without being asked by
government—for example, we might think that it is important, at least contextually, in
developing economic forecasts—but I think on this occasion, without being asked by
government, it is unlikely that we would do it.
CHAIR—But you would have to make a degree of forecast because supposedly the
infrastructure fund is driven by the proportions of where the revenue comes from.
Dr Henry—You are quite right, Chair. At some point we will need to advise the government
on the amount of revenue collected from each jurisdiction, in order to provide that advice that
goes to the allocation of infrastructure funds.
Senator IAN MACDONALD—There was a lot of anecdotal evidence, which is not what
economists would comment on. I come from the Gladstone-Mackay-Townsville-Mount Isa sort
of area, and the anecdotal evidence was that there would be huge job losses and there were
small-business concerns in all the mining support industries. That would be of concern to the
government if it were correct. As I say, it was anecdotal. You did not do that in relation to the
RSPT; is that correct?
Dr Henry—No. In respect of the RSPT I could answer the question conceptually with a high
degree of confidence, in my view, without having to get into the numbers, so to speak, because,
as I explained earlier, the RSPT itself, by design, is a neutral tax. The RSPT itself, by design,
should not affect investment decisions, should not affect employment decisions, should not
affect output decisions and so on. Given that the RSPT, a neutral tax, was in economic substance
replacing royalties, because they were going to be refunded, one could be pretty confident
conceptually that activity would expand, not contract. Now, as we have discussed, particularly in
some of the questions that the chair asked earlier, it is not possible to make such a conclusive
statement in respect of the interplay between the MRRT and the royalties, principally because
the royalties are now being credited against an alternative tax—that is, the MRRT—not refunded
and secondly because—the chair also went to this question—one cannot be absolutely sure that
the MRRT provides a neutral uplift rate, whereas the RSPT does by definition.
Senator IAN MACDONALD—Can I just put this in noneconomists’ and simple politicians’
language. You are saying that with the RSPT you would have been fairly confident in saying that
there would be no impact on jobs or investments and therefore jobs—
Dr Henry—No, that is right.
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Senator IAN MACDONALD—but you cannot say the same about the MRRT?
Dr Henry—It is not possible to make a sort of blanket statement based on conceptual
considerations alone. One would actually have to go down and look at the economics of the
particular project in the particular region. It is not something that I would be prepared to venture
an opinion on without having done the numbers.
CHAIR—We have established before that conceptually things are going to be worse under
this.
Senator IAN MACDONALD—I was just confirming that with the RSPT you are able to say
without much qualification that there would not be any impact, and for the MRRT you are not
saying that there will be a bad impact, you are just saying that it is not as clear to you and not as
easy for you to make that comment.
Dr Henry—I cannot do it at a purely conceptual level or using purely conceptual
considerations. I would have to look at the numbers of the particular projects. That is what I am
saying.
Senator IAN MACDONALD—Would you, as a matter of course, then take that step? I sort
of asked this before and you said no.
Dr Henry—No, not as a matter of course, unless, as I indicated earlier, the tax had significant
implications for our macroeconomic forecast. In that case, we would want to do the analysis
ourselves. But I do not think we would judge this particular tax proposal, the MRRT, as being of
such macroeconomic significance that we would need to undertake that work on a regional basis.
Senator IAN MACDONALD—That is for your purposes—
Dr Henry—Yes, that is correct.
CHAIR—But on this, because it goes back over ground we went over before, I think we did
agree before that the MRRT/expanded PRRT arrangements, compared to what applied with the
RSPT, which also included refunding all royalties, was that the situation for jobs and investment
would be worse under the MRRT/expanded PRRT arrangements than they would have been
under the RSPT arrangements including refunding of royalties, and I think you finally agreed
that you had not assessed how much worse.
Dr Henry—It is not quite that. As I indicated in an answer to a question, Senator, it depends
on that uplift rate. For some projects the long-term bond rate plus seven percentage points will
actually be a positive incentive to investment because it would be overly generous.
CHAIR—They will all continue to pay state royalties up until they reach that uplift—
Dr Henry—That is right. But if the profit assessed on that basis—on the MRRT basis—
exceeds the state royalties, then there is a subsidy.
CHAIR—But not all of the MRRT arrangements—
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Dr Henry—Yes.
CHAIR—You are not going to refund—
Dr Henry—No, the credit will go toward the MRRT. Suppose that we are considering a
project which is absolutely certain—now, there is no such thing, but for conceptual purposes let
us suppose that there is a project where the returns are absolutely certain—clearly, for that
project, allowing a carry forward of losses at the long-term bond rate plus seven percentage
points is overly generous, but suppose there is such a thing and substantial tax is payable under
the MRRT, that tax might be more than enough to completely offset the royalty so that means we
would be crediting back to the company the full amount of the royalty. There you would have a
case where the investment in that particular project would be favoured under the tax system
taken as a whole and where the investment would actually get a more favourable tax treatment
than it would have got under the RSPT.
CHAIR—Let us go back to basics, because you are into a specific case study. What we talked
about before was when the RSPT was announced it came with a KPMG Econtech modelling
based either on abolition of the state royalties or complete refund. I think their view was that
there would be a favourable impact in terms of jobs and investment. That was the KPMG
Econtech assessment.
Dr Henry—That is correct.
CHAIR—Given that under the MRRT/expanded PRRT arrangements there will not be a
refund of state royalties for those lower profit or marginal projects, then it stands to reason that
the same conclusion cannot be reached now—
Dr Henry—That is right.
CHAIR—and the impact on investment and jobs would have to be worse now compared to
what it would have been—
Dr Henry—You mean in aggregate. We think that is the case. We agree with you on that.
CHAIR—Given the line of questioning and where the questions from Senator Macdonald
were going to, I just wanted to reconfirm that.
Dr Henry—Sure.
CHAIR—I place on record—this is a statement not so much for you as for the government—
that I am somewhat concerned that the impact on investment and jobs was not properly assessed
and was not modelled before the deal was finalised, given that much has been said in the
political rhetoric over the last six to seven weeks about how this tax reform is going to be good
for investment and good for jobs. The reality is that the government is flying blind when it
comes to the impact on investment and jobs of the changes they have made to what used to be
the super profits tax.
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Dr Henry—It is not for me to defend the government, even less to defend the companies. As I
indicated earlier, you and I can have this conversation at a conceptual level about what the
economic impact of various taxes should be and the companies simply point-blank refused to
accept our analysis. They said that is wrong. They also say that under this new design the
economic outcomes in respect of investment, employment and so on will be stronger than under
the originally announced package.
CHAIR—The thing is the reason you are here is because this committee is interested in your
view and your considered assessment. I guess we have come to a consensus view as to what the
impact on jobs and investment of the MRRT-PRRT arrangements is in a directional sense
compared to the RSPT.
Dr Henry—Yes.
Senator IAN MACDONALD—How long would it take you to do that modelling that you
were saying you could not do without looking at it. Is it a big job, a little job?
Dr Henry—That is a pretty big job.
Senator IAN MACDONALD—In the way you guys work, what, weeks, months, years?
Dr Henry—Certainly not years. It could be months. It would certainly be many weeks.
Senator IAN MACDONALD—Would you do that yourself or would you contract it out? If
you were asked to do it, that is.
Dr Henry—In this case we would have to contract out elements of it at least.
Senator IAN MACDONALD—Forgetting about mining but in the broader
political/economic situation—I am not asking you this, I am making a statement—the
government would obviously be very keen on the employment impacts in, as I say, Gladstone,
Mackay, Townsville and Mt Isa amongst others. More perhaps for political but in the broader
economic and employment field is that something that you need to know better if you were to
continue to provide the sort of advice in the general budgetary context over the years ahead?
Does it matter to your work that there might be huge unemployment in Gladstone, for example?
Dr Henry—It would matter to our work if we thought that were probable. We do not think
that is at all probable. I would say that in making a macroeconomic assessment there are other
factors at play in the macro economy that in my view swamp any impacts due to these taxation
arrangements. Bear in mind that in the whole time that we have been having this national debate
about how Australia’s resources should be taxed prices have been going up and the sector has
been demanding more of the nation’s factors of production, not less of the nation’s factors of
production. The sector is showing increasing strength, and has through the past two months. I
know some executives from particular mining companies have suggested otherwise, but the data
suggests that the sector has indeed been strengthening and has continued to strengthen over the
past couple of months—which is just to say that, whilst the tax elements might have some
impacts on employment or investment, those impacts are being swamped by, and are likely to be
swamped by, broader macroeconomic effects.
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Senator IAN MACDONALD—Going right back to when we were talking about the $10.5
billion, and forecasting commodity prices—which, again, you have just mentioned, and you say
have been going well—the oil price seems to be heading southward. Was that taken into account
in any work you did on the expanded—
Dr Henry—I presume so. I would need to check, but I would imagine that the work that we
spoke about earlier utilised the most current forecasts for oil prices.
Senator IAN MACDONALD—Forecasting involves a lot of things. You are saying
commodities are going up, but oil seems to be coming down. That is not an indication of a
healthy world economy, is it?
Dr Henry—The world economy is not healthy, Senator—that is for sure.
Senator IAN MACDONALD—But the commodity prices are forecast to continue to
increase?
Dr Henry—That is principally because, although the world economy as a whole is not
healthy, those countries that purchase iron ore and coal from us, particularly iron ore, are
relatively strong and are continuing to grow strongly.
Senator IAN MACDONALD—But that does not impact on the oil price?
Dr Henry—No, it does not have such an impact on the oil price; that is right. We of course
are not a major oil exporter. We are, on the other hand, quite a major exporter of iron ore and
coal.
Senator FIFIELD—Just to clarify something, Dr Henry: you have effectively admitted that
the RSPT is better. I do not expect you to comment on that, given our previous discussion. You
have effectively admitted that Treasury was not involved in the formulation of the MRRT, other
than, to put it in crude terms, to crunch the numbers. It is pretty unusual for Treasury—
Dr Henry—No, Senator; that is not—
Senator FIFIELD—And due diligence.
Dr Henry—I think that is a mischaracterisation of the role that we played. Through this
period of negotiations we provided a substantial amount of policy advice to the government. We
were not, though, involved in the negotiations that the government had with the companies,
other than in the manner that I described earlier—that is, in respect of ‘crunching the numbers’,
if you like, and in providing due diligence on design parameters that the mining companies
themselves came up with. But I would not want it to be characterised—and it simply wouldn’t
be true—as suggesting that we had no involvement in providing advice to the government
outside of that role, because we certainly did. We were providing advice to the government in a
very comprehensive way, on a daily basis—and often, during this period, more than once a day.
Senator FIFIELD—This is an area where Treasury is expert.
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Dr Henry—Yes, it is.
Senator FIFIELD—And Treasury provided advice from time to time to government.
Dr Henry—With high frequency.
Senator FIFIELD—But it was not involved in the negotiations themselves.
Dr Henry—Other than in the way that I have described, in respect of the numbers.
Senator FIFIELD—So who actually formulated this policy?
Dr Henry—Government formulated the policy, as governments do—acting on advice and
acting on its own judgments, as governments do.
Senator IAN MACDONALD—Political considerations, in other words.
Dr Henry—Well, that is—
Senator FIFIELD—I am just trying to get a handle on whether—
Senator HUTCHINS—I would be surprised that governments make those decisions!
Senator FIFIELD—I know your aversion to intuition, Dr Henry, so I am just trying to get a
handle on whether it was intuition, analysis or political formulation that determined this policy.
Senator HUTCHINS—Again, Mr Chairman, I am not sure that—
CHAIR—I think Dr Henry is very able to make those judgments, and he has.
Senator HUTCHINS—Mr Chairman, I am relying on your opening statement.
CHAIR—If we can go back to where we were before the break, Dr Henry, at Senate estimates
in May, you stated that since the RSPT was designed as a tax on pure profits it would not be
expected to affect prices. The PRRT, though, is not quite as pure, is it, because it does not
provide for the full refundability of losses? In light of the changes that have been made, what are
the likely effects of the new arrangements on prices?
Dr Henry—By and large, the prices you are referring are set in world markets. Australia’s
taxation arrangements would not have much of an impact on them. That would be true of iron
ore and leased coal that is traded, and it is true of petroleum products as well. Our production
levels might influence world prices, and certainly they do influence iron ore prices. The taxation
arrangements applying in Australia would not be expected to have much of an impact on prices
except in some peculiar cases, I guess.
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CHAIR—I was not talking about iron ore so much. I am focused, in particular, on the
application of the PRRT to the coal seam gas sector. Would that be expected to put upward
pressure on prices?
Dr Henry—I do not think so. I think that in respect of those commodities we are pretty much
a price taker on world markets.
CHAIR—Even though 80 per cent of our power generation is coal fired and much of the rest
is gas sourced, you do not expect this tax to raise domestic, commercial and industrial power
costs?
Dr Henry—I do not want to claim to be an expert in this particular area, and I would want to
take some advice before being conclusive on this point, but as a general proposition, no, I would
not expect price impacts.
CHAIR—Let me just talk you through the reason for the question. The RSPT arrangements,
and now the MRRT-PRRT arrangements, have an impact on the debt and equity dynamic
inasmuch as you will now take a certain chunk of profit, cash flow, off the top, ahead of the
banks, ahead of anybody else—that is a fair statement isn’t it?
Dr Henry—That is true, but I am not sure that it follows that that has an impact on the debt
equity decision. Certainly the RSPT should be completely neutral.
CHAIR—Let me keep going through my thinking here. So the government has now
interposed itself ahead of the banks and has access to this free cash flow ahead of the banks. The
banks are subordinate to the government, and now 30 per cent of free cash, after adjusting for
the bond calculation, is now being paid to the government. There will of course be significantly
less free cash available for the traditional debt and equity participants. That is a true statement.
There will be $10½ billion, at least, if not more, because you have various offsets.
Dr Henry—We would expect the incidence of tax to fall on those who supply capital to the
enterprise, but bear in mind that Australia also is pretty much a price taker on world markets
with respect to capital. Generally we would expect that the incidence of a distorting tax, such as
the company income tax, that applies to capital income would be revealed in a lower level of
activity because we do not really have much impact on the world price of invested capital, either
debt or equity. With respect to the RSPT, however, we saw the impact as simply taking away an
element of pure profit—that is, an element of profit which has no impact on the investment
decision. I have heard and seen comments of the sort that you have just reported, but, whilst it is
true that is the government takes revenue there is less profit available to be distributed to those
who have supplied capital, it does not necessarily follow that that has any impact on investment
decisions, either real or financial.
CHAIR—But if the cash flow lessens, and you are ahead of the banks, wouldn’t the banks
then be expected to reassess the level of risk? Even where a project remains viable, the cost of
debt would likely be higher since cash flows are lower.
Dr Henry—No, not with a pure profits tax. Not at all.
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CHAIR—But this is not a pure profits tax.
Dr Henry—Let me put it this way. Take the RSPT. The RSPT was obviously not well
understood. It is still not well understood. One of the ways to think about the RSPT is that at a
40 per cent rate the government undertakes to underwrite 40 per cent of the expenditure of the
project.
CHAIR—But that is gone. My question was not in relation to the RSPT.
Dr Henry—But it is the benchmark. One needs to understand the benchmark before going to
deviations from the benchmark. I would prefer to talk about the benchmark first; then we will go
to the deviation.
CHAIR—I note that you think the RSPT is still the benchmark.
Dr Henry—Well it is.
CHAIR—Is it?
Dr Henry—At a conceptual level the RSPT is the benchmark tax treatment of resources. I
think most of the world’s economists who know anything about resource taxation would say that
a tax with RSPT design features would be the benchmark. It has been for, I would say, close to
50 years—maybe more than 50 years. That has been the benchmark. The fact that not many
countries have implemented such a thing does not deny the fact that it is the benchmark.
CHAIR—Could we go back to where I started? I have conceptually conceded the point about
the RSPT for the sake of argument. My question was about the changed arrangement towards
MRRT/expanded PRRT as announced by the government. You made statements before that you
did not expect an impact on price. Do you now expect an impact on price? I have gone through
some of the thinking. The government essentially, by interposing themselves with the banks, are
accessing cash flow. The PRRT is not as pure economically as what the RSPT was from an
economist’s point of view. I would have thought there was an argument that existing projects
could be expected to have higher costs as banks would seek to reprice debt to reflect the higher
risk profile to them. The questions, then, are whether there is capacity under contractual
arrangements for costs—for example, under a change of government law clause—to be passed
on and whether companies will require customers to pay these costs. Because we are talking coal
and gas suppliers, would you expect them to seek to pass on increased costs to our electricity
generators?
Dr Henry—I think I have already answered that question. No, I would not expect it. There
may be some peculiarities of the market. I said I am not an expert in this area, and I would want
to take further advice before answering the question conclusively, but I would not expect there to
be an impact on prices. The PRRT is not a pure profits-based tax in comparison with the RSPT,
but it is nevertheless a profits-based tax. Its intention is to tax pure profit. Whether it does so or
does not depends critically upon the uplift rate, as I indicated earlier. Under the PRRT, the uplift
rates are pretty generous—in fact, they are very generous—and under the proposed MRRT the
uplift rate of 700 basis points is also very generous. In assessing the economic incidence of this
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profits tax, I think we can be reasonably confident that it would not have significant economic
effects.
CHAIR—The government has said—and I have the press release here—that those relevant
mining companies earning over $50 million are subject to the MRRT. Is that $50 million gross or
net?
Dr Henry—Net.
CHAIR—And, if they earn $51 million, are they taxed on the $1 million or the whole $51
million?
Dr Henry—This is a matter for further consideration, I am advised.
CHAIR—So that has not been decided yet.
Dr Henry—Not to my knowledge.
CHAIR—What tax rate applies to the smaller mid-tier miners? They are not going to be taxed
on $50 million gross, are they?
Dr Henry—No.
CHAIR—Do you have any modelling on how all of this is expected to play out in terms of
impact on various sections of the mining industry?
Dr Henry—No.
CHAIR—So there is no modelling beyond the impact on, I guess, the three majors.
Dr Henry—I think that is true. That is the case.
CHAIR—Because you would have assessed the impact on the three majors as part of that
exercise, wouldn’t you?
Dr Henry—To some extent—to the extent that we were able. Of course, they were making
their own assessments.
CHAIR—But have they shared those assessments with you?
Dr Henry—To some extent, although I imagine they have not shared all of their assessments
with us, since they were engaging in a negotiation. But to some extent.
CHAIR—Alan Kohler has made some interesting comments today. He talks about a
‘conspiracy of misinformation’ between the government and BHP Billiton, Rio Tinto and
Xstrata. He says:
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If those three companies … are allowed to trade on the ASX this morning, it would be a disgrace—

given that—
… those companies would know exactly how much they will now be paying under the MRRT …

But that information has not been publicly released, has it? Are you aware of—
Dr Henry—Companies have well-understood disclosure requirements. I had not seen those
comments from Mr Kohler. He is entitled to his view, but it is up to the companies to satisfy
disclosure requirements under the ASX listing rules and under the Corporations Act. I would
assume that they are satisfying those obligations, but if they are not then that is a matter for
regulators.
CHAIR—Have those companies shared with you their expectations of how much tax they
would pay under the revised arrangements?
Dr Henry—Not on a company-by-company basis, I am advised.
CHAIR—Is Treasury planning to release any more detail of its analysis of the proposed
MRRT and expanded PRRT? Is there any more modelling that is going to be released?
Dr Henry—We do not have any such plans.
CHAIR—In your consultation with the mining sector, have you shared your revenue
calculations and modelling with the mining sector or any other stakeholders?
Dr Henry—We have consulted and shared information across the table on price assumptions,
modelling frameworks and volumes.
Mr Francis—We have helped some analysts to model the RSPT, for example, as to how it
would impact on cash flows on particular projects. There is publicly available information, of
course, with the RSPT announcement, and then through the consultation process we assisted
some companies at least in clarifying our understanding of the RSPT so that they could model
the impact themselves. In some cases we assisted them directly with modelling.
CHAIR—When you say ‘some companies’, was that the three that were involved in the
negotiations? Or was that others as well?
Mr Francis—It was anyone who asked, so it was a large range of companies and banks.
CHAIR—In the Treasurer’s economic note of 9 May there was a table comparing the average
tax rise of mining projects with differing rates of returns under existing arrangements and the
proposed RSPT. Has the Treasury done similar analysis of the effects on average taxpayers under
the MRRT/expanded PRRT? I see you nod, but Hansard cannot pick up a nod.
Mr Davis—We have done some internal work to calculate those, yes.
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CHAIR—So you have done some work. Can you share the results of that work with the
committee?
Mr Davis—I will take that on notice.
CHAIR—How long would you need to be able to provide that information on notice?
Dr Henry—We will need to consult with the Treasurer in the first instance.
CHAIR—As to whether he is happy for that information—it was previously released, what
could be—
Dr Henry—I have no reason to believe that the information will not be provided; I am just
being cautious, that is all.
CHAIR—How do administration and compliance costs for the MRRT/expanded PRRT
compare to those that you would have expected under the RSPT?
Dr Henry—We are not certain about that yet and that is a matter that is still under
consideration.
CHAIR—Would you expect it to be more complex or less complex?
Dr Henry—Yes and no.
CHAIR—‘Yes and no’ what? Yes, more complex?
Dr Henry—In some respects, yes, in other respects, no.
CHAIR—But overall? In the fullness of time, after all of the issues have been properly
considered?
Dr Henry—Exactly, that is precisely why we do need the fullness of time and we will be
applying some part of fullness of time to the analysis, but hopefully not all of the fullness of
time.
CHAIR—Will the fullness of time come to a conclusion before or after the election? That is a
rhetorical question, Dr Henry. The MRRT proposes to tax companies on their resources at the
point of extraction. When does a profits-based tax become a royalty?
Dr Henry—Wow! I am not sure I am following—
CHAIR—Let me put it this way. You would be well aware of the constitutional limitations on
the Commonwealth to propose taxes on state-owned resources. There is a view expressed by
some, including the Premier in Western Australia, that the revised MRRT-PRRT arrangements, in
his judgement and based on advice he has in front of him, are getting—he thinks there is a case
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that they might be unconstitutional. I am keen to understand where your assessment is. Given
that you are going all the way back and you are now applying a tax on a resource—
Dr Henry—On profits.
CHAIR—Well—
Dr Henry—I think this may be the point.
CHAIR—On profits but excluding everything that comes after the extraction really.
Dr Henry—But we are not appropriating a resource. The Commonwealth is not appropriating
a resource here.
CHAIR—The way you have put it previously is that you think the Australian government
should impose a price on the resource, that the resource is an asset for all Australian people and
that really, through taxation arrangements, you are applying a price on the resource.
Dr Henry—Yes.
CHAIR—That sounds very much to me like a royalty without calling it a royalty because that
would get you into territory where the Commonwealth would be beyond power.
Dr Henry—It might or it might not be, and I do not want to voice an opinion on what is a
relatively fine matter of constitutional law. If your question is do we have any doubts about the
constitutional validity of the government’s proposals, the answer to that is, no, we have no
doubts.
CHAIR—So have you got advice to put that beyond doubt in your mind?
Dr Henry—We have no recent external advice.
CHAIR—Have you got advice that is post the change from RSPT to the MRRT
arrangements?
Dr Henry—Tell me if I am wrong fellas, but so far as I know we have not sought external
legal advice on the constitutionality of the government’s MRRT proposal.
CHAIR—But you did so for the RSPT?
Mr Parker—We did have it for the RSPT. Insofar as the taxing point is concerned—that is,
the first saleable form under the MRRT—it is not, in my understanding, in any degree of
substance different to the RSPT design.
CHAIR—But it is, isn’t it? We have already had this discussion. The RSPT was a pure profits
based tax, whereas the MRRT—even with the name—is a minerals resource rent tax which is
applied at the point of extraction rather than as part of a pure assessment of the profits of the
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particular mining venture concerned. What I am trying to get at is where the line in the sand is
that the Commonwealth will not cross. Is there one? Have you legal advice that has defined that
line in the sand for you?
Dr Henry—Yes.
Mr Parker—Yes. I do not think that the purity of the tax, as you have framed it, goes in any
degree of essence to the limits of the Commonwealth’s constitutional taxation power.
CHAIR—The taxing point is what I am looking at.
Dr Henry—I wish it did. It would be rather nice if the Constitution obliged us to levy taxes
only on pure profit.
CHAIR—But you have not sought any further legal advice as to whether the MRRT is in fact
constitutional, based on your assumption that there is no difference between the RSPT and the
MRRT on that front.
Mr Parker—That is right.
CHAIR—At the press conference to announce the new tax, the Treasurer referred to a
document that was distributed to selected journalists showing the budget changes arising from
the announced policy changes. Did Treasury prepare that document?
Dr Henry—I was not there.
CHAIR—Have you got a copy of it?
Dr Henry—I am wondering if it is the one. My understanding is that it is the document that I
have. I am very happy to hand this document over.
CHAIR—Are you happy to table this if it is the document? If so, the committee is willing to
accept the tabling of that document.
Dr Henry—I only have four copies, but you can have them. I believe that it is this document.
CHAIR—I was interested in some comments by Henry Ergas, who thinks that the MRRT will
make investment in coal and iron ore less attractive compared to investing in those same
resources overseas but also puts the proposition that it will shift investment in Australia from
coal and iron ore to other resources not subject to the MRRT. What is your comment on that
assessment?
Dr Henry—Henry is entitled to his opinion.
CHAIR—So you would not agree that there would be a distorting effect on investment, with
it moving away from iron ore, coal, oil and gas to resources that are not subject to what used to
be the super profits tax but is now the MRRT?
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Dr Henry—We have answered these questions to the extent that we can. It is rather difficult
to make an assessment of the sort that Mr Ergas has made without going into quantification of
particular projects—indeed, without going into quantification of all of the economics of all of
the projects before the investment committees of those particular companies. As I indicated
earlier, while I am happy to make high-level generalisations about the economic impact of
something like the RSPT, I am not comfortable doing so in respect of the MRRT. Good on Mr
Ergas for having the confidence to do so, but I do not feel the same level of confidence.
CHAIR—Now that we have this table, which you have just tabled, can I just go back to an
issue that we discussed earlier: the headline ‘Tax rate for the MRRT has been cut by a quarter’.
There have been many other changes that would be expected to reduce revenue like the 25 per
cent extraction allowance, market valuation for existing assets et cetera. Can you just explain to
the committee why revenues in the forward estimates only fall by 12½ per cent? Where is that
$10½ billion coming from?
Dr Henry—We have had this discussion, and there are a number of elements to it. As we
discussed earlier, one is a change to the commodity price forecasts in the last couple of months.
That is one issue.
CHAIR—Have you also revised volumes?
Dr Henry—Yes.
CHAIR—Upwards or downwards?
Dr Henry—We would have revised volumes, but I would have to take on notice the direction
of those changes to particular commodities.
Senator IAN MACDONALD—It would have to be upwards, wouldn’t it?
Dr Henry—It depends.
CHAIR—Can we perhaps get on notice—I would like to think it would not take too long—
advice on the specific assumptions: how much is the change in commodity prices, how much is
the change in volumes, how much is the change in the exchange rate? Can you explain any of
the variables that have changed from the budget six weeks ago to when the announcement was
made of the revised MRRT/expanded PRRT arrangements. Very specifically, what we are
interested in is where the $10½ billion is expected to come from by way of both sector and
geographically. Given the revisions in commodity prices and the like, would it have been
conceivable that you could have raised $30 billion a year through your RSPT?
Dr Henry—We have not done that work. Is it conceivable? I guess it is conceivable because
you have conceived it.
CHAIR—The reason I am asking is that there has been such a dramatic change in six weeks.
That means there has been a revision, which has a significant impact on the way the figures flow
through the budget.

FUEL AND ENERGY

FUEL ENE 44

Senate

Monday, 5 July 2010

Dr Henry—I understand that.
CHAIR—I guess it goes up, it goes down. You expect it to continue to go up. Presumably, it
would have gone up if the RSPT had become law?
Dr Henry—At this point in time, I think that is true.
CHAIR—So it could have been significantly more than what we—
Dr Henry—I do not want to sign myself up to an adjective here without having a look at the
numbers.
CHAIR—The budget reported that the resource tax reforms would increase GDP by 0.3 per
cent. How has the estimate been affected by the change from an RSPT to an MRRT/expanded
PRRT?
Dr Henry—My understanding is that the numbers for the so-called growth dividend, against
the 2 July heading, are driven by the cut in the company tax rate by one percentage point and by
nothing else.
CHAIR—So there are no impacts on the growth dividend from the changes from RSPT to an
MRRT/expanded PRRT, other than less of a reduction in company tax rate?
Dr Henry—No. I should have been clearer. Let me put it this way. Those numbers in the 2
May row reflect a combination of the effects of a cut in the company tax rate. But bear in mind
that the second step down in the company tax rate—that is, from 29 per cent to 28 per cent—in
the 2 May row takes effect from, I think, 2013-14. That is one impact. Another impact that is
reflected in that row relates to the RSPT refund of royalties. When you move from 2 May to 2
July, two things happen. Firstly, instead of having a two percentage point cut in the company tax
rate there is a one percentage point cut in the company tax rate. That explains part of the
difference in those numbers. But another part of the difference in the numbers comes from the
redesign of the RSPT, the fact that it is an MRRT without royalties now being refunded.
CHAIR—Can you disaggregate that for us, maybe on notice?
Dr Henry—I will have to take it on notice.
CHAIR—Thank you. Treasury presumably has done additional modelling to estimate the
effects of the changed arrangements and that is what you will be able to share with us?
Dr Henry—No, I do not think that is the case. Rather, what we have done is to interrogate the
former piece of analysis that was done for the RSPT company income tax cut and then to make a
judgment about how much of those effects could be expected to be realised under the revised
arrangements. I do not believe there has been a model run as such of the new arrangements.
CHAIR—Moving to the decision to do away with the resource exploration rebate, who made
that decision?
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Dr Henry—That is a government decision.
CHAIR—Presumably it was a direct outcome of the negotiations with BHP, Rio and Xstrata?
Dr Henry—I do not know if it was a direct outcome of those negotiations but the decision
was taken contemporaneously, so it may well have been.
CHAIR—Was Treasury involved in any discussions with that part of the mining sector most
directly impacted by that decision, which would not have been the three companies around the
table?
Dr Henry—We certainly were following the announcement of 2 May. We certainly were
involved in extensive consultations with all sorts of companies about the RSPT and the other
elements of that particular tax package, including the exploration rebate.
CHAIR—What was the feedback that you got in those discussions?
Dr Henry—Well, none of it was terribly positive.
CHAIR—That was, I guess, a reflection of the industry’s perception of the RSPT as an
overall package. The government is proceeding with that and it is removing the exploration
rebate, which it is fair to say impacts on one particular section of the industry more than on
others. In particular, it impacts more on that section of the industry that continues to pay state
royalties and will not see them refunded. So this is another area where, as a result of the
package, the smaller and mid-tier mining companies are actually going to be worse off as a result
of the deal that was done by the government, aren’t they?
Dr Henry—I was not personally involved in those discussions with the mid-tier mining
companies.
CHAIR—I do not think there were any with the government, to be honest.
Dr Henry—No, sorry, I was referring to the period from 2 May—
CHAIR—In between.
Dr Henry—to whenever, and there were certainly quite extensive consultations—in fact, Mr
Parker led them—with numerous mining companies.
CHAIR—I am talking about the period when the government was in the process of making a
decision on the new MRRT/expanded PRRT package, a decision towards which you provided
advice. You would have presumably provided advice on the question of removal of the resource
exploration rebate?
Dr Henry—Yes.
CHAIR—Was that advice purely on the fiscal impact of that or was that on the desirability of
it?
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Dr Henry—I can confirm that we did provide advice to government on the matter of the
exploration rebate and whether it should continue in the new package. I would not normally
disclose the nature of our advice to government but I will go so far as to say that we, in
providing our advice, certainly would have reflected the fiscal implications. We certainly would
have taken those into account in our advice. I can confirm that we did, without going into the
nature of our advice. Also, we would have and we did reflect to government the essence of views
that had been put to us over several weeks in the consultations that we had had with mining
companies.
CHAIR—Just in terms of the fiscal impact first—and then we will go to the impact on mining
companies—in the budget papers the fiscal impact is $1.8 billion. The government will provide
$1.8 billion over four years from 2010-11. But the revised figures that were circulated and that
have been reported talk about $1.1 billion in savings from removing the resource exploration
rebate. What is the reason for that?
Dr Henry—That strikes me as a very good question. I am sorry; I do not know and I
apologise for that. I will need to take that on notice.
CHAIR—Again, the reason for the question is that, if the resource exploration rebate had not
been removed, and taking at face value your forecast of $10.5 billion, the revenue would have
continued at 12.3—sorry, not—
Dr Henry—I wonder if there is not some interrelationship between the various measures here.
I understand the point. I am sorry that I cannot help the committee on that this morning; I will
have to take that on notice.
CHAIR—Okay. Various arguments have been put forward in recent times regarding the
benefits of flow-through share schemes. In fact, the Rudd-Gillard Labor government promised
before the last election to introduce such a scheme. If I can paraphrase—and correct me if I am
wrong—my take of your review report was that you did not really think there was a need to
further incentivise exploration; however, if you were going to do it, it would be preferable to do
it through a resource exploration rebate type tax offset—
Dr Henry—Yes, that is a correct characterisation.
CHAIR—rather than to do it through a flow-through share scheme. Can you talk us through
your thinking there? Why did the review committee come to that conclusion?
Dr Henry—The review committee came to that conclusion for the reason—and you have
articulated it pretty well, actually—that it was not clear to the committee that there was a need—
CHAIR—I was paraphrasing what I understood your—
Dr Henry—Yes, and I think you did rather a good job of it. The committee was not of the
view that there was a need to provide further exploration incentives. There was also—and I do
not know if this was reflected in the report but I am nevertheless happy to say it—a view that
something like a flow-through share scheme would introduce an additional level of complexity
to the tax system. That was a consideration.
FUEL AND ENERGY

Monday, 5 July 2010

Senate

FUEL ENE 47

CHAIR—A bit like an MRRT-PRRT.
Dr Henry—No, quite different actually, but nevertheless an element of complexity. And we
came to the view that there was a simpler, neater and, dare I say, more elegant way of providing
much the same incentive for exploration were the government to judge such an incentive to be
important. That was the background of the committee’s recommendation.
CHAIR—Is the issue of flow-through shares being reconsidered by the government?
Dr Henry—They have not asked us to reconsider it.
CHAIR—That was the question. I will just go to one other issue in relation to your review.
Your recommendation 49 stated:
The Australian and State governments should consider using a cash bidding system to allocate exploration permits. For
small exploration areas, where there are unlikely to be net benefits from a cash bidding system, a first-come first-served
system could be used.

Can you explain the rationale for promoting cash-bidding allocation of exploration permits?
Wouldn’t that cause a shift in the grant of exploration permits leading to explorers allocating
their budgets to cash bids rather than actual, tangible exploration work?
Dr Henry—That rather assumes that the companies we are talking about here have fixed
budgets. I am not at all sure that the companies do have fixed budgets. I know they talk as if they
do, but they do not seem to have a lot of trouble accessing additional financial capital when
commodity prices increase, so I am not at all sure that their financial capital is fixed. In fact, I
know it is not. I do not know if there would be such an effect as you have postulated, but we did
not consider such an effect. Instead what we were motivated by was something that we have
discussed earlier, which was ensuring that the Australian community generally gets a fair value
for its resources.
CHAIR—But I guess we have already gone there, because the Australian community might
get as little as $0 for the resource if—
Dr Henry—Yes, but if somebody is prepared to pay money to secure rights over those
resources then it is appropriate that that money go to the community. That is all.
CHAIR—So you think it is okay. I am not going to go over that ground again.
Recommendation 59 of the Henry review advocates the withdrawal of industry assistance related
to the now-doomed CPRS. What industry assistance were you thinking about when you made
that recommendation?
Dr Henry—All of it—that, over time, the industry assistance provided as part of those
arrangements should be phased out.
CHAIR—When you say ‘over time’, how quickly is that?
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Dr Henry—We did not come to a judgment on that, because that is a rather difficult matter.
We accepted that various affected industries should qualify for transitional adjustment
assistance. How much and for how long depends upon the particular industry sector. But we
wanted to put on record our view that eventually all of that industry assistance should go.
CHAIR—As such industry assistance is removed, there would be an impact on electricity
prices presumably.
Dr Henry—Maybe.
CHAIR—Wouldn’t that be the whole idea of having the CPRS in the first place—sending
signals?
Dr Henry—As you know, the whole idea of having the CPRS, or indeed any system to put a
price on carbon, is to ensure not only that a quantitative cap on greenhouse gas emissions is met,
is satisfied, but that it is achieved in a way that does least economic damage. Various industry
assistance measures can be defended—and I support this view myself—as transitional
adjustment assistance. But in the long term it would be better—that is, do least economic
damage to the Australian economy—if there were to be a pure price reflective of greenhouse gas
contributions absent any industry assistance measures. That is all it was really saying.
CHAIR—In that whole context, has Treasury done any sensitivity analysis on the impact of a
higher carbon price on electricity prices in households?
Dr Henry—I think we have. In fact, I am sure we have. In fact, I think we have done quite a
lot. But I do not have that with me and it is somewhat dated now.
CHAIR—I am looking at what might happen potentially after the election, subject to the—I
am confident—sound judgment of the Australian people.
Senator HUTCHINS—I thought you were on the verge of a historic victory. Isn’t that what
your leader said last week?
CHAIR—We never take anything for granted. We certainly think that the Australian people
deserve better government than what they have got.
Senator HUTCHINS—You have got one minute left, and then we are going.
CHAIR—The Australian Greens have recently put the concept of a carbon tax back on the
table. Have you got views on the merits of carbon taxes as opposed to an emissions trading
scheme?
Dr Henry—Well, I have views.
CHAIR—Has Treasury got views?
Senator HUTCHINS—Again, Mr Chairman, I think that is something that needs to be
referred to—
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CHAIR—Okay, let me ask a factual question. I admit I was straying into opinion, Mr Deputy
Chairman. Has Treasury done any modelling on the level of carbon tax required to drive our
abatement targets?
Dr Henry—Not that I am aware of.
CHAIR—So you have not?
Dr Henry—I do not think so. With your indulgence, I can add to the answer to an earlier
question, in respect of the fiscal cost of the resource exploration rebate. You asked why, in the
table provided to you earlier, the cost was put at $1.12 billion as against $1.8 billion in the
original announcement. I am advised that the difference between the two numbers is merely
because one of those numbers is on an accruals basis and the other one is on an underlying cash
basis. So it is the difference between an accruals based measure, which is the $1.8 billion, and an
underlying cash based measure, which is the $1.12 billion.
CHAIR—How does that impact on your estimated $10.5 billion revenue estimate?
Dr Henry—All of these numbers are done, as you will see in the heading to the table, on a
consistent underlying cash balance basis. In that table, all those numbers are done on a cash
balance basis, not on accruals basis, so they are comparable.
Senator IAN MACDONALD—Is that consistent with the resource super profits tax?
Dr Henry—Yes. In this document headed ‘Overview: stronger, fairer, simpler: a tax plan for
our future’, on page 14, the budgetary impacts are also done on an underlying cash basis. Indeed,
in that table the resource exploration rebate is costed at $1.12 billion over the forward estimates
period.
CHAIR—I have to conclude here. Dr Henry and officers from Treasury, thank you very much
for your assistance to the committee today. It is very much appreciated. We look forward to some
of the further information that hopefully will be forthcoming. Thank you very much.
Dr Henry—Thank you.
Committee adjourned at 12.02 pm
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