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Inquiry Terms of Reference
The Terms of Reference for the review, released by the Treasurer on 30 November 2016, are:

= The review will have regard to the need to provide an appropriate return to the community on
Australia’s finite oil and gas resources while supporting the development of those resources,
including industry exploration, investment and growth.

= The review will examine the design and operation of the PRRT, crude oil excise and associated
Commonwealth royalties that apply to the onshore and offshore oil and gas industry, having
regard to economic conditions in the industry and trends over time.

= The review will also consider the impact of previous policy decisions on Commonwealth
revenue.

= Drawing on international experience, the review will make recommendations to the
Government on future tax, excise and royalty arrangements having regard to revenue
adequacy, efficiency, equity, complexity, regulatory costs and the impact on the industry
generally.

= The review will also examine other related matters.




Executive Summary

“The Government believes that an RRT regime, which is related to achieved
profits, is the most efficient mechanism for deriving for the community an
appropriate share of the large returns that can be associated with the
development of particularly rich mineral deposits. Alternative secondary taxing
regimes, such as the excises and royalties applying in the petroleum sector, are
often based on production and, as such, can both discourage marginal projects
from getting underway and bring about the early termination of projects.”

“The Government believes that, seen in their totality, the arrangements decided
upon represent a very reasonable balance between the objectives of satisfying
the interests of the community as a whole in sharing in the benefits of very
profitable offshore petroleum projects, and of providing companies with
adequate rewards in return for the risks that they accept in undertaking
offshore exploration and development activities.”

The Hon Paul Keating MP and Senator The Hon Peter Walsh, 27 June 1984

The Australian Petroleum Production & Exploration Association (APPEA) is the peak national body
that represents companies engaged in oil and gas exploration and production operations in
Australia. APPEA’s members account for the vast majority of Australia’s oil and gas production
and petroleum exploration.

The oil and gas industry is an integral part of the Australian economy, including through:
= the supply of reliable and competitively priced energy;

= the investment of hundreds of billions of dollars of capital;

= the payment of taxes and resource charges to governments;

=  the direct employment of tens of thousands of Australians; and

=  the generation of significant amounts of export earnings.

The industry is ending a decade of unprecedented capital investment, with potential to capture
more opportunities in growing global and domestic gas markets.

The sector is truly global in nature and each Australian project must compete against other
projects for investment from a limited pool of funds for both exploration and production
activities. Qil and gas funding that is lost from the industry will not be spent in other parts of the
Australian economy - it will be redirected to Australia’s overseas competitors. While the industry
has committed to the development of a number of large scale gas projects over the last decade,
the next generation of investments (and extensions to existing and committed projects) will be
heavily dependent on the terms of the tax system, as it has an important impact on project
economics and investor returns.

Any changes that lead to increased imposts under the resource taxation system will damage the
ability of Australia to attract projects and thereby diminish the capacity to create sustainable
taxation revenue streams for future generations.
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The petroleum resource rent tax (PRRT) has operated in Australia since the mid 1980’s, at first
applying to new offshore projects, then extended to Bass Strait, and finally expanded in 2012 to
cover all Australian petroleum operations. In some jurisdictions, it applies in conjunction with
other resource taxes, however the existing PRRT provisions avoid the imposition of double
taxation on the same production. The combined operation and relative stability of the resource
and company tax systems have provided the certainty required to justify investments in very
large projects.

The inquiry called by the Federal Treasurer on 30 November 2016 seeks to examine the design
features and operation of the PRRT, with regard to the economic conditions that confront the
industry and balancing the need to generate revenue, while continuing to support the
development of the nation’s resources.

APPEA does not consider a case exists for any changes to be made to the existing PRRT
provisions.

The PRRT has been instrumental in promoting a long term and robust exploration effort in
Australia to find and develop our oil and gas resources. It has also provided investors with an
efficient taxation system that recognises the need for companies to achieve a return on invested
funds before the imposition of a resource tax liability. Overall, PRRT has been critical to
Australia’s success as a global leader in the supply of gas to domestic and worldwide markets.

Critics of PRRT express concerns about its failure to collect revenue at all stages of the investment
cycle. These views do not recognise the intense global competition for investment, the economy
wide benefits of the industry, the risks undertaken by investors, the actual rent generated by
projects, the timing of the investment cycle and more fundamentally, disregard the intentional
design features of the PRRT.

Comparisons made with other countries ignore a range of significant factors that impact on
project profitability — Australia remains a relatively high cost country and is still in the early stages
of its development as a global energy producer (noting some projects have yet to commence
production). Material complied by Wood Mackenzie demonstrates the challenging cost
framework within which the industry operates in Australia compared with other gas producing
countries, and the benefits of a profits based resource taxation regime that is sensitive to
movements in costs and prices.

The key parameters of PRRT remain as relevant today as they were at the time of their
introduction. The provisions act as an integrated package of measures ensuring the risks
associated with undertaking exploration and development activities in Australia are balanced
against the rewards necessary to underpin the commitment of funds. The PRRT provides a
balanced framework that imposes a high tax burden on investors after a modest return has been
achieved from individual projects. It is essential that it continues to operate in this fashion.

The changes made to the tax since its introduction have been logical and have been mindful of
the nation’s energy policy objectives. Modifications have also been respectful of past
investments and have attempted to ameliorate the retrospective impacts when it has been
extended to new projects and areas.
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It is important to note that taxation payments by the industry have remained robust despite a
significant fall in the level of industry profitability and the abundance of projects in the early
stages of their investment cycle. In the year 2014-15, despite the industry recording an overall
net operating loss, tax payments of in excess of $5 billion were made to governments across
Australia.

For the industry to capture the next wave of developments in the sector, a stable and balanced
fiscal framework is essential. Australia has a proven, successful model (including the PRRT) which
should be retained.

Submission to the Review of Commonwealth Petroleum Resource Taxes
February 2017



Submission to the Review of Commonwealth Petroleum Resource Taxes
February 2017



Section 1: The Australian Oil and Gas Industry

“Australia’s continuing economic and social benefits resulting from its mineral and energy
resource wealth is mostly the result of discoveries made decades ago and it is important to
recognise that major discoveries have a long lead time to bring into production, commonly
over a decade.

“Although the resources being mined currently are available to continue to support the
country’s economy, new discoveries need to be made to replenish resources and ensure
continuing supply and production into the future.”

Dr Chris Pigram, CEO, Geoscience Australia, 19 September 2012

1.1. Introduction

Since the late 1960’s, oil and gas production has played a significant role in the Australian
economy. The industry has been pivotal in the supply of energy to Australia and many of our
key trading partners. The growth of the industry has provided many benefits to generations
of Australians.

The position of the industry today as an emerging global leader in the supply of natural gas
to the world has to a large part been underpinned by the application of a range of important
taxation settings. These have assisted investors to commit the vast sums of capital necessary
to both find and develop the resource base. Importantly, they have created a relatively
stable framework that has provided investors with the confidence to respond to the
competition challenges from other countries.

Changes to cost structures and investor sentiment as a result of negative tax modifications
can have significant implications in capital intensive projects with long lead times, impacting
on exploration, development and production decisions. While investments in the industry
have been significant to date, future decisions will be dependent on a taxation system that
balances risk with reward. To capture future opportunities, it is critical that the resource
taxation framework remains structured in a manner that does not discourage investments in
risk taking and value adding activities.

The industry is approaching the end of a phase of investments in gas projects that has led to
one of the largest commitments of risk capital in Australia’s history. Further investment in
the oil and gas sector is within reach (including expansions to existing projects), however it is
by no means assured. There are a number of national and state areas of policy in which
complacency may threaten Australia’s attractiveness as a place to do business — tax is one of
these areas.

The existing growth has been aided by Australia’s position at the cusp of a major shift in the
world’s economic weight from west to east. Global growth has been driven by the rapid
industrialisation of China and other large Asian economies, such as India. This has changed
the dynamics of key international resource, product and capital markets. For Australia, this
has translated into strong demand for our energy resources, particularly natural gas.
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The economic advance of our region has been overwhelmingly positive for Australia. It plays
to our comparative advantage as a secure and reliable energy exporter, our proximity to
markets and being an open economy that encourages foreign investment. However, the
continued growth of the oil and gas industry cannot be taken for granted as we are a
relatively high cost investment destination compared to other oil and gas producing
countries and we need to encourage future exploration activity.

1.2 Economic Contribution

A number studies and reports published over the last five years have confirmed the role that
the oil and gas industry makes to Australia’s economic prosperity. A brief sample are
outlined below.

National Economic Benefits (Deloitte Access Economics 2012)

Deloitte Access Economics (DAE) undertook an economic study of the sector, quantifying the
output and how it will potentially grow over time. DAE also analysed the economic impact
of the industry, recognising the level of capital investment committed and the value of
increased production. This captures the industry’s contribution over and above its
significant production and export profile.

The analysis covered the economic contribution through the direct impact of oil and gas
operations and the flow-on contribution of oil and gas projects. In 2011, the sector
contributed $28.3 billion to the economy — accounting for 2.0% of GDP. The extractive
processes and related refining operations are highly capital intensive and value adding. Of
this, $4.3 billion was found to be flow on contributions distributed among supplying
industries: exploration support and professional services, maintenance and construction,
transport and storage and wholesale trade in Australia. The linkages between sectors have
significant regional, interstate and international dimensions.

The future contribution is expected to be even more significant. The committed expansion is
forecast to increase output by $68 billion in 2020 and $63 billion in 2025. The share of the oil
and gas industry and associated exploration activities to GDP increases from 2.1% to 2.5 % in
2025 — peaking at 3.5% in 2020. The industry is forecast to make a substantive contribution
to government revenues — $93.6 billion in net present value terms (2011 dollars for the
period 2011 to 2025).

(See http://www.appea.com.au/wp-
content/uploads/2013/04/120625 DAEreportAPPEAfinal.pdf for more details.)

Australian Oil and Gas Industry Value-Adding (PwC 2014)

The oil and gas industry has played an important role in underpinning much of Australia’s

economic prosperity and growth over the last decade. A 2014 PwC report, Value Adding:

Australian Oil and Gas Industry, notes that:

= The oil and gas industry directly accounts for around 2 per cent of GDP, with value-added
of about $32 billion in 2012-13.

= The contribution of the oil and gas and exploration sectors is projected to double to
about $53 billion in 2019-20 and $67 billion in 2029-30.
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= The annual value of natural gas exports is expected to be in the range of $60-70 billion by
2019.

= After accounting for its inter-linkages with the rest of the economy (businesses all over
Australia supply goods and services to the oil and gas industry, and the use of fly-in,
fly-out staff is spreading the benefits of the industry), the sector is projected to be around
3.5 per cent of national output in 2030.

= By 2020, the sector’s economic contribution will more than double to $70 billion and
taxation paid will rise from $8.8 billion in 2012 (S4.9 billion in corporate taxes and
$3.8 billion in production taxes) to reach almost $13 billion.

(See http://www.appea.com.au/wp-content/uploads/2014/11/PwC-Report-Oil-and-Gas-
Industry-Sept-2014-FINAL.pdf for more details.)

Economic Contribution of Gippsland Basin Joint Venture (ACIL Allen 2016)

The Gippsland Basin Joint Venture was formed in 1964 between Esso and BHP Billiton. The
project has operated successfully for nearly 50 years and made a significant and enduring
contribution to Victoria and Australia. Direct impacts have included:
= |n 2016 dollars, $10.7 billion in capital works and more than $12.9 billion in
operating expenditures.
= Direct employment of around 1000 workers per year.
=  Generation of gross revenues of over $330 billion in 2016 dollars from 4.7 billion
barrels of oil and 8 trillion cubic feet of gas production.
=  Payment of over $220 billion (2016 $’s) in taxes, royalties and excise since the
commencement of production.
= The production of 54 per cent of all of Australia’s crude oil and liquids production
and 40 per cent of Eastern Australia’s gas production since the commencement of
production.

The above are in addition to significant contributions to gross domestic and state products
and the improvement in real incomes since production commenced.

(See http://www.acilallen.com.au/cms files/ACILAllen GBJV_2016Factsheet.pdf for more
details.)

The Queensland Coal Seam Gas Industry (ACIL Tasman 2014)

The potential benefits of the growth of Queensland’s coal seam gas sector were evaluated
by ACIL Tasman in 2012. It was estimated that the expansion of the gas industry has the
potential to increase Gross State Product in Queensland by half a trillion dollars in the
coming decades, boosting employment, wages, and the state’s reputation as an economic
powerhouse.

The industry’s activities will be responsible for more than 20,000 full-time equivalent jobs
each year by 2035. The report also finds in the years 2015 to 2035, the expansion of the
Queensland CSG industry could place downward pressure on wholesale electricity prices,
reducing prices by 10% and pay a further $275 billion to governments in taxes and royalties.
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(See http://www.appea.com.au/wp-content/uploads/2013/05/120606 ACIL-gld-csg-final-
report.pdf for more details).

1.3 Industry Tax Contribution and Profitability

The industry pays a variety of charges in relation to its activities, including resource taxes,
company income tax and numerous other fees and charges ranging from import duties to
state based licence fees and duties. The two main categories are company tax and resource
taxes (petroleum resource rent tax, royalties and production excise).

Chart 1: Qil and Gas Industry Estimated Company and Resource Tax Payments (Sm)
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Chart 1 outlines the estimated level of company and resource tax payments made by the
Australia oil and gas industry based on financial survey data obtained from APPEA member
companies. This information has been collected on an annual basis since 1987-88 and forms
part of APPEA’s annual industry financial survey.

In terms of the segmentation of the two primary forms of taxation paid by the industry
(company tax and resource taxes), on average, around half has been attributable to each
form of taxation over the period since data has been collected, although this will change
with company tax receipts being expected to significantly increase in coming years as new
large scale export gas projects reach plateau production.

Overall, tax payments generally averaged between $7 and $8 billion per annum in the period
2007-08 to 2013-14, however this fell in 2014-15 in line with the significant reduction in
commodity prices and the continued decline in petroleum liquids production in Australia
(see Section 1.5).

Chart 2 presents total tax payments, industry pre-tax profit and total taxes as a percentage
of pre-tax profit.
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The industry’s overall level of tax payments has, on average, been equal to industry net
profit since 2000-01. This changed significantly in 2014-15, when a net loss was recorded for
the first time since the survey has been conducted. In the same year, more than S5 billion
was paid in taxes.

Chart 2: Taxes Paid, Profit (before) Taxes and Tax Percentage
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The fact that the industry incurs tax liabilities despite being in an overall loss position is
explained by a number of factors. Firstly, deductions under the company tax and royalty
regimes are limited by the application of depreciation provisions, while restrictions on
deductible expenditure apply under most regimes. In addition, some individual projects
have remained cash flow positive despite the fall in oil and gas prices, and therefore have
continued to pay tax.

Chart 3 outlines taxes paid and net profit. As indicated above, the net loss recorded in 2014-
15 is the first such result since the commencement of the survey in the mid-1980s.
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Chart 3: Oil and Gas Industry Tax Payments and Net Profit (Sm)
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A major factor that impacts on profitability for projects in the oil and gas industry is the price
of oil and gas (see Chart 4). The significant fall in both crude oil and liquefied natural gas
prices over the last three years has dramatically impacted on industry profitability, and
therefore the level of tax paid by the sector and the availability of funds for future
exploration and production investments. The industry is also emerging from an
unprecedented period of capital investment.

Chart 4: World Qil and LNG Prices (SUS)
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1.4 Petroleum Exploration

The long-term growth of the industry is dependent on exploration. Oil and gas cannot be
produced without first locating commercially viable resources and these cannot be
discovered without firstly undertaking exploration.

Chart 5: Offshore Exploration Wells Drilled and Qil Price
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Chart 6: Onshore Exploration Wells Drilled and Qil Price
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There are a number of indicators that can be used to measure the level of exploration
activity. Charts 5 and 6 highlight exploration drilling in Australian offshore and onshore
areas for the period 2006 to 2016, together with the oil price in SUS’s.

As can be clearly noted, there has been a significant fall in the level of activity since the
beginning of the decade. This fall is a consequence of a number of factors, including
regulatory/access impediments, perceptions about the prospectivity of released acreage, oil
and gas prices and business costs.

Australia is generally perceived to offer relatively low prospectivity for oil, with modest
discovery rates and small average field sizes. Gas prospectivity is much better, however
discoveries (both offshore and onshore) are often remote from markets and are becoming
increasingly difficult to commercialise.

Petroleum exploration by its nature is a very high risk activity. This is demonstrated by
comparing the number of exploration wells drilled with both discoveries and the percentage
of discoveries that are subsequently converted to production.

Geoscience Australia maintains a detailed petroleum database that records information

across individual geological basins in Australia. Some key highlights are:

= |nthe period 1955 to 2011, a total of 4,248 conventional exploration wells were drilled
in onshore and offshore Australia.

=  Ofthe 4,248 wells drilled, 1,200 were considered by Geoscience Australia as being
‘discoveries’. A discovery well is defined as a well that recovers petroleum or
encounters a producible log pay zone. This represented a 28 per cent success rate as a
percentage of the number of exploration wells drilled.

=  Of the 1,200 discovery wells, 585 led to production. This represented a 14 per cent
success rate as a percentage of total wells drilled.

=  If the two most successful basins are excluded from the data set in terms of exploration
wells drilled, discovery rates and production, the discovery success rate falls to 20 per
cent, while the production success rate falls to slightly less than 9 per cent. For this
latter scenario, this means that the success rate is around one in eleven wells drilled.

A summary of activities associated with exploration is at Attachment 2.

The commitment to expend significant funds on exploration does not guarantee success.
Even once a hydrocarbon discovery has been made, there is no guarantee of its commercial
development. Significant funds are also invested in appraisal and feasibility activities to
determine if discovered resources can be commercialised.

The transition to a greater exploration focus on offshore gas has meant that explorers are

confronted with significantly higher risks as a result of factors including:

=  Lower prospectivity driving attention to high risk high impact exploration targets.

=  Significantly deeper water depths and challenging structures supporting by advanced,
but costly technology.

=  Longer lead times required to complete appraisal and feasibility (often multiple times).

=  Longer payback periods.

=  Large capital development costs beyond Australian capital market capacities.
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=  The need for pipeline transportation from remote locations.

These higher risks also affect profitability and the time taken to recover costs. Overall, tens
of billions of dollars of capital will be required over the coming decades if exploration is to
continue at meaningful levels to underpin new oil and gas projects — there are major frontier
basins that are explorable, but face risks due to the high cost to explore and develop.

1.5 Petroleum Production in Australia

Over the last four decades, there have been notable changes in the level and mix of
petroleum liquids and gas production in Australia. Crude oil production reached peaks in the
mid-1980’s and again in 2000, but has steadily fallen over the last decade. The level of both
condensate and liquefied petroleum gas production has also gradually fallen. These
reductions in part account for the fall in taxation payments made by the industry, as liquids
production has traditionally been of higher commercial value compared with gas production.

Chart 7: Australia Production of Petroleum Liquids (barrels)
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In contrast, gas production has been trending upwards as a result of both a growing demand
for gas in domestic markets and the phased expansion of liquefied natural gas exports. The
growth will continue over the next five years as a number of new projects come on stream.
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Chart 8: Australia Production of Petroleum Gases (mmcf)

3,000,000

2,500,000

2,000,000

1,500,000

1,000,000

500,000

1969 1972 1875

1981 1984 1987 1990

W LNG ® Sales Gas

1993

0 I.IIIIIIIIIIIIIIIIIIII\\I\I\\'\l\\'i"l‘||||‘
08 2011 2014

1978

1996 1999 2002

® Coal Seam Gas

2005 20

1.6

Australian Gas Projects

Source: APPEA, ABARE, EnergyQuest

Australia is approaching the end of an unprecedented first wave of investment in large scale
gas projects, with estimated capital investment of in excess of $200 billion over the last five
years alone. A number of potentially new projects remain under constant review.

Table 1: Current and Prospective Large Scale Export Gas Projects

Name Start-Up/Expected Cost Estimate Annual capacity
(ASbn) (M)
North West Shelf Venture 1989 335 16.3
Darwin LNG 2005 1.5 3.7
Pluto 2012 15.3 43
Queensland Curtis LNG 2014 23.7 8.5
Gladstone LNG 2015 21.6 7.8
Australia Pacific LNG 2015 24.7 9
Gorgon 2016 54.0 15
Wheatstone 2017 44.7 8.9
Ichthys 2017 42.5 8.9
Prelude FLNG 2017 12.6 3.6
Scarborough FLNG 2020+ 15.0 6-7
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Browse FLNG 2021+ 40.0 12
Crux LNG 2021+ 5.0 3
Total 334.1

Source: Department of Industry, Innovation and Science, company reports, media reporting

The export value of the output of these projects has been trending upwards over the last
decade, with the value being expected to further climb by the end of 2020. A number of
significant gas discoveries have yet to be commercialised and will be impacted by any
changes to fiscal terms.

Chart 9: Volume and Value of Australia’s LNG Exports
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Challenges to Commercialising Gas Discoveries

The material that follows was provided by APPEA in 2012 to the Federal Government’s
Business Tax Working Group, chaired by the now Commissioner of Taxation, Mr Chris Jordan
AO.

The BTWG examined key aspects of the business tax system in Australia. While it was
company tax focussed, a number of important observations are relevant in a resource
taxation context, particularly in relation to the long periods that exist prior to the generation
of positive investor returns for gas projects.

=  Gas Project Economics
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Some of the largest gas discoveries in the world have been made in Australia, yet significant
guantities of discovered gas remains undeveloped. In 2005, Wood Mackenzie produced a
report titled “Offshore Australia Economics — Gas is not Qil!”, which analysed why this was
the case and why, at the same time, many oil discoveries in the same province had been
developed.

Their conclusion was that the economics of gas exploration and development are generally

less attractive than oil for the following principle reasons:

= Gas prices are generally lower than oil.

=  Gas production profiles are flatter and longer than for oil developments (production
from oil projects is generally front-end loaded).

®  Gas discoveries take longer to develop than oil.

Chart 10: Indicative Large Gas Project Discount Cash Flows (S million)
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The Wood Mackenzie Report stated that:

“(f)or a number of reasons, the economics of large gas projects offshore
Australia are fundamentally different from typical oil projects. While the PRRT
regime is progressive, the very long depreciation schedule for federal income tax
can create a very high government take, when considered on a discounted basis,
as investors are likely to do. This has the effect of driving up the breakeven price
for the large, stranded gas projects — making them potentially less attractive
than other projects in the region.

With oil prices as high as they are, it may appear odd that investors in the

petroleum industry could be seeking tax incentives. As this article demonstrates,
however, gas is not oil, and the economics of the large gas discoveries continue
to appear marginal to investors, even when oil prices are high. While securing a
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high gas price will remain the investor’s primary objective, the Government may
wish to consider reducing its take from large gas projects, if it wishes to
stimulate development of its gas resources. The most obvious element to review
would be the federal income tax depreciation schedule, which appears
anomalously slow in comparison to fiscal regimes elsewhere.”

An update of this report was commissioned by APPEA in late 2008 that provided a further
snap shot of the impact of taxation on oil and gas economics in Australia. The key results
were summarised as follows:

Impact of Tax Regime on Oil and Gas Economics
Fig. 4 Discounting and Government Take
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The updated report confirmed the findings of the earlier study about the challenges that
confront many gas projects. The commentary about the non-distortionary impact of PRRT is
important to note.

A more recent report prepared in 2013 by McKinsey & Company in relation to extending the
LNG boom in Australia highlighted the size of the potential prize for the country and the
challenges of capturing that prize. In terms of costs, Australia faces significant challenges, as
demonstrated by the comparison below.

Based on the date presented in the McKinsey report, Australia is up to 30 per cent more
costly to produce and supply LNG compared with a number of potential competitor
countries.
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Chart 11: Australia’s Cost Challenge - LNG

Exhibit 8
Landed cost for Australian-sourced LNG is higher than other countries
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Source: McKinsey & Company, May 2013

(See http://www.appea.com.au/wp-
content/uploads/2013/07/Extending LNG boom McKinsey.pdf for more information.)

Wood Mackenzie also presented a report at the 2016 APPEA Conference and Exhibition that
sought to identify the drivers and opportunities to improve the competitiveness of
Australian LNG projects in the face of increasing global competition. It was noted in that
report that while Australia had been somewhat successful in driving down costs in absolute
terms, we had failed to keep pace with savings being achieved in other countries. Major
savings in Australia had been achieved in areas such as drilling and onshore operations,
however we had been less successful relative to competitors in other areas of the LNG chain.

Further opportunities exist to reduce costs, with a key area being debottlenecking of LNG
plant — it is estimated that brownfield expansion trains can cost up to 30 per cent less than
greenfield trains. However this is dependent on a range of important factors, including
access to reliable future supplies of gas and extending the productive lives of existing
projects. For many projects, backfill will be required to keep the plants operating at full or
near maximum capacity. This has important consequences in terms of the ability of the
industry to commercialise existing discoveries and stranded resources.
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=  Project Tax Take

In terms of the total tax attributable to individual projects, companies are best placed to
inform the review taskforce of the specifics associated with individual projects.

Project estimates prepared by APPEA for the 2012 BTWG review highlighted the estimated
share of net cash flows for governments and investors (see Chart 12).

In all cases, the government’s share of the present value of net project cash flows exceeded
the share for investors. The recent decline in prices and increase in project costs could be

expected to further increase the governments share relative to that of the investor.

Chart 12: Estimated Government Share of Total Project Net Cash Flows - Net Present Value
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® Industry Investment

To demonstrate the level and scale of investment that has been required to fund the recent
growth in the sector (particularly in the context of gas projects), Chart 13 compares
cumulative industry profit for the period 1987-88 to 2014-15 with industry asset values
(which can be used as a proxy for capital investment). It is estimated that invested funds
have exceeded cumulative industry profits generated by the industry over the last three
decade by a ratio of 2.15 to 1 over the period.
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Chart 13: Industry Cumulative Profits and Asset Values (Sm)
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Section 2: Development of the Existing Resource Taxation Provisions

“Shifting from the present output base royalty system to an economic rent base system
for special taxation of the mining industry offers a number of advantages. Foremost, it
would reduce efficiency losses by reducing distortions to the choice of mining investment
and production decisions and by providing revenue from a relatively non-distorting tax on
an immobile factor as part of a tax mix package which funds lower tax rates on more
distorting taxes on internationally mobile factors, such as a lower corporate tax rate. A
resource rent base tax provides the opportunity to collect in a less distorting way more of
the returns on community owned natural resources than the corporate income tax and ad
valorem royalties.”

John Freebairn, John Quiggin, December 2010

Under the terms of the 1979 Offshore Constitutional Settlement (OCS) and the division of
powers provided for under the Australian Constitution, the power to impose taxation and
other charges on oil and gas production is divided between the Commonwealth and
States/Territories. The Commonwealth holds title for all areas seawards of the outer
boundary of the territorial sea (often termed ‘offshore waters’), while the States/Territories
control areas landwards of this boundary.

In addition to income taxes, the resource (secondary) taxation framework that applies to
petroleum production in Australia is broadly as follows:
= All projects are subject to the petroleum resource rent tax.
=  Production sourced from licences derived from Offshore Exploration Permits WA-1-P
and WA-28-P (the North West Shelf project) are subject to Commonwealth crude oil
and condensate production excise and Commonwealth petroleum royalty.
=  Onshore production and that sourced from projects located in submerged lands
under state jurisdiction is subject to Commonwealth crude oil and production excise
and royalty under the relevant state/territory jurisdiction.
=  Production from the Barrow Island project in Western Australia is subject to a
resource rent royalty.

Outlined below is a summary of the key provisions.

2.1 Petroleum Resource Rent Tax

Design Features of PRRT

The petroleum resource rent tax (PRRT) is a profits based resource tax that the Australian
Government uses to tax profits from oil and gas projects in Australia. It is levied under the
provisions of the Petroleum Resource Rent Tax Assessment Act 1987 (the PRRT Act). A
liability to pay PRRT arises when a project has recovered all eligible outlays associated with a
project (after deducting eligible exploration expenditure transferred from other projects),
plus a threshold rate of return.

PRRT has the following basic features:
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= |tis assessed on an individual project basis. A project may be comprised of one or
more petroleum production licences.

= Liability to pay PRRT is on a producer/company taxpayer basis (rather than a joint
venture basis).

= |tis assessed at a rate of 40 per cent.

= |s payable quarterly on an instalment basis.

= Aliability is incurred when all allowable expenditures (including compounding) have
been deducted from assessable receipts.

= Assessable receipts include the amounts received from the sale of all petroleum
(based on the concept of a ‘marketable petroleum commodity’).

= Deductions include capital and operating costs that relate to the petroleum project,
and are deductible in the year they are incurred. Deductible expenditures include
those related to exploration (including eligible exploration costs incurred by a
taxpayer in other areas), development, operating and closing down activities.

= Undeducted expenditures are compounded forward at a variety of set rates
depending on the nature of those expenditures and the time that they are incurred
prior to the application for a production licence. In general, undeducted exploration
costs are augmented (compounded) at either the GDP factor rate or the long term
bond rate (LTBR) plus 15 percentage points (subject to a five year timing condition),
while other costs are augmented at the LTBR plus five percentage points.

= Other resource taxes and charges (production excise, royalties and RRR) incurred in
relation to a project are rebateable against a PRRT liability for the project. This
avoids the imposition of double taxation.

= Expenditures which are non-deductible include financing costs, some indirect
administration costs, income tax and cash bidding payments.

= PRRT tax liabilities are deductible against income tax liabilities.

As PRRT is essentially an individual project based tax, excess undeducted expenditure may
not generally be offset against income from other projects. The exception is exploration
expenditure, which is transferable to other petroleum projects, subject to a number of
transfer rules and integrity conditions.

PRRT differs from income tax in a number of important ways. Unlike income tax, where
many costs are deductible over a defined life, all deductible expenditure for PRRT purposes
is immediately and fully deductible at the time it is incurred, while only eligible exploration
expenditure is transferrable between projects owned by a taxpayer. Project financing costs
are not deductible. In addition, certain costs deductible for company tax purposes are not
deductible for PRRT purposes.

Introduction of the PRRT Regime

In December 1983, the then Hawke Federal Government released a discussion paper that
sought stakeholder comments in relation to the proposed introduction of a resource rent tax
(RRT) for the petroleum sector in Australia. It was noted that such a system had been the
official policy of the Australian Labor Party since 1977, and the intention was for the regime
to be operative for year commencing 1 July 1984.

The Government noted at the time that the existing production excise and royalty regimes
had a number of deficiencies, excise because it was production based and royalties because
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it failed to respond to the individual characteristics of different projects. The specific details
of a proposed RRT were not canvassed, but a range of options were presented to facilitate
discussion with industry and the community.

In April 1984, the Treasurer (the Hon P.J. Keating MP) and Minister for Resources and Energy
(Senator the Hon Peter Walsh) announced an intention to modify the proposed provisions as
follows:
= The existing production excise arrangements would continue for ‘old’ oil produced
from onshore and existing offshore projects, coupled with a lower rate of excise for
‘new’ oil from onshore projects and existing offshore projects.
= Offshore projects that had yet to reach the development stage would be subject to a
new RRT and would be removed from the production excise and royalty systems.

At the time of the announcement, it was stated by the Government that there were
economic efficiency advantages in applying a RRT type structure to new projects. A detailed
discussion paper that canvassed a number of options was released at the time of the
announcement that again sought the views of industry on the proposed changes.

A final announcement was made on 20 May 1985 by the Treasurer and Minister for
Resources and Energy, Senator the Hon Gareth Evans, QC, on a number of the final details
associated with the introduction of the RRT, including the treatment of exploration
expenditure and closing down costs.

In summary, with effect from 1 July 1984, the new resource rent tax applied to all offshore
petroleum projects (that is, projects under Commonwealth jurisdiction) with the exception
of the Bass Strait and North West Shelf projects, where the existing production excise and
Commonwealth royalty provisions continued to apply. This was in recognition of the
significant expenditure commitments that had been made in relation to these projects.

Key PRRT Modifications and Changes

Bass Strait Extension, Wider Deductibility of Exploration and Reduction in the General
Project Carry-Forward Rate (August 1990)

On 21 August 1990 (as part of the 1990-91 Federal Budget), the Government announced a
number of significant changes to the operation of the regime. Specifically, it was announced
that from 1 July 1990:
= The coverage of the tax would be extended to cover the Bass Strait project,
replacing the then existing production excise and royalty provisions.
= Exploration costs incurred by a taxpayer in other projects covered by the regime
would deductible against an RRT liability of any projects held by the taxpayer, rather
than being quarantined to within an individual permit area (subject to a number of
rules and integrity provisions).
= The carry-forward threshold rate for development and operating (general project)
expenses incurred after 1 July 1990 would be reduced from the long term bond rate
plus 15 percentage points to the LTBR plus five (5) percentage points.

In recognition of the special circumstances associated with the North West Shelf project, the
Government decided to retain the production excise and royalty provisions for that project.
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The Government noted that decision “recognises that the current infrastructure involved
vast sums of financing over very long lead times and that the liquefied natural gas export
phase, which has just begun, involves major trade relations implications in a highly sensitive
market.”

At the time of the decision, the Minister for Resources made the following observation:

“The Government’s decision to fundamentally reform offshore petroleum
production taxation has provided a taxation environment that:
= js economically efficient, ie the tax regime will not distort commercial
decisions, which should be made in response to market signals;
= will provide equitable treatment between the community and resource
developers, ie will provide the incentive for developers to invest in
exploration and development, while ensuring the community a fair return
for the exploitation of the community’s petroleum resources; and
= js administratively efficient and resilient to changes in market
circumstances.”

In addition, the Federal Treasurer noted that:

“The RRT, as a profits-based tax, is more flexible and stable tax regime
than a production-based excise. With the new arrangements being self-
adaptive to market changes and because initial revenue cost from the
announced changes will not be recovered until later years, it is the
Government’s intention not to consider any further concessional changes
to these taxation arrangements. This view was communicated to Bass
Strait producers as part of the Commonwealth’s offer. Establishing a
stable tax regime should promote investor confidence in a critical segment
of Australia’s resources sector. In fact, the Government has received
producer advice that the changes will lead to new developments in Bass
Strait and increased exploration throughout Australia.”

1990-91 Federal Budget (p4.7)

Mr Bob Alderson, Head of the Petroleum Policy Branch in the Department of Primary
Industries and Energy presented a paper at the 1991 APEA Taxation and Accounting Seminar
titled ‘Policy Issues and Application of PRRT Legislation’. The paper addressed a range of
issues associated with the 1991 amendments, including the benefits of PRRT over the excise
and royalty systems. He noted that “(t)he decision to replace excise and royalty with RRT in
Bass Strait was taken because the latter is far more economically efficient” and “The RRT is a
charge on net revenues and as such is fully sensitive to changes in prices and costs. It
provides a uniform charge across the project and projects and thus does not serve to distort
investment decisions within the Bass Strait or any other project. When prices are low and/or
costs are high, a situation can be reached where no tax is paid. Therefore unlike the excise
and royalty system RRT should not be a factor leading to premature abandonment of
production.”

In addition, he made the following comment about the changes to the carry-forward rates.
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“The move to widen deductibility from a project to a company basis will
reduce considerably the risk that exploration expenditure will not be
recouped.

The former single carry-forward rate was set to allow companies to carry
forward each year the real value of exploration and development costs.
As wider deductibility reduces the relative risk of having unusable
deductions, these relativities will now be reflected in a two tier rate of
LTBR + 5 percentage points for general expenditure and LTBR + 15
percentage points for exploration expenditure. The lower premium for
general expenditure will now reflect the lower risks associated with
development relative to exploration. The new arrangements therefore
recognise the characteristics of different stages of a petroleum project and
the significant benefits to industry of company wide deductibility for
exploration activity.”

Following the enactment of the 1990 changes, the regime remained relatively
unchanged until the mid-2000’s, with the exception of a number of relatively technical

amendments.

Designated Frontier Exploration Incentive (May 2004)

On 11 May 2004 (as part of the 2004-05 Federal Budget), the Government announced
a targeted incentive to encourage petroleum exploration in Australia’s remote
offshore areas. The measure allowed for the uplift to 150 per cent on PRRT deductions
for exploration incurred in designated offshore frontier areas.

The measure was limited to following:

= Offshore acreage releases in 2004 to 2008 (this was subsequently extended to
include the 2009 release).

=  Pre-appraisal exploration activity only (it did not cover activities associated with
evaluating or delineating a petroleum pool which had been discovered).

= The initial term of an eligible exploration permit.

=  Areas nominated by the Minister could not exceed 20 per cent of each year’s
offshore acreage release areas.

= Designated areas needed to be more than 100 kilometres away from an existing
commercialised oil discovery and could not be adjacent to an area designated in the
previous year’s acreage release

The success of the measure was largely unquantifiable, however it is estimated that the
number of permits released as ‘designated offshore frontier areas’ is less than 2 per cent of
the total number of permits that have been issued in offshore Australia. Many of the
permits have subsequently been relinquished and the level of deductible expenditure over
and above normal exploration expenditure amounts would be modest. The provisions that
apply to a company’s ability to transfer exploration costs to another PRRT project restricted
some entities from obtaining a benefit under the initiative.
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Gas Transfer Price Methodology (December 2005)

A regulation was released on 15 December 2005 that provides the basis for determining a

gas transfer price for integrated gas to liquids projects under the PRRT regime. The policy

objective of the Regulation was to provide a framework to determine a key component in

the assessment of a liability to pay PRRT where an arm’s-length sale does not take place at
the taxing point.

Assessable receipts for PRRT purposes are generally calculated at the point where a
marketable petroleum commodity (MPC) exists. Sales gas is regarded as an MPC. In an
integrated gas to liquids project, such as an LNG operation, the petroleum recovered from a
project is processed into sales gas which is then processed into liquefied natural gas. There
is often no arm’s length sale at the taxing point for the sales gas before it is processed and
liquefied for transportation and sale, hence a methodology is required to value such gas.
Costs incurred beyond the taxing point are not regarded as deductible expenditure for
determining a PRRT liability.

Following lengthy consultations between government and industry, details were announced
of the residual pricing methodology (RPM). A pictorial description as to how the RPM
applies in practice is at Chart 14.

Chart 14: Stylised Residual Price Methodology
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The cost-plus component is the minimum price at which the upstream stage of an integrated
GTL operation would sell its gas to the downstream stage in order to cover its upstream
costs, taking into account an allocation for its capital costs. The netback price is the
maximum price the downstream stage of the integrated GTL operation would pay the
upstream stage for sales gas, given the price obtained for or the value of project liquid
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produced, in order to cover its costs including a proper allocation of capital invested. The
difference between these prices identifies the residual profit for a project (if such a profit
exist). The RPM price, for the purposes of the PRRT, is determined by allocating 50% of the
residual profit to the upstream stage and 50% of the residual profit to the downstream stage
of the project.

The cost-plus and netback calculations are two readily utilised and recognised kinds of arm’s
length transfer price methodologies. These types of methodologies are used across

international jurisdictions in relation to petroleum and other transfer pricing issues.

Technical Enhancements and Amendments (2006)

A series of amendments were made to the regime in 2006 to address a range of issues that
had been identified by industry and the Government over a number of years. While broadly
technical in nature, the changes reflected a need to ensure the regime was operating in a
manner that met the changing commercial framework within which the industry operates.
The amendments covered the following aspects of the regime:
= The treatment of transferable exploration expenditure in remitting quarterly
instalment payments of PRRT.
= Allowing internal corporate restructuring within company groups to occur
without losing the ability to transfer exploration expenditure between the
petroleum projects of group members.
= The treatment of closing down costs where a project transitions to an
infrastructure licence.
= The application of a self-assessment regime in a manner consistent with that
applying for income tax.
= A number of other technical matters, including the adoption of a transfer notice
mechanism and a change to the lodgement of PRRT returns.

The changes, while generally modest in nature, positioned the regime to operate in a more
efficient and administratively flexible manner.

Extension of PRRT to Onshore Areas and the North West Shelf Project (2011)

Following the decision of the Government in July 2010 to abandon the resource super profits
tax that formed an element of the 2009 Henry Tax Review, amending legislation was
introduced into Parliament in late 2011 to extend the PRRT to cover all petroleum
exploration and production activities in Australia, with effect from 1 July 2012. This
coincided with the introduction minerals resource rent tax.

The legislation was tabled following an extended period of consultations between
government officials, industry and tax experts from legal and accounting advisory firms. In
the Explanatory Memorandum to the Petroleum Resource Rent Tax Assessment Amendment
Bill 2011 that extended the regime, it was stated in paragraph 1.13:

“Unlike royalty and excise regimes, the PRRT applies to the profits derived
from a petroleum project and not the volume or value of the petroleum
produced. Through providing deductions for all allowable expenditure
(whether capital or revenue in nature), together with uplifts for carry
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forward expenditure, the PRRT taxes the economic rent generated from a
petroleum project.”

The decision required relatively complex amending legislation and transitional provisions,
however the operation of the PRRT remained broadly unchanged. Changes that
accompanied the decision included the following:
= The provision of a ‘starting-base’ for projects and licences entering the
extending regime to recognise past investments and expenditures, and to
prevent the retrospective application of PRRT.
= Modifications to the project combination provisions to allow for onshore
projects with integrated downstream operations to be treated as a single
project.
=  Project expenditure related to the environment was made explicitly
deductible.
= Deductible expenditure was expanded to include resource taxation
expenditure to avoid the double taxation of petroleum projects also subject to
production excise and petroleum royalties. This was necessary following the
decision to fully retain all existing production excise and petroleum royalty
provisions that applied at the time of the announcement.
= Onshore coal seam gas producers that are part of integrated gas to liquid
operations were specifically recognised through ensuring that they are able to
access the gas transfer pricing methodologies contained in the regulations.

As part of the consultations that took place in relation to extending the regime, a
number of operational and compliance issues were also raised, including a
recommendation that the test for deductibility be amended to one of expenditure
necessarily incurred in carrying on activities in relation to a petroleum project
(upstream of the taxing point) from July 2012. This recommendation reflected the
ongoing uncertainty around the conditions which must be satisfied in order to qualify
for expenditure to be deductible. The government deferred making a final decision,
however it remains an issue to be revisited from a compliance perspective.

Overall, the 2011 amendments represented a fundamental change to the scope of the
legislation that led to a nationally integrated PRRT regime. Many of changes were designed
to explicitly address the implications arising from the effective retrospective application of
an additional tax on existing activities and projects.

Factors Impacting on the Payment of PRRT

A range of factors must be considered in terms understanding the level of reported
payments of PRRT by individual companies (and therefore projects), including the following:
=  Atax liability under the PRRT regime is incurred at a time after a threshold return
has been generated. This is a key design feature of the regime. PRRT will generally
not be paid from a project until a number of years after the commencement of
production.
= The imposition of a PRRT liability for a project may be deferred where eligible
exploration expenditure incurred in other PRRT project areas held by the same
taxpayer is deductible against PRRT income from the project (subject to the
transferability rules).

Submission to the Review of Commonwealth Petroleum Resource Taxes
February 2017



-29-

= In connection with the above point, the timing of PRRT payments within a project
are likely to vary across joint venture participants in a particular project due to the
transferability of exploration costs from other projects, together with individual
taxpayer operating cost structures.

= Other resource taxes and charges from a project (such as state and federal royalties
and production excise) are rebatable against a PRRT liability from the same project.
This is a design feature to avoid the double resource taxation of production from the
same project.

= As PRRT is a profits based taxed, a tax liability will be dependent on a range of
factors, with commodity prices, foreign exchange rates and project costs being
critical factors in determining project profitability.

2.2 Crude Qil and Condensate Production Excise

Development of the Regime

The production excise regime has been in place since the mid-1970s, and applies in
conjunction with the Commonwealth royalty and state/territory royalties, depending on the
location and type of production.

Production excise is calculated as a percentage of the volume weighted average of realised
f.o.b price (VOLWARE) made from a designated region. Crude oil and condensate
production is subject to excise in a manner such that higher percentage rates apply to higher
levels of production or liftings from each prescribed production area.

The excise scales that apply to production from each prescribed production area are
dependent on the date of discovery and the commencement of production. The applicable
excise scales and definitions that currently apply are outlined below.

EXCISE RATES ON CRUDE OIL & CONDENSATE PRODUCTION

Annual Production Excise Rates (% of VOLWARE Price) (1)
Megalitres ‘000’s barrels ‘old’ oil (2) ‘intermediate scale’ ‘new’ oil (4)
ail (3)
0-50 0-315 0 0 0
over 50 - 100 over 315-629 0 0 0
over 100 — 200 over 629 — 1259 0 0 0
over 200 - 300 over 1259 — 1888 20 0 0
over 300 - 400 over 1888 — 2517 30 15 0
over 400 — 500 over 2517 — 3146 40 30 0
over 500 — 600 over 3146 — 3776 50 50 10
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over 600 - 700 over 3776 — 4405 55 55 15
over 700 — 800 over 4405 -5034 55 55 20
over 800 over 5034 55 55 30

(1) Volume weighted average realised price f.0.b of sales in a given calendar month

(2) Oil discovered before 18 September 1975

(3) Oil production from fields discovered before 18 September 1975 and undeveloped as of 23
October 1984

(4) ‘New oil’ is oil produced from naturally occurring discrete accumulations discovered on or after 18
September 1975

It is the most inefficient form of petroleum resource taxation, as it does not take into
consideration any aspects of the cost of production. Implicit in its design is that there is a
correlation between annual production rates and profitability and, to a lesser extent, field
maturity and profitability. Such correlations often do not exist.

It was originally introduced as a levy on each barrel of production sold from eligible areas,
and was then substantially modified in 1983 such that it applied at varying rates depending
on the discovery and development date of the relevant prescribed production area. In April
1984, the ‘new oil’ excise scale was introduced, while the ‘intermediate scale’ was
introduced at the end of 1984 to encourage the development of satellite fields that had
become uneconomic under the ‘old oil’ scale. In July 1987, a 30 million barrel excise
exemption for each field was introduced to encourage exploration and further stimulate the
development of oil discoveries.

Prior to the mid-1980s, crude oil production excise applied to all petroleum projects in
Australia. Following the introduction of PRRT, crude oil excise (and Commonwealth royalty)
continued to apply to the Bass Strait project area and production licences derived from the
NWS permit areas. Crude oil excise (and state/territory royalty) also continued to apply to
production sourced from onshore projects and those in submerged lands under
state/territory jurisdiction.

In 1990, when the PRRT was extended to cover the Bass Strait project, the crude oil excise
only continued to apply to permits derived from the NWS project area and for onshore

areas.

While production excise is paid, data is not separately recorded in the annual Federal Budget
papers.

Excise Treatment of Condensate

In the 1977-78 Federal Budget, a number of announcements were made covering the
operation of the excise regime. In relation to condensate, it was announced that:

“The levy will not apply to condensate marketed separately from a crude
oil stream; such condensate may now be sold at commercially
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negotiated prices. Nor will the levy apply to liquefied petroleum gas
fields yet in production. This will assist the marketing of LPG and
condensate from fields already discovered but not yet developed in the
North West Shelf and Cooper Basin. Condensate sold commingled in a
crude oil stream will continue to be treated as crude oil for pricing and
levy purposes.”

Source: Parliamentary Library, 27 May 2008

The decision did not provide a free rate of duty for condensate. Rather, it ensured that
condensate was not covered by the provisions of the excise regime (that is, it was effectively
exempted from the regime). The measure was aimed at assisting investment decisions in
both the Cooper Basin and North West Shelf areas. Condensate and gas production
remained subject to the normal state and Commonwealth petroleum royalty provisions.

A further adjustment was introduced in 1995 which allowed for condensate that was either
produced or marketed separately from crude oil to be excise exempt. This ensured that
condensate was not regarded as crude oil for the purposes of the excise regime merely
because of the fact that it was commingled with crude oil post the point of production. This
was a further reaffirmation of the exemption from condensate from the crude oil excise
regime. Subsequent technical amendments were also made to the excise regime in 1997
and 2001.

Overall, the arrangement provided an important stimulus for companies with onshore and
North West Shelf operations to explore for and make subsequent investment decisions to
produce condensate that often occurs in association with natural gas. In many cases, the
production of condensate has provided the economic underpinning for gas projects,
including whether projects reach a final investment decision.

The 2008/09 Budget Announcement

In the 2008-09 Budget, the Federal Government announced an intention to remove the
exemption of condensate from the crude oil excise regime. The Treasurer stated that the
“..measure will increase the return to the Australian community from allowing private
interests to extract non-renewable energy resources located in the North West Shelf project
area and onshore”. The announcement also indicated that:

“Condensate will be subject to the same excise rates as crude oil from
petroleum fields discovered after 18 September 1975”

and

“The first 4,767.3 megalitres (or 30 million barrels) of crude oil produced
from a field is excise exempt from Crude Oil Excise. Past production of
condensate from a petroleum field will contribute towards meeting this
threshold before the Crude Oil Excise becomes payable”.

The Government subsequently introduced the Excise Tariff Amendment (Condensate) Bill
2008 and the Excise Legislation Amendment (Condensate) Bill 2008 to give legal effect to the
changes.
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Compliance Obligations and Impact on Producers

All producers of crude oil excise and condensate covered by the regime are required to
comply with the provisions of the legislation and any compliance/reporting obligations that
may be imposed by the Australian Taxation Office.

APPEA understands that very few petroleum fields have (or will) exceed the 30 million barrel
excise free allowance threshold. Even in the very limited cases where this threshold may be
passed, the annual levels of production that will apply to the relevant prescribed production
areas will be insufficient to incur an excise liability (that is, combined crude oil and
condensate production will be less than the annual 3.146 million barrels required before a
liability is incurred).

Overall, there is not expected to be any duty incurred for onshore crude oil and/or
condensate production in Australia. Despite this, producers are required to meet the
verification, administrative and compliance obligations imposed by the regime.

The original decision to replace the crude oil excise/royalty systems for offshore areas was
an explicit recognition by the Government of the economic efficiency benefits flowing from
the PRRT regime. The 2008-09 Budget decision to extend the regime to cover condensate
production represented a major retrospective imposition of excise (particularly as past
production was counted towards the application of the 30 million barrel exemption) and was
at odds with the stated principle of economic efficiency.

The potentially adverse impact of extending excise to condensate is compounded by the fact
that condensate is generally produced in association with gas, the economics of which are
generally more challenging than conventional oil projects. Such a situation was clearly part
of the 1977 Budget decision not to include condensate as part of the excise system.

In addition to the compliance costs imposed on companies, the imposition of a potential
excise liability on onshore crude oil and condensate production (in the event of a future
discovery) has the potential to be factored into the exploration decisions of investors. In
particular, this may impact on exploration in frontier onshore areas where the risk/reward
balance can be different to more traditionally explored regions. High risk frontier
exploration requires a fiscal framework that provides an incentive for risk capital to be
directed towards these areas — the imposition of a potential excise liability on future
discoveries clearly sends a negative fiscal signal.

The imposition of this form of inefficient taxation will be even more complex in the event
that liquids production is generated from unconventional sources. For example, the
definition of a ‘field’ that currently exists will largely be unworkable in the context of the
different geological factors associated with unconventional resources.

In summary, as the Government has effectively accepted that PRRT is now its primary
mechanism for the taxation of crude oil and condensate production, the continued
application of production excise for areas that are unlikely to incur a liability should be
revisited.
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Australian Qil Pricing and Excise Policy

For the five years beginning in September 1970, the price of Australian produced crude oil
was set at the levels prevailing in 1968. Hence, the rapid increase in world oil prices of 1973-
74 was not reflected in prices received by Australian producers until the end of this period.
A levy (or excise) on Australian produced oil was introduced in August 1975, and was set at
$2 per barrel.

A month later the distinction between old and new oil was introduced; new oil received
import parity prices (IPP) less the S2 levy, while the price producers received for old oil was
set by the Government at levels below IPP. Refiners paid this price plus the S2 levy.

In August 1976, the Government announced that new oil, in addition to attracting IPP, would
not be subject to the levy, as a further incentive to oil exploration.

In the 1977-78 Budget, the Government announced that it would increase the price paid by
refiners for all domestic crude oil towards the import parity level. The price that producers
received on old oil was increased so that a progressively increasing percentage of annual
production attracted the IPP less $3 per barrel. The remainder of production continued to
attract a fixed price, plus the $3 levy.

In the 1978-79 Budget, the Government increased the price for all “old” oil to IPP, by
increasing the levy, ensuring that petroleum users paid the full world price and made
realistic resource allocation decisions.

By 1983, the excise system had been further modified so that different sized production
areas attracted different levies; a fixed levy, a levy which changed according to movements
in either the import parity price or the Consumer Price Index, and a levy determined by the
difference between the IPP and a fixed controlled price. This produced a number of
anomalies. Under certain circumstances, increased production could reduce overall
producer returns. In other situations, producer returns could increase even though the IPP
had not changed or had fallen. On 1 July 1983, in response to this situation the Government
introduced a new levy scale featuring progressively higher excise rates as annual production
from each area increased. The highest excise rate was set at 87 per cent of the IPP.

In April 1984, the Government introduced a separate and lower excise scale for “new” oil.
The size of the excise free tranche was increased significantly. Greenfields offshore
petroleum projects were also made subject to RRT at this time.

In October 1984, the Government introduced the intermediate scale to encourage the
development of a number of “old” oilfields which had not been developed due to
inadequate returns under the “old” oil excise scale. The Government also modified the
existing substantial new development policy to ensure that treatment of new projects within
developed “old” oilfields was broadly consistent with the treatment of production from
undeveloped fields under the intermediate scale.

In 1986 and 1987, in response to falling crude oil prices, the Government reduced the top
marginal excise rate on “old” oil progressively from 87 per cent to 80 per cent and to 75 per
cent by 1 July 1989.
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In July 1987, again because of low oil prices, the Government introduced the 30 million
barrel excise exemption and reaffirmed the exemption from excise for separately marketed
condensate.

In January 1988, the Government, as part of moves deregulating the marketing of domestic
crude oil, changed the basis of excise assessment to the VOLWARE price from the previous
Government- determined import parity price.

Material sourced from the 1990 Background Report on Petroleum Production Taxation
(Released by the Hon Alan Griffiths, Minister for Resources)

2.3 Petroleum Royalties

Commonwealth Petroleum Royalty

Under the Commonwealth’s Offshore Petroleum and Greenhouse Gas Storage Act 2006 and
Offshore Petroleum (Royalty) Act 2006, Commonwealth royalties are collected from certain
offshore petroleum production. For the purpose of federal royalty collections, “offshore”
refers to production licences derived from Exploration Permits WA-1-P and WA-28-P (or the
North West Shelf project).

Under provisions of the legislation, royalty revenues are shared by the Commonwealth with
Western Australia, with the WA Government receiving approximately two-thirds of gross
payments. The administration of the royalty regime is undertaken by the WA Government
on behalf of the Commonwealth. The total level of Commonwealth royalty payments is not
recorded as a separate line item in the Federal Budget.

The method for determining the wellhead value of petroleum produced is as agreed
between the Designated Authority (the relevant WA Minister) and the producer, following
directions from the Joint Authority (the relevant Commonwealth Minister and WA Minister).
If the Designated Authority and the producer are unable to reach agreement, then the
Designated Authority can determine a wellhead value.

The wellhead value is generally calculated by subtracting from the sales receipts, certain
deductions for costs incurred in bringing the petroleum from the wellhead to the point of
sale. Deductions include production excise, allowances for a return on post-wellhead capital
assets and for depreciation on post-wellhead capital assets, and operating expenses such as
processing and transportation costs. Pre-wellhead costs are not deductible for royalty
purposes.

By making allowance for certain costs, royalty is determined on a different basis to
production excise, however it does not allow for the deductibility of all costs associated with
production activities. In addition, as capital costs are depreciated (not immediately and fully
deducted), the regime is effectively a hybrid of profits based and excise type regimes.

The rate of royalty payable is set by the Joint Authority under the provisions of the
legislation.

Submission to the Review of Commonwealth Petroleum Resource Taxes
February 2017




-35-

State Royalty/Resource Rent Royalty

In general, onshore mineral rights are vested with state and territory governments and the
Commonwealth does not receive a share of royalty receipts in respect of those rights. A
broadly similar methodology applies in determining royalties under state and territory
jurisdictions, however the specific details vary on a state by state basis.

In addition to petroleum royalties, a mechanism was introduced in 1985 that provides state
and territory governments with access to a profits-based regime (a resource rent royalty) to
replace royalties and Commonwealth production excise for onshore petroleum production.
The regime to date has been limited to the Barrow Island project under Western Australian
jurisdiction, where future activity and production was potentially threatened by the
continued imposition of then existing excise and royalty regimes.

The RRR is broadly similar to PRRT, however exploration costs are not transferable to other
projects and the uplift rate for general project costs has remained at the long term bond rate
plus 15 percentage points (as applied to PRRT prior to the 1990 changes).

Administration of Petroleum Royalties

Contrary to some suggestions, the determination of a royalty liability and fulfilling
compliance obligations can in some instances be complex, unclear and time consuming, as
well as being subject to dispute and litigation. The industry would be concerned with any
changes that would further increase the compliance burden on impacted projects.
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Section 3: Past Reviews of Petroleum Taxation in Australia

When you look at the Petroleum Resource Rent Tax over its 25 year history, if you’d
analysed the PRRT one year in, you would have said, “well this tax isn’t raising what we
wanted it to raise”. But over the course of the last quarter century, the PRRT has
bought in, | think, around S25 billion. The Minerals Resource Rent Tax depends on
commodlity prices and it also depends on the deductions that mining companies are
making, and that will change with the point of the cycle. But anyone who says going
back to the old royalties regime is better than a profits based mining tax has got rocks
in their head. There’s no sensible economist that would argue that.

The Hon Andrew Leigh MP, 15 May 2013

A number of reviews and inquiries have been undertaken in relation to the operation of the
petroleum resource taxation provisions over the last three decades. These reviews have
examined various aspects of the policy and technical settings, and have provided important
background in terms of the development of the provisions and the strengths and
weaknesses of the different taxing regimes.

3.1 Review into Petroleum Production Taxation (1990)

In August 1990, the Federal Government announced a number of significant reforms to the
operation of petroleum taxation in Australia. Amongst these reforms were the decisions to
extend the scope of the regime to cover production from the Bass Strait project, introduce
the wider deductibility provisions for exploration and reduce the augmentation rate for
development and general project costs from LTBR plus 15 percentage points to LTBR plus
five (5) percentage points.

In the context of PRRT, the following comment was made:

“The RRT is more efficient than the excise and royalty arrangements in Bass Strait.
Because the tax is based on profits rather than production, it is sensitive to
changes in prices and costs. This flexibility will remove the pressure for continuous
changes in excise rates as production declines or market conditions vary. Unlike
the existing excise system, the RRT will not be a factor inhibiting enhanced
development of existing fields or create shut-ins at times of low prices. Moreover,
as all production costs are deductible, it will not deter otherwise economic
investment.”

Minister for Primary Industries and Energy and Minister for Resources

21 August 1990

Underpinning this announcement was a comprehensive Federal Government review of the
petroleum production taxation provisions, undertaken by the Department of Primary
Industries and Energy. The terms of reference of review encompassed “a fundamental,
broad ranging examination of the principles of resource taxation as they apply to petroleum;
consideration of the impact of varying structures and levels of resource taxation on the
economy; a review of the existing taxation arrangements against the principles of resource
taxation; and the development of options for the future taxation of petroleum resources.”
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The review consulted widely and undertook extensive modelling to examine the implications
of the various reform and taxing options. A key finding of the report was as follows:

“On behalf of the community, governments, by virtue of their ownership of the
resource and the conferring of exclusive rights to it, have a claim to at least some
of the economic rent from resource developments. Economic rent is considered to
be the surplus of revenue over all costs incurred in the extraction of the natural
resource including a return on capital which recognises the risks taken. The report
concludes that resource charges based on economic rents will be the most
economically efficient. Attempts to obtain all economic rents will deter some risk
averse investors and reduce efficiency. Hence resource charges should be below
economic rents.”

Background Report on Petroleum Production Taxation — 1990 (p.2)

The review and subsequent detailed report was arguably the most comprehensive of
petroleum resource taxation undertaken in Australia, and was based on detailed data that

was both held by the Government and that was provided to the review team.

Key findings and comments contained in the report included the following.

Adoption of a ‘Brown It has widely been held that a Brown tax, because it shares risk
Tax’ between developer and government in the same proportion
as revenue shares, including full loss offsets, is neutral and
would not distort investment either between the petroleum
industry and other industries or within the petroleum
industry. However, for a risk averse investor, a Brown tax may
convert some sub-marginal projects into ones that would be
undertaken.

No governments have introduced a Brown tax. Partly, this is
because they are reluctant to make this type of commitment
involving payouts on negative cash flows at the time they are
incurred because of the uncertainty this creates for planning
Budget outlays.

Benefits of a RRT type A resource rent charge is more responsive to profitability than
system production based charges by virtue of levying a charge only on
economic rents. The neutrality of a resource rent charge will
depend partly upon the extent to which exploration costs for
projects which fail can be recouped. In the absence of a
mechanism for recouping the cost of failed exploration, a
resource rent charge could alter the preferred ranking of
projects for investment. It could also mean that some
projects which would otherwise be undertaken would not be
undertaken. This affects in particular high risk projects which
rely on the low probability of very high returns to achieve
positive expected net present values.

Nonetheless, in its application a resource rent charge will be
more economically efficient and have less impact on
investment decisions than production based charges or
excise/royalty provided that the key variables in the charging
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system are properly structured. These key variables are:
= treatment of exploration expenditures;
= the threshold rate; and
= the rate of the charge.

Treatment of The principal mechanism to allow for the effects on

Exploration investment decisions of any inability to recoup a portion of
expenditures on failed exploration would be to allow losses
from a company’s unsuccessful projects to be offset against its
revenues from successful projects. If a company had no RRT
liable projects, it could carry forward its exploration losses
until it could deduct them against income from an RRT paying
field. Some firms might never be in a position to claim their
exploration credits. This risk is reflected in the threshold rate.

Setting the ‘threshold’ The threshold rate should be set at the level which just

(or augmentation) rates recognises an appropriate premium, adjusted for the risk that
some costs may not be recoverable. Because exploration risk
is greater than development risk it can be argued that
different threshold rates should apply to expenditure under
these two categories.

The tax rate If the tax charge exceeded available rents, investment
distortions would occur. Firms will be encouraged to reduce
tax liability by padding the cost base. The lack of an
appropriate return will also act as a disincentive to invest. A
low tax rate, say 20 per cent, would be inequitable since
returns to the community net of administrative costs would
be inadequate.

A flat 40 per cent charge based on cash flows net of capital
and operating costs is more equitable than a production
based tax because it extracts most rent from projects with the
greatest capacity to pay while marginal fields may not be
liable for secondary tax. RRT also provides the community
with an equitable share of resource rents under fluctuating
market conditions. Unlike product based taxes, RRT
automatically adjusts for price changes.

Treatment of ‘gas’ The inclusion of revenues from other product streams has
implications for charges on gas vis-a-vis what it would pay
under the existing excise/royalty regime. This arises because
tax is payable on positive cash flows from gas whereas under
the existing excise/royalty arrangements gas is exempt from
excise. However, it would not be desirable in principle to
exclude gas revenues from the basis for a rent charge and it
would be very difficult in practice to allocate costs to gas
production where gas and crude oil are produced from the
same facilities.

If all revenues and costs, including for gas, were not
incorporated in a rent based system there would be significant
investment distortions between the areas under reference
and greenfields areas where the existing RRT regime provides
for the inclusion of gas revenues.

The report underpinned the decisions announced by the Government in August 1990 to
introduce a range of reforms to the petroleum resource taxation system, and in particular,
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the phased move away from the use of output based systems as a means of taxing many
resource projects in Australia.

3.2 Federal Government Review into the Operation of the PRRT — 1992

As part of the legislation that implemented the 1990 reforms to the PRRT regime, the
Minster for Resources was required to present a report on the operation of the regime by 30
November 1992. The report was required to include the following:

=  Whether the PRRT Act had been effective in meeting its objectives.

= The impact on prices and on industry.

= The impact on the development of new offshore petroleum projects.

The review sought public submissions from interested parties, including state governments.
The final report commented on numerous aspects of the PRRT, and couched the overall tax
in following context:

“The PRRT was implemented as it provides an efficient and equitable taxation
regime with the objective of striking a reasonable balance between providing the
private sector with adequate returns for the risks they take in investing in
petroleum exploration and development, and providing the community with a fair
return on the exploitation of its non-renewable resources.”
Report on the Operation of the Petroleum Resource Rent Tax
Assessment Act 1987 — November 1992 (p.2)

Specific issues addressed in the report are covered by the following extracts.

Company-wide The introduction in 1990 of company-wide deductibility for
Deductibility of exploration expenditures against the PRRT removed a
Exploration significant impediment to efficient offshore petroleum

exploration. It has equated after-tax costs for exploration in
all PRRT-liable areas and therefore removed an incentive to
concentrate exploration activity in developed areas.
Previously, the after-tax cost of exploration differed in project
and non-project areas. Within a project, the cost could be as
low as 36.6 cents per dollar because the associated costs were
deductible for PRRT (itself income tax deductible) and income
tax. Elsewhere, exploration costs were 61 cents or more per
dollar as these costs are only eligible for deductions for
income tax. The reforms mean that new exploration decisions
are driven by prospectivity and technical factors rather than
by distortions in the taxation arrangements.

Application of PRRT to PRRT applies to profits from the project as a whole. It is not a
Gas Production product tax. At issue is the efficiency and integrity of the
PRRT. Adopting the producers recommendation would
introduce a concessional tax rate for some petroleum product
streams. This would mirror the inefficiencies evident in the
former excise and royalty regime. Effective tax rate
differences between product streams could cause investment
and consumption distortions.

Augmented Bond Rate Submissions argue that the reduction of the augmented bond
rate (ABA) for compounding of general project expenditures
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from the long term bond rate (LTBR) plus 15 percentage
points to LTBR plus five percentage points has an adverse
impact on the economics of new gas developments, increasing
the minimum gas price required to make a project economic.
Submissions draw attention to the high capital costs, long lead
times, flatter production profiles and longer payout periods
that it is argued are associated with gas projects.

Comment

The carry forward rate provides a premium on outlays
commensurate with the risk that the investment may never
be recovered. A principal risk for gas projects is managed by
establishing long term market commitments prior to
construction at prices that reflect a market value. In those
circumstances, the appropriate issue for the carry forward
rate is determining a threshold rate that compensates for risk
rather than providing for a reduced level of price.

Project returns are dependent on a number of factors,
including the market price negotiated for the gas. To this
point, there has been no evidence presented to suggest that
the carry forward rate of long term bond rate plus five
percentage points will impede the development of
commercial gas projects.

The 15 per cent premium rate for exploration and five per
cent rate for general expenditures was established to
recognise the relative risk characteristics of the different
stages of a petroleum project. It should also be recognised
that the two tier threshold rates and the tax rate are part of a
balanced and integrated package of petroleum taxation
reforms which included the introduction of company wide
deductibility for unsuccessful exploration expenditure.

Any adjustment in the general expenditure carry forward rate
would therefore need a corresponding adjustment elsewhere,
eg, by increasing the tax rate or reducing the threshold rate
for exploration, to restore the balance and preserve a fair
community return.

GDP Factor Expenditure | All expenditures except those incurred more than five years
before the production licence is granted are eligible for annual
compounding at the rate of 15 percentage points above the
Commonwealth long term bond rate (LTBR) for exploration
expenditure, and five percentage points above the LTBR for
general expenditures.

Expenditures incurred more than five years before the
production licence is granted are eligible for annual
compounding at a rate that compensates for inflation,
represented by the GDP factor.

The application of the five year rule ensures that the
generation of an equitable community return is protected.
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The GDP deflator maintains the real value of historical
expenditures. There is no evidence that these arrangements
will inhibit commercial gas developments in Australia.

The reference date for determination of compounding will
continue to be the date of issue of the production licence, to
ensure in the community interests that applications are
submitted with relevant supporting material in a timely
fashion.

(Note: The determination date for the application of the five
year rule was subsequently changed to the application date
for a production licence due to the significant time delays in
obtain production licence approvals.)

Marketable Petroleum The Act is based on the taxable profit of a petroleum project.
Commodity scope A project consists of the production licence area as well as
treatment facilities and other facilities and operations outside
that area that are integral to the processes for production and
initial on-site storage of an MPC. An MPC is produced from
petroleum and includes stabilised crude oil, sales gas,
condensate, liquefied petroleum gas and ethane.
Expenditures on plant for use in treatment processes
necessary to produce an MPC, including expenditure on a
crude oil stabilisation plant and gas liquids fractionation
plants, are allowable deductions.

The PRRT is a resource tax and should not extend to
secondary activities where the community has no proprietary
interest. These should be evaluated solely on a commercial
basis. Where an MPC is produced within a plant, the Act has
provisions permitting the determination of a market value at
the point of production (see section 3.6, market value).

Extension of the ringfence to a point of sale would introduce a
number of elements unrelated to resource recovery and
create uncertainty about the extent and nature of eligible
deductions for a broad range of expenditures associated with
downstream activity. The appropriate taxation point for a
resource tax is at the first point where there is a marketable
product from the recovery of petroleum. Product-based
definitions reflect the fundamental principle that the PRRT
should not extend to manufacturing processes.

(Note: The introduction of the gas transfer price methodology
through the 2005 Regulations effectively confirmed the view
expressed in the report).

The final conclusions of the report indicated that:
= |nsufficient time had elapsed to be completely definitive about the impact of the
PRRT on the petroleum exploration and production industry, however there was no
reason to conclude that the PRRT has inhibited development or is preventing the
industry from achieving adequate returns for the risks taken in investing in
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petroleum exploration and development activities. The PRRT is providing a
competitive fiscal environment that takes account of changing cost structures and
fluctuating prices.

= Early indications are that the PRRT is meeting its policy objectives. It is providing the
community with a fair return for the use of its non-renewable petroleum resources
within an efficient and equitable framework for investment in offshore petroleum
exploration and development. There is no evidence to suggest that it is impacting
adversely on gas projects.

= |tis premature to fully assess the impact of broadening the deductibility for
exploration expenditures under the PRRT from a project to a company-wide basis,
however the incentive to explore on a tax-preferred basis in PRRT areas had been
removed.

In tabling the report, the Minister made a number of observations about of the PRRT
provisions that remain relevant in the context of the 2016 review.

Augmentation Rate for General Project Costs

A number of submissions to the review raised concerns about the decision to reduce the
augmentation rate for general project costs to the long term bond rate plus five percentage
points. The Minister noted that:

“The reduction in the premium reflected the significant benefits to industry that
derived from the introduction of company-wide deductibility for exploration, and
the relative risks of the different stages of a petroleum project.

The carry forward rates and the tax rate for the PRRT are part of a balanced and
integrated package that includes wider deductibility for exploration expenditures.
To preserve the community return, any adjustment in the carry forward rate for
general expenditure would require a corresponding adjustment elsewhere.”

K K ok K kKK

“In conclusion, Australia has a regulatory and taxation regime for petroleum
exploration and development that makes us internationally competitive. This has
been recognised internationally by respected, authoritative sources.

The report | table today shows that the Government’s package of reforms for the
industry are working. New investments are going ahead in Bass Strait under the
PRRT. The report also indicates that exploration activities in our offshore areas are
no longer being affected by taxation that distinguishes between project and
frontier areas.”

“Petroleum Resource Rent Tax is a key element of those reforms, providing a
strong stimulus to the industry, while safeguarding the community’s return for the
use of its non-renewable resources.

The PRRT is an excellent example of micro-economic reform introduced by this
Government in the area of energy, and indeed the economy as a whole. It
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demonstrates the Government commitment to policies that will ensure a strong,
competitive petroleum industry into the 21° century.”

3.3 Ministerial Council on Mineral and Petroleum Resources: Review of Australia’s
Fiscal Regime (2006)

At its meeting in July 2004, the Ministerial Council on Mineral and Petroleum Resources
directed its Standing Committee of Officials to examine and report on the fiscal environment
in which Australia’s resources sector operates. The object of the review was to identify
possible options to improve Australia’s overall fiscal competitiveness, while recognising the
revenue impacts for state and territory budgets.

A working group of officials was convened and a workshop was held to facilitate discussions.
A final report was completed in 2006, with a limited number of recommendations. The
following comments were contained in the finals report of officials.

“At the same time, industry does not have a consensus view on a preferred royalty
system. Views differ on the relative importance of the different criteria and, in the
view of the MCMPR, trade-offs are necessary and even inevitable. For example,
profit based taxes may be preferred for very large, long life projects such as gas
projects. However, the administrative complexity of such regimes means that they
are unlikely to be suitable for relatively small, low value projects such a quarrying.
Profit related royalties have a number of efficiency benefits but also involve
greater administrative costs and complexity and risk greater volatility to
government revenues.

In contrast, an ad valorem royalty regime can be distorting because it does not
respond to cost changes, while specific rate royalty, varying only with output, is
the most distorting of all.”
MCMPR Minerals and Resource Taxation Report (p.viii)

“Resource rent tax is calculated as a percentage of the economic rent (the
project’s net cash flow after accumulated exploration and production costs are
deducted). Such taxes have rarely been used in other countries for minerals
although they have a limited application for oil and gas. This form of tax makes
allowance for the return on investment. Investments are less likely to be deterred,
extraction is more efficient and premature project closures are less likely than
under other resource tax regimes.”...

‘As a threshold return must be generated on capital invested before any resource
rent tax is paid, government revenue from new projects may be delayed for some
years especially for projects with high initial capital and exploration costs or long
lead times prior to the commencement of production. At the project level, the
revenue flow from a profit tax will be less stable and less predictable than from
production-baes royalties”
MCMPR Minerals and Resource Taxation Report (p.34)
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3.4 ABARE Report: Non-Renewable Resource Taxation in Australia (2010)

The Australian Bureau of Agricultural and Resource Economics (ABARE) prepared a
submission for the 2008 review into Australia’s tax system (Australia’s Future Tax System
Review). The submission reviewed aspects of the taxation of Australia’s non-renewable
resources, including making comparisons between alternative resource taxation systems.

A number of observations and comments were made about the relative merits of the
different systems used both in Australia and overseas. In the context of the objective of
resource taxation, it was noted that:

“The economic rationale for resource taxation is based on the presence and size of
resource rents. In practice, resource rent is difficult to estimate and is often
approximated by the economic rent which is the excess profit or supernormal
profit earned in the market (equal to revenue less costs where costs include
normal profit or a ‘normal’ rate of return to capital). A resource tax is justified if
the resource rents are sufficiently large to outweigh associated administrative and
compliance costs.”

Non-Renewable Resource Taxation in Australia, ABARE, 2010 (p.2)

With respect to the use of royalty and excise based regimes:

“Globally, ad valorem and specific royalties have been the traditional mechanisms
applied by governments to collect resource revenue from mining projects.
However, output based royalties are inefficient and regressive — these options tend
to collect a higher share of resource rent for less profitable projects resulting in
negative distortions to private investment and production decisions. While the
government may collect royalty revenue throughout the production phase of a
resource project, there may be significant lost revenue opportunities under an
output based royalty, particularly during long periods of relatively high industry
profitability.”

Non-Renewable Resource Taxation in Australia, ABARE, 2010 (p.3)

The report also noted the differing criteria that are relevant in assessing resource taxation
options for investors and governments. For an investor, the criteria can be broadly
categorised as:
= Neutrality (investment decisions should not be distorted).
=  Project risk (taxation options may have significant impacts on individual projects and
profitability assessment).
= Sovereign risk or stability (changes in fiscal settings over the life of a project can
have a major impact on profitability).

From a government perspective, criteria encompass the following:
=  Flexibility (the flexibility of fiscal instruments to changes in market conditions).
=  Fiscal loss (the risk that the government doesn’t collect a minimum return — this can
in part be mitigated through a tax that is not responsive to market conditions,
however this can lead to reduced revenue flows in strong market conditions).
= Revenue delay (revenue can be delayed until such time as an investor has generated
a positive return on an investment).
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The above criteria are important insomuch as there is often a need to balance potentially
competing objectives. Notwithstanding these concerns, rent or profits based charges more
directly meet the objectives of industry and governments, and are less likely to discourage
future investment decisions.

The report also noted a number of conclusions drawn from a resource taxation conference
convened by the International Monetary Fund in 2008. Specifically, it was noted that:

“Output based royalties are inefficient and regressive — under an output based
royalty, government revenue varies with the volume of production (specific
royalty) or the value of production (ad valorem royalty) but does not vary with
project profitability. Under these options, a higher share of resource rent is
collected for less profitable projects resulting in negative distortions to private
investment and production decisions. For example, Hogan (2008) notes that an ad
valorem royalty, levied at a constant rate, overtaxes low profit projects and under
taxes high profit projects. Notably, some projects that were assessed to be
economic before tax will become uneconomic or unprofitable under an output
based royalty. While the government may collect royalty revenue throughout the
production phase of a resource project, there may be significant lost revenue
opportunities under an output based royalty, particularly during periods of
relatively high industry profitability.

Rent and income based taxes and royalties are efficient policy options that allow
the government to increase resource revenue during periods of high industry
profitability — rent or income based taxes ensure government revenue varies with
changes in economic conditions. Compared with the outcome under output based
royalties, rent and income based taxes and royalties reduce investor risk and
increase resource rent potential. For example, Land (2008, p.7) notes the ‘fiscal
flexibility using progressive taxation removes the need to renegotiate periodically
or override existing fiscal arrangements’ — under a progressive tax, a higher share
of resource rent is collected for more profitable projects. Daniel et al. (2008, p.13)
also note that ‘a system that responds flexibly to changes in circumstances may be
perceived as more stable’.”

Non-Renewable Resource Taxation in Australia, ABARE, 2010 (p.22)

3.5 Policy Transition Group Report — New Resource Taxation Arrangements

(2010)

On 2 July 2010, the Federal Government announced a range of new taxation arrangements
for the resources sector in Australia, including a decision to extend the PRRT regime to cover
exploration and production activities from state waters and onshore areas and the North
West Shelf project. This decision followed the release on 2 May 2010 of the Government’s
response to the recommendations of the review into Australia’s Future Tax System that was
chaired by the Secretary to the Treasury, Dr Ken Henry (the Henry Report).
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The Resource Super Profits Tax (RSPT)

On 2 May 2010, the Federal Government indicated an intention to introduce the so-called
resource super profits tax (RSPT). The RSPT was the subject of significant debate following
its release, with a strong focus being placed on a number of key parameters that had the
potential to both impose a significant retrospective tax change to projects in the mining and
petroleum sectors, and at the same time apply a tax that had design features far removed
from the commercial drivers that influence the decisions of investors in a globally
competitive resources sector.

For example, the RSPT proposed to remove the allowance for an investor to achieve a risk
adjusted return on investment (replacing it with an inadequate and risk free LTBR carry
forward rate), introduced the concept of depreciation (similar to income tax) rather than
allowing for the immediate and deductibility of costs, had numerous ill-defined concepts
(including transitional provisions and what constituted a ‘project’) and vaguely promised the
refundability of certain costs in a manner that was of limited use to producers.

In addition, the Henry proposal recommended the adoption of a cash bidding arrangement
for the allocation of exploration rights — this was seen as a better basis for collecting upfront
‘rent’. Subsequent to this proposal being released, the Federal Government has introduced
cash bidding for selected prospective and high value offshore acreage. To date, this process
has be unsuccessful in the awarding of acreage, and has failed to collect any revenue (or
rent).

The Henry Report was particularly critical about output based taxes, including making the
following comments:

“By contrast, output-based royalties discourage investment and production
because they are levied irrespective of the costs of production. Consequently,
investors receive a lower post-tax return from a more expensive operation because
costs are not recognised for tax purposes. This is particularly important for risky
projects. Output-based royalties can therefore result in some economically viable
projects not proceeding.”

K K ok K ok kK

“The use of output-based royalties or an income-based tax can be expected to
result in fewer discoveries, less output from discovered deposits and earlier closure
of projects than otherwise. Therefore, they erode the value of resources for the
community while still giving away a share of resource rent.”

Australia’s Future Tax System Report 2009 (p.222)

Overall, the RSPT model was highly theoretical in nature and fundamentally failed to
understand the concepts of risk and reward in terms of resource investment decisions and
the realities of global competition.
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Extension of PRRT

The Government revisited the RSPT proposal following widespread criticism of its details and
inadequately thought through likely impacts on current and future investments in the
resources industry. As a result of the review, it announced the introduction of a minerals
resource rent tax for iron ore and coal production, and the extension of PRRT for oil and gas
production.

To assist in implementing the decision, the Government established a Policy Transition
Group (PTG) to advise on the technical design and policy issues that needed to be addressed.
The PTG was headed by The Hon Martin Ferguson AM MP, Minister for Resources and
Energy, and Mr Don Argus AC.

The PTG undertook a comprehensive consultation process with a range of stakeholders
groups, including industry, major accounting firms and tax professionals. It received
numerous submissions. While operating under a limited time-frame, it presented a detailed
report that covered key matters relevant to the extension of the PRRT. One key
recommendation was the formation of an implementation group to further develop the
details of completing the PRRT transition process. The implementation group was made up
of representatives from industry, advisory firms and officers from Treasury, the Australian
Taxation Office and the Department of Resources, Energy and Tourism.

In terms of tax design guiding principles, it was noted that that the arrangements should
include or address the following:

= Be neutral across resources.

=  Minimise taxpayer uncertainty and compliance costs.

= Apply tax principles in a consistent fashion.

= Minimise incentives for tax avoidance and maintain the integrity of the tax base.

= The new arrangements should apply on a prospective basis.

=  Minimise unintended distortionary impacts.

Specifically in the context of PRRT, the PTG noted that:

“Consideration of the extension of the PRRT has been a markedly different exercise
to designing the MRRT, with the key challenge being to identify a minimal set of
changes to accommodate the transitioning projects within the existing PRRT.
Minimising change to the existing provisions is important to avoid creating
uncertainty or confusion over an established tax framework that is generally well
understood and considered to function well.”

Policy Transition Group Report 2010 (p.8)

While the report was primarily focused on design and implementation issues, the then
existing PRRT parameters were broadly seen as being effective and transitional provisions
were focused on maintaining the integrity of the underlying PRRT framework. The extended
regime was introduced with effect from 1 July 2012, following Parliamentary review and
debate.
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Section 4: Comments on the PRRT and the Core Provisions

“Many people believe that the only important characteristic of a tax is how much it
takes. This is far from true. The form of the tax may have extremely weighty effects in
encouraging some activities or discouraging others. It is easy to assume, as
governments often seem to have done in meeting the question of taxing mining
companies, that there is a simple dilemma between heavy taxation, which discourages
mining, and light taxation, which yields little in the way of revenue. On the contrary,
provided that the form of the tax regime is chosen prudently, it is possible to improve
the trade-off considerably...”

Ross Garnaut, 1983

This section of the submission seeks to respond to assertions made about the operation of
the PRRT, provide commentary on a range of issues associated with the appropriateness of
using a profits based regime as the primary resource taxation for Australia and the case for
the retention of the existing core provisions of the PRRT regime.

4.1 General Comments

Tax Payments from Petroleum Projects

Commentary was provided in Section 2 in relation to the factors that are relevant in
determining the level of PRRT paid by individual companies. These factors can include:
= Qil and gas prices
= Exchange rate movements
= The level of production
= The output mix — oil, gas or the combination of products
= Expenditure — exploration, development, production and closing down
= Regulatory processes and obligations that impact on the timing and level of
production (including lags between when funds are outlaid and when production
commences)
= The quantum of creditable resource tax payments
= Time frames for undertaking projects

For petroleum resources to yield any return to the community, the fiscal conditions need to
be conducive to bringing them to market. It is essential that the fiscal arrangements are
sensitive to level of returns available for oil and gas investments and that certainty is
provided as to how such investments are treated for tax purposes.

The level and mix of total tax paid by individual oil and gas projects will be determined by a
range of factors. For example, the economics of gas projects are generally different to oil
developments, with higher capital and operating costs and flatter production profiles. Oil
projects can see the bulk of the reserves from a field or reservoir developed in the early
years of a project life, while gas projects are often characterised by a slow ramp-up in
production and more constant levels of production over a project life. This impacts on
project economics and the likely mix of payments between resource taxes and company tax.
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In 2007, APPEA released a detailed report that sought to identify the opportunities and
challenges facing the industry with a view to promoting growth opportunities. The report
was titled ‘Platform for Prosperity — Australian Upstream Oil and Gas Industry Strategy’ and
included long term projections about the possible taxation contributions from LNG projects.

The conclusion of the modelling was that the vast bulk of tax that would be paid by such
projects would be through corporate taxation (up to 90 per cent of the total tax take), in
large part due to the profits based nature of the PRRT regime and the modest returns
generated by LNG projects.

Such an outcome was not surprising and is generally recognised by the industry as the norm
for gas projects. It also demonstrates the strength of PRRT, insomuch as the regime does
not impede the timely development of gas resources.

Application of PRRT to Gas Projects

There have been views expressed by some observers that the PRRT regime was not intended
to cover gas developments — this is simply incorrect and is not supported by the facts. The
PRRT was designed to capture all oil and gas production, as referenced by the list of what
represents a marketable petroleum commodity under the legislation (which includes a
specific reference to sales gas).

Joint oil and gas developments have been treated as a single project for PRRT purposes as
early as the decision to extend the regime to cover the Bass Strait project. The 1990 and
1992 reviews outlined in Section 3 of this submission both indicated the clear intention for
the regime to cover oil and gas. In addition, as early as 1992, material presented by the ATO
at an APEA Taxation Seminar raised the issue of how LNG projects were to be treated for
PRRT purposes in the context of what represents a marketable petroleum commodity and
the non-deductibility of LNG related processing costs.

There were no suggestions in any consultations or discussions that took place between the
industry and government stakeholders during the negotiation of the gas transfer price
provisions that the regime was either not intended or incapable of covering gas projects.
Indeed amendments were made to the Act in 2001 to specifically address a technical issue
that had the potential to cause anomalous outcomes following the announcement of the gas
transfer price methodology.

As further evidence, the treatment of onshore gas to liquids projects was a detailed theme
of discussions as part of the decision to extend the regime onshore from 1 July 2012.

In summary, the continued suggestion that PRRT is not intended to apply to gas production
is rejected and seemingly represents a case of ideology over facts.

Quantum of PRRT Deductible Expenditure
Recent attention has been placed on the level of deductible expenditure that exists under

the PRRT regime. Much of this commentary has been led by the industry’s critics and some
sections of the media. It is both ill-informed and fails to acknowledge the significant costs
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incurred by the industry, the impact of the fall in prices and what the data actually

measures.

The ATO publishes a range of taxation statistics covering the majority of taxes that are
administered by the agency. Included in the data published are details on assessable

receipts and deductible expenditure for PRRT purposes. A summary of the data for selected

years is outlined below.

Table 2: Taxation Statistics — PRRT (Sm)

2010-11 2012-13 2014-15
PRRT returns (number) 71 155 149
Assessable Receipts 12,049 26,326 25,524
Class 2 General Expenditure 15,062 63,276 94,820
Class 2 Exploration Expenditure 1,648 5,550 10,402
Resource Tax Expenditure Na 6,241 5,942
Acquired Exploration Expenditure Na 8,388 13,612
Starting Base Expenditure Na 65,878 84,077
Carry Forward Expenditure 9,362 128,008 187,554
Taxable Profits 2,618 3,174 2,996
PRRT Paid 1,047 1,269 1,198

Source: Australian Taxation Office

It is clear from an informed reading of the data contained in the table that an important
reason for the increase in deductions is as a direct result of the decision to extend the
regime onshore and to the North West Shelf project. For the year 2014-15, nearly 50 per
cent of the total carry forward expenditure related to starting base expenditure, while a
large percentage of general expenditure will also be directly related to onshore deductions.
These expenditures are not transferable to other projects held by a taxpayer.

In terms of deductions that relate to onshore projects and North West Shelf project, the
retention of the existing royalty and production excise regimes means that these taxes will
remain the primary resource taxes for these projects. PRRT was never intended to be the
primary resource taxing tool for these projects. This has been recognised on a number of
occasions, including the following:

“There are numerous reasons the effects of extending the PRRT on Australian
Government revenue are unknown and why any attempt to forecast revenue,
especially over the long term would, at this stage, be speculative. The Australian
Government will incur both revenue gains and losses. On the one hand, the
Government will gain PRRT revenue from extending the PRRT to the North West
Shelf and onshore projects. On the other hand, projects to which the PRRT will
extend will continue to be subject to excise but the excise paid will be credited
against the PRRT. The net effect on revenue is unknown.
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A second reason long-term revenue effects are unknowable is that future
developments in the shale oil and coal seam gas industries—both of which will be
subject to the PRRT—are uncertain. The decision to establish an Independent
Expert Scientific Committee to advise governments about the consequences for
water resources of coal seam gas and large coal mining developments has added
to this uncertainty.

Thirdly, the response of the states to the extension of the PRRT is unclear. Onshore
projects are subject to state royalties. Under the Bill, resource tax expenditure—
Commonwealth and state—will be deductible expenditure in certain
circumstances. Deductibility provides the states with an incentive to increase
petroleum and gas royalties.

Finally, revenue depends on the trajectory of future oil and gas prices and project
costs that are uncertain.”
Parliamentary Library, 22 December 2011 (p.8)

In addition, the following was noted in a Parliamentary report that addressed aspects of the
legislation to extend the PRRT.

“During informal discussions with industry, it appears that the amendments to the
PRRT are less significant than the other Bills in the package because:
= the PRRT is already well known to industry; and
= the North West Shelf is unlikely to pay significant amounts of PRRT
because the amount of royalties and excise paid will be taken into account
in calculating PRRT. These royalties and excise are sufficiently high so as to
preclude the PRRT being paid for these projects.
House of Representatives Report on the MRRT and related Bills, 2011 (p16-17)

In addition, the regimes critics often make reference to the large amounts of exploration
expenditure. Again, this is not supported by the facts, with exploration expenditure
accounting for a relatively small proportion of total deductible expenditure.

Overall, the lack of understanding and an inaccurate representation by some parties of the

data published by the ATO in relation to the levels of deductible expenditure undermines the
claims made by some industry critics and opponents of the PRRT.

4.2 20 December 2016 Treasury Issues Note

Dr Kraal said one way for the Australian people to get a return on their own assets, the
natural gas, is for the Federal Government to levy a royalty at the start of production.

"That is one option, another one is to use the status quo as the benchmark, then you would
compare that benchmark against the current tax system," she said.

"Another is maybe a combination of a royalty with the PRRT, or a royalty and company tax
alone.

"Or just totally redesign the PRRT with some measure of a royalty system in there.
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"The gas belongs to the people, how long should they wait before they see a return on their
own goods?"
Dr Diane Kraal, 30 November 2016

APPEA understands that the Issues Note that was released on 20 December 2016 was
intended to provide a snapshot of stakeholder commentary about petroleum resource
taxation in Australia with a view to highlighting issues that interested parties may wish to
focus upon in terms of the preparation of submissions to the review. The Note raises a
number of important matters that are discussed in more detail in this submission, however
APPEA would like to take the opportunity to formally respond to a number of comments
that we consider to be either misleading or factually incorrect.

=  General Comments

The economic and market circumstances the industry experiences has a significant impact
on actual and projected PRRT collections. APPEA is of the view that the PRRT is operating in
a manner that is entirely consistent with its design principles, and that the current
projections reflect an outcome that is consistent with a period of very low prices, high
project expenditures, the point in the production cycle of many large projects and a fall in
petroleum liquids production in Australia.

The deductibility of expenditures is not an issue that affects the Review’s terms of reference.
The Issues Note is generally silent in commenting on the ATO’s performance in monitoring
and enforcing compliance with the legislation. This is regrettable as it is a criticism raised
about the operation of the regime that is not supported by the facts. For example, the ATO
has been successful in pursuing a number of important cases (reference the Woodside, Esso
and ZZGN cases), conducts ongoing risk reviews and audits, conducts industry forums and is
aware of topical and matters of importance to the industry. The industry experience is that
the ATO has expanded both the number of resources and depth of industry experience in
the context of administering PRRT. Any perceived lack of transparency should not be
confused with a lack of compliance activity.

= Specific Comments
The Revenue Raised from Oil and Gas Extraction Is Declining (p.6)

As indicated earlier in this submission, care should be taken to distinguish deductible
expenditure in relation to offshore projects from the deductible expenditure of onshore
projects. As a result of extending PRRT to onshore projects, there are significant transitional
expenditures included in “starting base,” where the book value or the market value
approach was chosen, and in “general expenditure” where the look-back approach was
chosen.

For example, where the look-back approach was chosen, expenditure incurred between 1
July 2002 and 30 June 2012 is included as general expenditure. Whilst this will reduce any
onshore PRRT otherwise collected, the collections from onshore PRRT (and the North West
Shelf project) must be considered separately from offshore due to the onshore projects
being subject to petroleum royalties and production excise before determining the PRRT
position.
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Factors Influencing Revenue Collection (p.7)

Foreign exchange rates also are an influence, affecting the Australian dollar value of oil
linked revenue and the costs of project construction. Collections from taxpayers adopting a
foreign currency will also be affected when the tax payable is converted to Australian
dollars.

In addition, the Explanatory Memorandum to the legislation that gave effect to the extended
PRRT noted that:

“The revenue impact of the PRRT extension is unquantifiable, but it is unlikely to
give rise to significant collections over the forward estimates. A key feature of the
Main Bill is that transitioning projects are entitled to a starting base to shield a
company'’s historical investments and prevent the retrospective application of the
extended PRRT. These transitional arrangements are the key reason why revenue
is not expected to be collected from this measure over the forward estimates.”

In addition to the above, resource taxation payments are also rebateable against a future
PRRT liability on a project by project basis to avoid the imposition of double taxation.

Carry Forward Losses and Uplift Rates (p.9)

It is important to understand that these uplift rates are a key element of the conceptual
model designed by Garnaut and Clunies Ross and are used to determine the rent generated
by the project. This is a key object and intentional design feature of the tax.

The Australia’s Future Tax System Review (p.10)

The uplift rates are essential to measure the rent generated from each project. Investors
should not be paying PRRT until rent is generated. Unless the risk returns that measure the
rent are used to uplift undeducted expenditure, then investors will be paying PRRT before
rent is earned.

The risk of not being able to utilise the value of a tax deduction to which the AFTSR report
referred has some similarity to the risk used to determine the rent. It relates to the project
and not to a simple time value of money or bond rate reflecting a company’s overall
activities which may include non-PRRT activities or a range of PRRT projects at various stages
of development and therefore risk. It must reflect the particular project.

Comments Attributable to Dr Craig Emerson (p.9)

The modification to the regime passed by the Government in the mid-2000s was, on APPEA’s
analysis, limited to the former frontier exploration incentive. The frontier exploration
incentive provided an additional fifty per cent deduction for exploration from designated
frontier areas between 2004 and 2009. The concession has been discontinued and has no
enduring impact on the integrity of the PRRT regime.

Comments Attributed to Mr Ken Willett — ACIL Tasman 2012 (p.10)
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APPEA fundamentally rejects this comment. All practical experience would reject the purely
theoretical view that the timing of generating revenue and incurring expenditure is
manipulated to achieve better augmentation outcomes. Whilst petroleum projects are
generally analysed on an after-tax basis, in practice there are more fundamental drivers of
project schedule such as capital allocation amongst competing projects of an organisation,
corporate strategies on reserves recognition, production and sales, engineering and
construction logistics and marketing strategies and opportunities that over-ride any
consideration of timing being driven by augmentation. Mr Willett’s views do not seem to be
supported by evidence.

The different rates on exploration augmentation arise because exploration expenditure
incurred more than five years from a production licence is augmented at the GDP deflator.
What the rate needs to measure is the rent being generated from the project, which in turn
will reflect the risk undertaken by investors in a project. APPEA has previously raised with
governments concerns about the GDP factor rate. Arguably, the PRRT system needs to
adopt a common rate for all projects to provide certainty and simplicity. The use of a
common rate does not indicate arbitrary selection. It is also the case that when incurring
exploration, one of the risks is the time between discovery and an application for a
production licence. This time is a function of the success of an initial discovery and the need
to conduct additional exploration before sufficient certainty over the risks involved is
obtained to make an investment decision. These time lags are not known when exploration
commences.

In the final draft of the ACIL Tasman report (noting the report addressed exploration policy
in Australia), a lengthy discussion was provided in relation to the relatively merits of the
resource and company tax provisions, including in the context of the recommendations of
the 2009 Henry Tax Report and the subsequent decision of the Government to abandon the
Henry proposals and extend the coverage of the PRRT regime. The discussion focuses on the
theoretical purity of a cash flow based tax with full offsets for losses, but recognised the
challenges of adopting such a model. The author noted the following in a draft provided to
APPEA for comment:

“...the petroleum resource rent tax is clearly superior to the company income tax
system, and vastly superior to ad valorem, specific and hybrid ad valorem-specific
royalty/regimes in terms of efficiency.” (p.187)

“The United States and Australia ad valorem royalty and the Australian crude oil
excise regimes ignores all costs upstream from the taxing point, and therefore, tax
returns to all upstream inputs. These regimes tax poor outcomes relatively much
more than superior outcomes. They effectively subsidise superior outcomes,
because they capture a relatively small proportion of the resource rent. As a
result, such systems increase the riskiness of cash flows to mining enterprises,
discouraging exploration and other investments in relatively risky mining
activities.” (p.188)
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Comments from the Policy Transition Group — Incurring of Expenditure (p.10)

Subsequent to the PTG report, the Federal Court made findings in Esso Australia Resources
Pty Ltd v Commissioner of Taxation [2012] FCAFC 5 which resulted in the enactment of the
Tax Laws Amendment (2013 Measures No. 2) Act 2013. This Act largely dealt with the
deficiencies of the PRRT Act with which the PTG were concerned.

PTG Comments — PRRT Meaning of Exploration (p.10)

Subsequent to the PTG report, the ATO has conducted extensive consultation with industry
and issued Taxation Ruling TR 2014/9 on the meaning of exploration for PRRT purposes
which reflected the current case law and provides a more limited definition for PRRT
purposes than for income tax purposes.

Professor Michael Crommelin, University of Melbourne on the Starting Base (p.12)

This commentary is directed principally at MRRT and in any event, deals with the difficult,
but discrete and not-ongoing issue of providing transitional relief for the retrospective
introduction of a new tax, which in the case of PRRT was imposed in addition to the existing
royalties and production excise. Whilst relief is provided for royalties and production excise
in the determination of PRRT, onshore projects continue to be subject to output-based
royalties and production excise which can act to discourage investments.

Growth in New Projects and Falling Revenue (p.13)

This represents the point in the cycle of these projects, constructed at significant cost, in the
early stages of a long production life over which the investment is recovered and in a time of
low commodity prices. This lack of revenue reflects the operation of PRRT in accordance
with its intended design.

Dr Diane Kraal, Monash University on the Design of the Regime (p.13)

The PRRT model seeks to measure and tax the rent generated from a project. The fact that
gas is less profitable than oil reflects the reduced rent generated from gas rather than the
inappropriate nature of a resource rent tax approach to generate a community return. The
resource rent tax approach overcomes the limitations of output-based taxes and charges.
The community is also deriving a return as a consequence of firms risking significant
amounts of capital in projects that deliver growth from investment in construction,
operation, export earnings and the payment of corporate tax. In addition, the return the
community requires should also consider that the remote, technically demanding location of
resources, the capital required (including from alternative investments proposals) and the
long lead times for investment returns reduces the intrinsic value of the resources for
secondary taxation purposes.

APPEA assumes that an output based model is Dr Kraal’s preferred regime for these types of
projects, with a preference for revenue collection over economic efficiency. Itis also
worthwhile noting the experience with respect to the application of petroleum royalties for
some integrated gas to liquids projects onshore has been one of complexity due to royalties
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being applied on a wellhead value basis. The PRRT has the considerable advantage of being
assessed on a project basis.

The Western Australian Government — Treatment of FLNG (p.14)

Much of the discussion on PRRT in the quoted Report is directed at tensions between the
federal and state revenues and it is not clear how the recommendation relates to the
findings and text. The report notes: “FLNG projects represent a major benefit to the federal
government. The lack of any onshore development means a much lower capital expenditure
for the project. This results in higher profits, and, therefore, higher taxes, produced more
quickly.” (paragraph 9.23). Arguably, the lower capital costs and flexibility of floating LNG
will facilitate investment in the project that may not otherwise occur and produce a
significant flow of PRRT.

Issues arise on the allocation of FLNG costs between the PRRT project and downstream
operations, however this is simply an apportionment issue that does not affect the efficacy
of the PRRT regime. This can be accommodated within the current provisions.

The Australia’s Future Tax System Review — Gas Transfer Pricing Methodology (p.14)

The design of the gas transfer price regulations was the subject of detailed discussion and
independent studies, in particular in respect of the rate of return and the split between the
upstream and downstream phases. The capital allowance is not arbitrary — a single rate of
general application provides benefits of certainty and simplicity which is important in
providing confidence on planning models.

Dr Diane Kraal - Transparency in how GTP Methodology is Applied (p.14)

The operation of the gas transfer price methodology is set out in significant detail in the
Regulations and explanatory statements. In addition, the ATO understands the significance
of the gas transfer price to PRRT liabilities and is able to thoroughly review calculations.

Dr Kraal stated “l am advocating for a GTPM review that would require liaison with the
Australian Taxation Office and corporate tax units to prepare a comparison of the current
myriad of GTPM interpretations as provided for in the PRRT Regulations.” This, together
with a call for greater transparency, say nothing about the appropriateness of the gas
transfer price methodology. The ATO and taxpayers do engage in a review of the application
of the gas transfer price regulations.

4.3 Australian Fiscal Regime in a Global Context

"Comparing Qatar and Australian LNG taxes, and concluding Australia is not getting as much as it
could, is akin to comparing a Landcruiser and Ferrari and concluding the Landcruiser isn't going as fast
as it could,"

Saul Kavonic, Wood Mackenzie — Australian Financial Review, 1 December 2016.

Considerable media attention has recently been given to comparing Australia’s fiscal regime
to those applicable in other petroleum producing countries. This has been demonstrated by
the incorporation of material in the published Issues Note quoting a report from the
International Transport Workers’ Federation. In addition, APPEA understands that the Tax
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Justice Network has written to a number of senior parliamentarians raising concerns with
the forecast level of PRRT payments and making claims about the way the PRRT regime
operates. Itis essential that a debate of this importance be undertaken on a factual basis.

Rather than responding to individual issues, we have sought the input of Wood Mackenzie
about key aspects of the fiscal framework that applies in Australia compared with other gas
producing countries. A snapshot of the findings are outlined below, with the full report at
Attachment 3.

Comparing Global LNG Projects

Wood Mackenzie notes that LNG developments represent some of the longest time horizon
projects for companies, requiring substantial upfront capital investments. Many global
projects have been producing for a number of years, while others are still under
construction. The economics of LNG projects (including company returns and government
revenues) are dictated by the performance of several stages in the production chain, ranging
from the recovery of petroleum resources, to liquefaction and transportation.

The split of project profits between the host government and the investor is a function of
the fiscal regime that is in place. A number of examples are provided in the report for

comparative purposes.

Table 3: Project Returns and Estimated Profit Splits

Gorgon (Australia) | Qatargas-4 (Qatar)

Internal Rate of Return (post-tax full cycle) 7.0% 32.5%
On-stream Date 2016 2011
Government Share of Profits 44% 58%
Government Share (including equity) 44% 87%
Total Lifetime Capex (2016 real) $97bn S7bn

APLNG (Australia)

PNG LNG (PNG)

Internal Rate of Return (post-tax full cycle) 7.3% 12.6%
On-stream Date 2016 2014
Government Share of Profits 44% 33%
Government Share (including equity) 44% 47%
Total Lifetime Capex (2016 real) S44bn $25bn

Source: Wood Mackenzie 2017

The Australian projects (Gorgon — Offshore, APLNG — Onshore) are high cost compared to
peer projects overseas. In addition, project profitability, based on internal rates of return,
are considerably lower for the Australian projects.

The Tax Justice Network has used project revenues as a simplified basis for comparing tax
contributions for projects from different countries. This methodology is fundamentally
flawed, as it implicitly assumes turnover is a proxy for profitability or capacity to pay. The
failure of this approach is clear when a comparison of unit costs of production are made
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between projects. Australian projects are significantly more expensive to operate compared
with overseas competitor, a fact that is demonstrated by the slide below.

Comparison of LNG project revenues and costs on a US$/mmbtu
basis

LNG Project Comparison: Project Revenue versus costs per mmbtu, over Life of Project

US$/mmbtu

Prelude FLNG PNGLNG Qatargas 4 Greater Australia. MLNG Train 9 Rasgas Moz Area 1 Snohvit  Yamal LNG
Gorgon Pacific

& Oil Revenue #Gas Revenus = Doy Costs mUpstream Costs

Reflecting historic prices as received, and a flat real (2016) $80 oil price over the future life of the project, certain LNG
projects capture a higher revenue per unit than other global projects. This is normally due to liquids components as
well as the indexation of Sales and Purchase Agreements for the LNG output, specific to every project. Recent projects
in Australia are costly due to their large greenfield nature and high cost inflation in the supply chain.

o

» Mackenzie

A Verisk Analytics Business

Source: Wood Mackenzie 2017

Overall, Australian LNG costs leave a smaller share of the profit to be split between the
investor and government.

Government Share from LNG Projects

Comparisons of government revenue shares for the sample projects indicate the main
differences are in the timing of payments, recognising differences in the taxation structures
and the project cost profiles. The report notes the differences in the nature of global fiscal
terms, with fiscal regimes being broadly divided into revenue, expenditure or profits based
in nature. The type (and therefore the impact) of individual taxes will determine whether
they are regressive or progressive in nature. This is consistent with the reviews undertaken
since the inception of the PRRT regime, which have consistently highlighted the efficiency
and progressive nature of PRRT.
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Progressive fiscal terms generate more government share as project
profitability increases

Government Share Levels with changing Project Profitability
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The level of the governments share will differ on a project by project basis over the life of
individual projects, hence a one year comparison is not representative.

With a progressive fiscal regime like PRRT, along with the absolute
government revenue, the share government claims of the profit also
increases with price increases
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Other Findings
Fiscal responses of governments

The responses of different governments to the significant fall in oil and gas prices in 2014
has varied. Some sought to make their fiscal regime as attractive as possible, while others
sought to increase their share of the remaining profits from projects. Some terms were only
modified for the newly issued licences. There were a variety of responses in the Americas; in
Europe, only Russia increased its government share; while in Asia, some governments
lowered their share with a view to attracting increased investment. Australia has remained
broadly stable.

Offshore Oil Projects
Wood Mackenzie also analysed the fiscal terms applicable to offshore oil discoveries, noting

that Australia’s terms are both broadly competitive.

4.4 Comments on Key PRRT Provisions

“It is an ambitious step in a long-term reform agenda that will provide all Australian oil and gas
projects with a certain and consistent tax regime that takes account of the varying circumstances and
profitability of individual projects.”

“The bill before the House extends this efficient profit based tax to onshore oil and gas, including the
growing onshore coal seam gas industry, while ensuring that the long-term attractiveness of
investment in Australian oil and gas extraction is not impaired.

It was true back in 1987 and it is true now. | quote Hansard back when the PRRT was first introduced:
‘Petroleum resources are, in their most basic sense, community property and the government believes
that the community as a whole should share in the potentially high returns from the exploitation of

these scare, non-renewable resources.

The government believes that a resource rent tax related to achieved profits is a more efficient and
equitable secondary taxation regime....

In contrast to production-based secondary tax regimes, the petroleum resource rent tax will be
payable only in respect of projects earning a high rate of return on outlays’”

Second Reading Speech, Extension of the PRRT Regime
The Hon Bill Shorten MP, Assistant Treasurer — November 2011

The discussion that follows seeks to focus on a number of specific provisions relevant to the
effective operation of PRRT, with a view to demonstrating that the regime is operating as
intended and that it remains fit for purpose in a globally competitive oil and gas industry.

While there are many provisions contained in the legislation that are important in
determining a taxation liability, the settings discussed below are often the subject of specific
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attention and as such, warrant both an explanation for their existence and commentary on
why they are important for a well-functioning profits based regime.

Guiding Principles

Overall, the petroleum taxation framework must attempt to balance a variety of objectives,
ranging from the creation of an environment that does not discourage investment to
ensuring that the community is adequately remunerated for the use of its scarce resources.
Governments cannot expect industry to invest where rewards are inadequate, while the
industry cannot assume that all rewards will accrue to investors.

The Explanatory Memorandum to the Bill extending the regime to onshore areas and the
North West Shelf project noted that:

“1.3 The tax is designed to ensure that the Australian community receives an
appropriate return from the development of its non-renewable petroleum
resources located offshore. At the same time, it provides companies with
an incentive to explore and develop resources by allowing a return to
companies commensurate with the risks involved in petroleum exploration
and development.

14 Unlike royalty and excise regimes, the PRRT applies to the profits derived
from a petroleum project and not the volume or value of the petroleum
produced. Through providing deductions for all allowable expenditure
(whether capital or revenue in nature), together with uplifts for carry
forward expenditure, the PRRT taxes the economic rent generated from a
petroleum project.”

A stable, fair and responsive taxation regime is essential in for planning and decision making
processes. It represents one of the few factors under the direct control of governments. It
is essential that both governments (on behalf of the community) and the industry take a
long term view in the formulation of a coherent, equitable and robust secondary taxation
structure. APPEA has emphasised in the past that without a fiscal regime that encourages
both exploration and development activity, the benefits that can accrue will be not be
maximised and indeed may be lost.

The success of the PRRT regime in assisting the nation to meet its broader energy policy and
national income objectives must be viewed in a context that is much wider than secondary
taxation collections alone. The then Minister for Resources and Energy made the following
statement at the 1986 APEA Conference:

“The resource rent tax, on ‘greenfields’ offshore production, has been designed to
shift the focus of taxation from the quantity and value of petroleum produced, as
is the case with excise and royalty, to project profitability.

Because it is profit related, the system will continue to encourage the development
of marginal, relatively low profit petroleum resources even when oil prices are
low.....A taxation system which encourages the development of marginal fields will
continue to provide encouragement and incentive to explorers.
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Risk sharing between governments and industry must form the foundation for policy
development in the petroleum exploration and development process. Without a recognition
that risk must be shared, any policy framework will place an undue burden on one party in
the overall process. While the risk may not be borne equally by all parties, it is essential that
it is acknowledged and incorporated in policy settings.

It has been suggested by some observers that the PRRT does not work effectively for gas
production and therefore a different system should apply that imposes a liability earlier in
the production life of projects. Such a view demonstrates a lack of understanding of the
design features of the PRRT regime. Specifically:

= Akey objective of PRRT is to encourage investment

=  PRRT was designed to apply to all petroleum production (oil and gas).

= Different projects have different levels of profitability

= |nvestors should be expected to earn a return on invested funds prior to the

imposition of a tax liability under a profits based system

When PRRT becomes payable, the effective tax rate, in combination with company tax, can
be as high as 58 cents in every dollar. It remains of concern to the industry that critics are
supportive of the PRRT regime at times when a tax liability is incurred, however are willing to
have a different position when projects are confronted with low commodity prices or prior
to generating a return on invested funds.

Threshold (Augmentation) Rates

“The reward required for the investment of capital must be treated as part of the cost of a project for
purposes of determining the economic rent. The required reward is called the ‘supply price of the
investment’. Since the cost of investment per unit is the cost of time, the supply price of the
investment is often measured by the discount rate or interest rate for time which investor applies to
future expected cash flows when assessing whether or not a project has a positive present value (and
hence is worth undertaking).

The supply price of the investment, at least under competitive conditions, will not be less that the
interest rate on riskless borrowing, but those who venture the capital on a mine will require an
additional reward for the risk that they accept (since the risk naturally adds to the cost of the time for
which they tie up their capital).”

Garnaut & Clunies-Ross, “Taxation of Minerals Rents”, 1983, p.4

A key design feature of the PRRT regime is the principle that the risk borne by an investor
should be reflected in the calculation of a taxpayer’s tax liability. As the regime does not
have the full design features of a Brown Tax, where full and immediate tax offsets exist to
share the risk between the industry and the community, the augmentation rates are critical
to the efficient operation of the tax.

This was recognised as early as 1983 in the Federal Government’s discussion paper that
sought to underpin discussions on the implementation of the regime. In discussing the
question of risk, the following observation was made:

“21. One means of attempting to take account of this risk would be to
provide a loading for it in the threshold rate. In principle, this could involve either
a single loading for all petroleum projects or different thresholds to take account
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of different risks among projects or categories of expenditure. In practice,
however, there are very significant difficulties in attempting to devise an objective
test of the degrees of risk inherent in different projects or categories of
expenditure and in translating such tests into particular threshold loadings. If an
attempt were to be made to allow for the risk of having unrecouped expenditures
through loading of the threshold rate, a uniform loading is clearly more straight
forward than differential loadings.

22. The setting of the threshold and tax rates to apply to income above the
threshold, will have implications not only for government revenues but also for
investors’ incentives. So far as the latter are concerned, the Government
appreciates the need for after tax returns to be sufficiently high to justify the risks
associated with petroleum exploration and development. An acceptable balance
needs to be struck between these considerations. If the threshold rate were set
too high, revenue would suffer because fewer projects would be taxable, and/or
the consequent tax rate required to raise sufficient revenue would provide an
incentive to over-invest in taxable projects. If the threshold rate were set too low,
less profitable projects are likely to be deterred.”

Discussion Paper on RRT in the Petroleum Sector, 1983 (p.5)

In 1984, when the final design features of the regime were announced, the Treasurer and
Minister for Resources indicated that:

“The Government has given further consideration to the threshold and tax rate in
the light of strong representations made by the industry. It has decided that the
threshold should be set at the long-term bond rate (currently about 14 per cent)
plus 15 percentage points. The tax rate is to be set at 40 per cent.

The linking of the threshold rate to movements in the Commonwealth long-term
bond rate is intended to allow automatically for changes in inflation and
movements in real interest rates.

The threshold and the tax rate have been set at levels which, in the Government’s
view, represent a reasonable balance between revenue and oil exploration
objectives.”
Joint Press Statement, Treasurer and the Minister for Resources and Energy
27 June 1984

The augmentation rates are not solely designed to keep expenditures constant in real terms.
They are also designed to reflect the risk of the relevant activity that is undertaken by the
investor. Such a distinction was misunderstood and represented one of the fundamental
design flaws in the proposed resource super profits tax.

In 2010, Ross Garnaut, while recognising the theoretical basis of the design features of the
RSPT (which was in part based on a modified version of a Brown Tax), highlighted a range of
issues that would diminish its attractiveness to both government and industry. Commenting
on a Brown Tax, Garnaut noted the following based on his work in 1983 with Anthony
Clunies Ross:
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“A disadvantage of the Brown Tax (BT) is that... it entails the greatest risk to the
government. On a very large project, this risk might be unacceptable... subsidising
a project for making losses might also be difficult to “sell” politically, even though
the subsidies would not in principle convert the losses into gains for the investor...
A final possible disadvantage is on grounds of stability of the fiscal regime, as seen
by the investor. It may be difficult for investors to be completely confident that
subsidies to future capital outlays will continue to be paid at some very high rate.
Thus investors may just possibly react to a BT system as one involving greater risk
or a higher expected tax burden than its formal character justifies.”

A strength of PRRT continues to be its recognition of risk (at the exploration, development
and production stages of the investment cycle via the augmentation provisions), together
with the balance it provides in terms of efficiency and not acting as an impediment to the
development of marginal resources. Overall, the community is able to share in the benefits
of petroleum activities, without having to carry the risks of incurring significant costs or
providing full tax offsets.

Types of Expenditure — Operation of the Augmentation Rates

Where a person’s eligible real expenditure in relation to a project exceeds their assessable
receipts in a year, the excess is ‘carried forward’ and augmented on a yearly basis until it can
be absorbed against assessable receipts from the project, or if eligible, transferred to
another project.

The uplift rate applied to augment undeducted expenditure depends on the nature of the
expenditure and the time at which it is incurred. Outlined below are the classes of
deductible expenditures.

Exploration Expenditure incurred prior to 30 June 1990
= (Class 1 ABR Exploration Expenditure (LTBR plus 15 percentage points)
= (Class 1 GDP Factor Expenditure (GDP Factor Rate)
Exploration Expenditure incurred from 1 July 1990
=  (Class 2 ABR Exploration Expenditure (LTBR plus 15 percentage points)
= (Class 2 GDP Factor Expenditure (GDP Factor Rate)
(Note Class 2 expenditure can be transferred to another petroleum project)
General Project Expenditure incurred prior to 1 July 1990
= (Class 1 ABR General Expenditure (LTBR plus 15 percentage points)
= (Class 1 GDP Factor Expenditure (GDP Factor Rate)
General Project Expenditure incurred from 1 July 1990 onwards
= (Class 2 ABR General Expenditure (LTBR plus 5 percentage points)
= (Class 1 GDP Factor Expenditure (GDP Factor Rate)
(Note General Project Expenditure is not transferable to another petroleum project)
Closing Down Expenditure
= Closing down expenditure is not uplifted — instead, a taxpayer may be entitled to a
tax credit. (It is not transferable between petroleum projects).
Resource Tax Expenditure
=  Amounts are ‘grossed-up’ and augmented at LTBR plus 5 percentage points. (It is
not transferable between petroleum projects).
Starting Base Expenditure
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= Subject to the election of a starting base for an onshore project or the North West
Shelf. Amounts are augmented at LTBR plus 5 percentage points. (It is not
transferable between petroleum projects).

Acquired Exploration Expenditure

=  Relates to the exploration component of the cost of acquiring an interest in a
petroleum project, exploration permit or retention lease between 1 July 2007 and 2
May 2010. For the five years of tax between 30 June 2010 and 30 June 2014, the
uplift rate is LTBR plus 15 percentage points. For all years starting 1 July 2014, the
uplift is LTBR plus 5 percentage points. (It is not transferable between petroleum
projects).

The movement in the respective augmentation rates is depicted in Chart X. Consistent with
the broader movement in interest rates, there has been a steady fall since PRRT was first
introduced in the mid 1980’s.

Chart 15: PRRT Augmentation Rates
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Source: Australian Taxation Office
The different rates reflect the different levels of risk associated with the different phases in
the life cycle of a petroleum project.

Petroleum exploration is high risk in nature and is subject to different compounding rates
depending on when it is incurred and when it is deducted. The applicable rate is either the
long term bond rate plus 15 percentage points or the GDP factor rate. The five year rule that
determines when expenditure moves from the higher rate to the GDP factor rate was
modified in 1998 in recognition of the significant time lags that exist between incurring
exploration costs and being granted a production licence. Many of the time delays are
outside the control of an investor.

Originally, the five year rule was based on the granting of a production licence, however the
rule was amended effective from 23 December 1998. Projects that applied for a production
licence after 23 December 1998 measure the five year period from the date of notification
from the Designated Authority that sufficient information has been received to determine an
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application for a production licence. Much of the undeducted exploration expenditure that
is carried forward under the regime incurs the lower (GDP factor) compounding rate.

The carry forward rate that applies to undeducted general project costs is another crucial
parameter in the PRRT framework, as it has a significant impact on when a PRRT liability is
first incurred for a developed project. The rate was originally set at the long term bond rate
plus 15 percentage points when the regime was originally introduce in 1987, however this
was significantly reduced in 1991 to the LTBR plus 5 percentage points. In a statement to
Parliament announcing the reduction in the rate, the Minister for Resources noted that:

“The reduction in the premium reflected the significant benefits to industry that
derived from the introduction of the company-wide deductibility for exploration,
and relative risks of the different stages of a petroleum project.

The carry forward rates and the tax rate for the PRRT are part of a balanced and
integrated package that includes wider deductibility for exploration expenditures.
To preserve the community return, any adjustment in the carry forward for
general expenditure would require a corresponding adjustment elsewhere.”

The carry forward rates remain a cornerstone of the PRRT system and ensures that it
operates in a manner such that an initial tax liability is not incurred until such a time an
entity has generated a risk adjusted return based on the modest rates contained in the
legislation. Any lowering of these rates would undermine a key design principle of the
regime and fundamentally undermine the efficient operation of the tax.

Wider Deductibility of Exploration

The 1991 amendments to the regime (that applied with effect from 1 July 1990) introduced
a significant change in relation the treatment of exploration expenditures. The Minister for
Resources indicated that:

“The existing greenfields resource rent taxation arrangements will be amended to
allow all exploration costs incurred by a company in areas where RRT applies,
including Bass Strait, to be written off against company resource rent tax liability.
This will widen exploration cost deductibility from a project to a company basis.
Development costs will remain on a project basis.

Where no RRT liability exists, exploration costs will be able to be carried forward at
a threshold rate of 15 percentage points above the long term bond rate.

Currently, the threshold rate is about 28 per cent. Development costs will be
eligible for carry forward at 5 percentage points above the long term bond rate.
The lower threshold rate for development and production costs more clearly
reflects the lower risk associated with development relative to exploration.
Exploration and general project expenditures incurred more than 5 years before a
production licence comes into force are compounded forward at the GDP factor
until they can be written off.

The new arrangements for exploration expenditure will make the immediate after-
tax cost to a company of exploration within RRT liable permits the same as the
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cost outside those permits. Economic efficiency will therefore be improved by
removing the current disincentive to explore in frontier areas.”
Minister for Resources, August 1990

In addition, the 1990-91 Federal Budget indicated a broader energy policy objective was also
a key factor behind the decision.

“The change to company wide deductibility of exploration costs will encourage the
broadening of the exploration effort to frontier areas. There are largely
unexplored basins where good prospects for major new oil finds exist. Previously,
deductibility was limited to individual permit areas; as a result, for a company,
after-tax exploration costs were lower in a RRT paying permit area than in
prospective frontier areas. The change to a company wide system will equate a
company'’s after-tax costs for exploration in all RRT offshore areas.”

1990-91 Federal Budget, (p4.6)

In terms of the detail of the measure, exploration expenditure incurred after 30 June 1990 is
transferable to other petroleum projects of a taxpayer or to other petroleum projects within
any wholly-owned group of companies to which the taxpayer belongs. The expenditure
must be transferred where all conditions for transferability are satisfied.

The categories of expenditure transferable are class 2 ABR exploration expenditure
(exploration expenditure incurred within 5 years of a production licence application) and
class 2 GDP exploration expenditure (exploration expenditure incurred earlier than 5 years
before a production licence application) in respect of petroleum projects and exploration
expenditure in relation to a permit in relation to which no licence has been issued.

The amount transferred cannot exceed the taxable profit available to offset the transferable
expenditure. Conditions for the transfer of expenditure are strict and include rigid
ownership and timing tests. Specifically, as a general rule, for intra-company transfers, a
taxpayer must hold an interest in both the transferring permit or project and the receiving
project at all times from the beginning of the year in which the expenditure was incurred
until the end of the year of transfer (with some specified modifications). The detailed
conditions are within Schedule 1 to the PRRT Act.

The introduction of wider deductibility of exploration represented a major change to the
operation of the regime in 1990, leading to a number of important consequential changes.
In effect, the PRRT moved from being a project specific tax to one that is more dynamic in
nature and that seeks to remove impediments to petroleum exploration in Australia.

While difficult to quantify, the advice from APPEA member companies indicates wider
deductibility considerations form an important element in company exploration decisions.
Any change to the current provisions would need to be mindful of the impact on exploration
in Australia, particularly at a time of historically low levels of activity.
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Integrated Gas to Liquids Projects — The Gas Transfer Price Methodology

Background and Operation of the Gas Transfer Price Methodology

Assessable receipts for PRRT purposes are determined with reference to a marketable
petroleum commodity, or an MPC. For most activities, this point approximates the location
where a sale takes place. At the time that PRRT was first introduced, the primary forms of
petroleum sold as part of ‘offshore’ petroleum operations where crude oil, condensate,
liquid petroleum gas and a range of gaseous products. The fact all forms of petroleum were
listed as MPC'’s at the commencement of the legislation clearly indicates an intention for the
regime to cover both oil and gas production.

Since that time, the nature of the petroleum industry’s operations have expanded (both
technically and commercially) and this has necessitated a series of enhancements to aspects
of the regime. In the late 1990’s, the industry raised with the Government the need for the
incorporation of a mechanism or methodology to address circumstances where an MPC (or
the taxing point) exists within an integrated project or process.

The impetus for this request was largely driven by the emergence of the liquefied natural gas
industry and the need for taxpayers to understand the PRRT consequences for project
decisions. For natural gas that is to be further processed in an integrated gas to liquids (GTL)
project, the PRRT taxing point is where the commodity (sales gas) is first produced, not
where the gas is liquefied. Consistent with the principles of the regime, the downstream
portion of a GTL project is not subject to PRRT.

Following an extended period of review and consultations involving Treasury, the ATO, the
industry department and APPEA, the Government announced the details of the so-called
residual pricing methodology (RPM) that allows a taxpayer to estimate a value that can form
one approach for calculating the value of assessable receipts within such projects.

The RPM is based on the relatively simple principle of allowing a return to both the upstream
and downstream activities within a petroleum project, with the residual amount (the return
above a defined rate) being split between the upstream and downstream segments of a
project on a 50/50 basis. The calculation of the estimated price under the RPM for a project
assists in the negotiations between a taxpayer and the ATO in relation to striking an
advanced pricing agreement for a project.

In effect, the netback component of the RPM estimates the maximum price a downstream
producer (liquefier) is willing to pay for feedstock natural gas to earn the minimum return
necessary to continue production, while the cost plus component estimates the minimum
price an upstream (natural gas) producer is willing to accept for natural gas product to earn
the minimum return necessary to continue production.

Under the legislation, where an MPC is located within an integrated project and where an
arm’s length sale does not take place, a taxpayer is provided with the following options to
determine assessable receipts:
=  If an Advance Pricing Arrangement applies to the transaction — the amount
calculated in accordance with the arrangement.
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=  If no APA applies to the transaction, but a comparable uncontrolled price exists for
the transaction — the comparable uncontrolled price amount for the transaction.
=  |f no APA and no comparable uncontrolled price exist for the transaction — the RPM.

The methodology addresses the issue of how to value the gas when it is transferred to a
related party and there is insufficient evidence of market value to determine an amount to
be included as an assessable petroleum receipt under section 24 of the Act. The changes also
deal with the issue of how to value the natural gas where there is a sale at the PRRT taxing
point under a non arm’s-length transaction. The provisions establish a clear and equitable
methodology for the valuation of feedstock gas in a manner consistent with the current
requirements of the Act.

Implementing the methodology involved a number of simple amendments to provisions of
the Act that in effect provide the ATO with a process to determine an appropriate market
value for the relevant gas. There are a number of important concepts that form part of the
process.

An arm’s-length transaction means a transaction where the parties to the transaction are
dealing at arm’s-length with each other in relation to the transaction. In determining
whether an arm’s-length transaction has occurred, regard is given to “any connection
between” the parties to the transaction or to “any other relevant circumstances”. In a
project, there may be uncertainty or a dispute about whether an arm’s-length transaction
has occurred — in these circumstances, the Commissioner determines whether an arm’s-
length transaction has taken place.

A comparable uncontrolled price (or CUP) is a price that can be observed in a relevant
market place for the sale of the commodity (sales gas) in an arm’s-length transaction. When
considering if the market place is relevant, both demand and supply side market
characteristics are taken into account. This will includes a consideration of the following:
=  Product (similarities).
=  Geographic differences between the production facilities and the product delivery
point (limits on the degree to which customers will travel or products can be
supplied).
=  The end functional use of the product (retail, wholesale, manufacturing etc).

To determine whether a CUP exists, various comparability factors will also be taken into
account. These factors will include, but not be limited to the following:
=  Contract terms including volumes, discounts, exchange exposures and all other
relevant conditions that would reasonably be considered to affect the price.
=  Marketing strategies and spot sales above or below marginal cost such as market
penetration sales or maximisation of profit sales.
=  Technology used to produce the liquefied product and processing cost.
=  Any other comparability factors that it would be reasonable to consider.

A CUP will not exist where:
= In all circumstances, including where there is insufficient information available to the
Commissioner, it can be reasonably concluded a CUP does not exist.
=  The adjustments required to be made would lead to an unreliable comparison.
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Again, the Commissioner will determine whether a CUP exists.
2012 Extension of the PRRT

As part of the process of transitioning the onshore industry and the North West Shelf Project
into the extended PRRT regime, consideration needed to be given to a number of aspects of
the operation of PRRT for existing gas to liquids projects. In the context of the RPM, the
Policy Transition Group provide the following recommendation:

“To provide greater certainty and administrative simplicity to projects
transitioning to the PRRT, the PTG recommends the following options:
= for on-shore integrated gas-to-liquids (such as liquefied natural gas) projects
the RPM be provided as a default method that can be chosen by the taxpayer
in place of the existing hierarchy;
= where a State or Commonwealth royalty determination that sets the value of
the resource at the taxing point is in place, the taxpayer be able to seek a
determination from the Minister for Resources and Energy to use that value in
determining their PRRT receipts; and
= g simplified version of the RPM be developed in conjunction with industry that
provides for a single agreed phase point and a capital base determined by an
agreed valuation methodology for existing assets. Such an approach would
retain the characteristics of the existing RPM but enable it to be applied with
greater certainty to both the taxpayer and administrators.”
Policy Transition Group Report 2010 (p.104)

The final changes were not entirely consistent with the Policy Transition Group
recommendations, but have effectively allowed for the seamless transition of onshore
integrated gas to liquids projects into the extended PRRT.

Criticisms of the RPM

APPEA notes that there has been some ill-informed criticism of the methodology for valuing
gas within integrated projects. For example, we understand that Dr Diane Kraal has
expressed a number of concerns about the operation of the price methodology for LNG
developments.

Such comments are at odds with the operation of the current RPM (which has been
specifically designed to provide an equitable and efficient mechanism that shares the risk
between the different phases of a project), nor does it provide an explanation as to why it
does not work. It seems to be based on a presumption the price being calculated is too low
and that tax should be payable from the commencement of production.

The gas transfer price represents a key contemporary component of the PRRT regime and
was developed following a period of collaborative discussions between government and
industry to formulate both an efficient and equitable pricing mechanism. The mechanism is
administered by the ATO in close collaboration with individual taxpayers to take into
consideration the factors relevant to individual projects.
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Starting Base for Transitioning Projects

Background

As part of the decision to extend the PRRT to cover onshore activities and the North West
Shelf Project, special provisions were required to address the position of existing
investments that were made prior to any thought being given to PRRT applying to such
projects.

The Policy Transition Group noted that the diversity of the industry’s operations onshore
was more complex to that contemplated when the PRRT was originally introduced in 1987
and special consideration needed to be given to transitional arrangements that would not
deter investments and growth in the industry. In the context of this recognition of existing
investments, the following comment was made.

“Unlike the MRRT, the PTG’s terms of reference were unclear as the treatment of
the starting base for projects that are to transition to the PRRT. The PTG was
mindful that the MRRT arrangements were the subject of a quite specific
negotiation and the PRRT transitional arrangements were to be as consistent as
possible with the current framework. Accordingly, the PTG has sought to identify
relevant precedent which may apply to the treatment of the starting base.

There have been two occasions on which projects have been transitioned to the
PRRT — at the commencement of the tax and with the extension of the PRRT to the
mature Bass Strait project. The treatment of Bass Strait project reflected
negotiations as part of an individual package within broader measures and as
such is not considered an appropriate model by the PTG.

The recommended look-back arrangements reflects the provisions for existing
tenements at the commencement of the PRRT with expenditure over the preceding
eight years treated as if the tax had been in place for the existing uplift and
immediate expensing.

The PTG considers a 1 May 2010 cut-off for being eligible for a starting base
should include the value of potential projects that are yet to commence
production. The PTG therefore recommends that all tenements in existence at 1
May 2010 be eligible for a starting base.

For each project, the taxpayer should be able to choose between a starting base

comprised of:

= the market values of the project’s assets (including the resource); or

= the book value of the project’s assets (excluding the value of the resource); or

= qactual expenditure over the eight year period from 1 July 2002 to 1 May 2010, under
a look-back method.

Consistent with the features of the PRRT, the PTG recommends the starting base
be immediately deductible and uplifted at the relevant rate where carried forward.
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The uplift rate for a market value or book value starting base would be that
applicable to general project expenditure. The uplift rate for a look-back starting
base would be in accordance with the character of the expense.

As is the case with the MRRT, the PTG notes that market valuation of the starting
base could have a significant bearing on taxpayer liabilities for PRRT and that
different valuation methodologies and assumptions can produce quite different
results. While taxpayers should be free to use a starting base valuation
methodology that is appropriate for the specific circumstances of their project, it
should be consistent with accepted methodologies, consistent with market
expectations at 1 May 2010, transparent and defensible.

Policy Transition Group Report 2010 (p.90-91)

In terms of the amending provisions, holders of interests in transitioning petroleum projects,
exploration permits and retention leases existing as at 2 May 2010 were provided with an
additional deductible expenditure amount (a starting base amount) or were able to take
account of project expenditures incurred prior to 2 May 2010 in determining their PRRT
liability.

These arrangements provided recognition of investments made prior to the Government’s
announcement of the extension of the regime. The provisions for determining starting base
amounts were a key transitional feature of the PRRT and represent a key element that goes
some way towards addressing the retrospective application of the tax on projects that
remain covered by the scope of other taxes. The detailed provisions were included in a new
Schedule to the legislation, while amendments were also made to the body of the Act to
incorporate the starting base and look-back arrangements.

Detailed Provisions

Specifically, the holder of an interest in an onshore petroleum project or the North West
Shelf project which had existed as at 2 May 2010, had the option to utilise either the market
value or book value approach to determine a starting base amount in relation to their
interest. Alternatively, they could instead choose to utilise the look-back approach, which
allows expenditures incurred prior to the extension of the PRRT to be taken into account in
the determination of PRRT liabilities.

Where the market value or book value approach was chosen, the starting base amount as at

1 July 2012 will comprise the sum of either:

= The market values of starting base assets (including rights to the resources) at
2 May 2010.

= The most recent audited accounting book values of starting base assets (not including
rights to the resources) available at that time.

= Capital expenditure incurred in relation to the interest during the interim period between
the time the starting base asset values were determined and 30 June 2012.

An alternative valuation method for determining the market value of the starting base assets
was provided to interests that related to coal seam gas resources, in circumstances where
the project to which that interest related had been the subject of a recent market
transaction.
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Where the book value approach is chosen, both the value of starting base assets and interim
expenditure amounts are uplifted on 1 July 2012 for the total interim period during which
the starting base assets were continuously held. The amount is uplifted by the long term
bond rate plus 5 per cent (LTBR + 5 per cent) over the relevant period. Market value starting
base amounts are not uplifted over the interim period.

Where the look-back approach is chosen in relation to a project interest, there is no starting
base amount. Instead, expenditures incurred in relation to the project interest from

1 July 2002 will be able to be taken into account in determining PRRT liability, consistent
with existing PRRT deductible expenditure provisions.

In addition, in cases where the project interest was directly acquired, or the company
holding the interest was acquired during the period 1 July 2007 to 1 May 2010, the
acquisition price may be taken into account via the look-back approach to the extent it
relates to the project interest.

Starting base amounts are immediately deductible against assessable receipts following the
extension of the PRRT where a production licence exists. This means that transitioning
projects will be able to immediately deduct starting base or look-back amounts from

1 July 2012, with unused amounts uplifted by the LTBR + 5 percentage points each financial
year. Importantly, starting base amounts relating to interests in petroleum exploration
permits and retention leases will become deductible in the year a related production licence
comes into force.

Starting base amounts are not transferable between projects. Similarly, exploration
expenditure that is taken to be incurred by a project prior to 1 July 2012 under the look-back
approach is not transferable.

The starting base provisions were an essential design feature of extending the PRRT to cover
onshore projects and the North West Shelf project. Without a starting base, the
transitioning projects and investors would have been significantly disadvantaged in terms of
not receiving a recognition for past costs and the value of existing assets, which would have
led the early (and premature) payment of PRRT. The PTG carefully considered a range of
issues about extending the regime, including the significant retrospective aspect of the
decision, and recommended an approach that has both logic and integrity.

Crediting of Non-PRRT Resource Tax Payments

As result of the decision to extend the PRRT regime with effect from 1 July 2012, the
treatment of existing resource taxation provisions needed to be addressed to ensure that
projects were not affected by the imposition of double taxation. The Policy Transition Group
made the following observation.

“To reflect the fact that existing Government resource taxes will apply alongside
the extended PRRT, the resource taxes that entities pay are to be credited against
the PRRT liability of a project.
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The recognition of Australian, State and Territory government resource taxes
under the extended PRRT raises a number of important issues. Generally speaking,
the current resource taxes are set at rates that industry can afford to pay, at least
during normal times, and provide the governments with a relatively stable revenue
stream. On the other hand, these existing regimes are less flexible during an
industry downturn and can unnecessarily damage the industry and prevent
optimal resource extraction. Further, by their nature, some existing resource
taxation regimes do not capture the economic rents during a boom period.

Through the extension of the PRRT, Australia has the opportunity to substantially
improve the overall outcome of resources taxation in this country. It provides a
way to meet the needs of the States and Territories and captures more of the
profits at the peak of the resources cycle, in a way royalties cannot, for the benefit
of all Australians.

Recognising this objective as well as the importance of preserving Australia’s
international competitiveness, the PTG recommends that there be full crediting of
all current and future resource taxes under the PRRT so as to provide certainty
about the overall tax impost on the petroleum sector.”
Policy Transition Group Report 2010 (p.93)

Onshore petroleum projects are subject to royalties imposed by State and Territory
governments, while Commonwealth production excise also applies to crude oil and
condensate produced onshore. The North West Shelf project is subject to Commonwealth
royalties and production excise, while a resource rent royalty is applied to petroleum
production from the Barrow Island project.

Commonwealth, State and Territory resource tax expenditures are creditable against the
liabilities of PRRT projects. As indicated above, this ensures that petroleum projects are not
subject to double taxation. Resource tax expenditure is deductible if it is incurred in relation
to the petroleum project or any pre-combination petroleum project in the financial year and
it relates to petroleum recovered after 1 July 2012. This is consistent with the PRRT being a
project based tax.

To ensure the appropriate treatment, these payments are grossed up and are deductible
against the current and future PRRT liabilities of a petroleum project. The ‘resource tax
expenditure’ is converted to a deduction equivalent by dividing the value of the expenditure
by the PRRT rate. In circumstances where resource tax expenditures cannot be deducted
against a petroleum project’s assessable receipts in a financial year, the excess is carried
forward and uplifted by the LTBR plus 5 percentage points. Undeducted amounts of
resource tax expenditure are non-refundable and are non-transferrable to other petroleum
projects.

A transitional provision was inserted into the legislation to ensure that refunds of resource
taxes that relate to petroleum extracted prior to 1 July 2012 are not included as assessable
receipts.

The current treatment appropriately addresses the direct impact of retaining the production
excise, royalty and RRR provisions for production sourced from onshore areas and the North

Submission to the Review of Commonwealth Petroleum Resource Taxes
February 2017



-75-

West Shelf project. It would be inequitable to treat these resource tax payments in any
other manner, as to do otherwise would be to suggest these taxes are not imposts
associated with producing petroleum.

Designated Frontier Exploration Incentive

The Federal Government announced the introduction of a limited PRRT incentive for pre-
appraisal expenditure in nominated frontier high risk areas as part of the 2004/05 Budget.
The Explanatory Memorandum introducing the measure made the following observations:

“5.5 The policy rationale is to encourage petroleum exploration in Australia's
selected offshore areas in order to increase the chances of a new petroleum
province being discovered. As exploration in frontier areas is often a high-cost and
high-risk undertaking, an incentive is necessary to encourage exploration in these
areas. Under the current provisions of the PRRTAA 1987, exploration expenditure
is deductible against assessable receipts from petroleum production. Under the
new law, 150 per cent of eligible exploration expenditure incurred in a designated
frontier area will be deductible against the petroleum company's assessable
receipts from petroleum production. Therefore, the 150 per cent uplift on eligible
exploration expenditure will reduce petroleum resource rent tax payable.

5.6 Under the current law, undeducted exploration expenditure is augmented
at a rate reflecting the period between the expenditure being incurred and when it
is able to be deducted. The augmentation is at the annual rate of the long-term
bond rate plus 15 percentage points or at the gross domestic product (GDP) factor
rate depending on the time between when the expenditure was incurred and the
time it is deducted. Under the new law, once an amount becomes uplifted frontier
expenditure and is uplifted to 150 per cent of what it would otherwise be, it retains
the same access to augmentation as all other exploration expenditure provided in
the Schedule to the PRRTAA 1987. That is, the initial uplift is maintained as time
passes and further augmentation applies to the uplifted amount.”

“5.15  Eligibility for the 150 per cent uplift depends on the purpose or intention
of the exploration expenditure. If the purpose or intention of exploration
expenditure is not evaluating or delineating a previously discovered petroleum
pool, it will qualify for the 150 per cent uplift.

Further, the outcome of the exploration activity does not change its eligibility for
the 150 per cent uplift. That is, exploration expenditure on evaluating or
delineating a petroleum discovery does not qualify for the 150 per cent uplift even
if it happens to discover something new. Alternatively, exploration expenditure
that is not evaluating or delineating an existing petroleum discovery qualifies for
the 150 per cent uplift even if the results turn out to find something about an
existing discovery.”

This decision in part addressed a concern identified as part of the House of Representatives
Inquiry into resources exploration impediments of the need for a broad reform package to
encourage and stimulate exploration activity in high risk offshore and onshore areas in
Australia.
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The measure was discontinued following the release of permits following the 2009 round of
offshore exploration acreage and is not relevant to any discussion on the present day
operation of the regime.

Self-Assessment

In the ‘Report on the Operation of the Petroleum Resource Rent Tax Assessment Act 1992’,
which was prepared by the then Federal Minister for Resources, it was indicated that in the
context of self-assessment, the ‘..Australian Taxation Office will consider the matter further
in the context of the development and application of self-assessment principles generally’.
The introduction of a formal system of self-assessment was again raised by industry in April
2002, as part of a broader proposal to modernise key aspects of the regime.

The Federal Government announced in the 2005-06 Budget an intention to make a number
of technical changes to the PRRT regime, including bringing PRRT under the scope of the self-
assessment system. Prior to the change, the Act required that returns be assessed prior to
the issuing of a final assessment. In addition, any challenge to an ATO technical
interpretation could only have been made through the issue of an assessment and the
challenge through the lodgement of an objection. Taxpayers did not have access to private
binding rulings.

The Explanatory Memorandum to the legislation that extended the self-assessment
provisions to over PRRT outlined the changes and obligations on taxpayers:

“4.9 These amendments to the PRRT Act will bring the treatment of PRRT
taxpayers in line with the treatment of income taxpayers in a number of respects.
Firstly, under the new law, PRRT taxpayers will be subject to the self assessment
regime as it generally applies within the income tax system. Under the self
assessment system, a taxpayer's return is generally accepted at face value, subject
to post-assessment audit or other verification by the ATO. Under this system, while
a notice of assessment is issued (or taken to have issued) to create the formal
obligation to pay tax, a taxpayer's statement in their return is taken to represent
their view about how the taxation law applies to their circumstances.

4.10 Secondly, a four-year period of amendment of a PRRT assessment is
introduced. The four-year period is the standard amendment period applied in the
income tax context for businesses with more complex affairs. This case is
applicable to PRRT taxpayers. The standard amendment period of two years in the
income tax context for taxpayers with simple affairs (including most individuals
and small business taxpayers) is not applicable in the PRRT context. The unlimited
amendment period in the case of fraud or evasion and other limited circumstances
remains.

4.11 Thirdly, the interest payment provisions in the PRRT Act will be aligned
with those under income tax by incorporating the shortfall interest charge. Where
a taxpayer's PRRT assessment is amended so as to increase their liability, the
taxpayer is liable to pay the shortfall interest charge on the increase -- that is, on
the shortfall amount. The shortfall interest charge replaces the current liability to
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pay the general interest charge during the shortfall period. The general interest
charge will continue to apply where tax or an interest charge remains unpaid.

4.12 Finally, PRRT taxpayers will be provided access to the provisions
dealing with ATO advice in the same way as these provisions apply in the income
tax context. Under income tax law, taxpayers may seek advice from the
Commissioner as to how the taxation law applies in a particular circumstance. In
the case of PRRT taxpayers, this advice may be provided in the form of a public
and private ruling. Rulings are binding on the ATO in that it must accept a
taxpayer's assessment which has been calculated in accordance with the ruling
even if the ruling later turns out to be wrong.”

Petroleum Resource Rent Tax Amendment Bill 2006

Explanatory Memorandum (p.49)

The decision to introduce self-assessment was a logical and considered decision that
recognised the practical benefits of such a change, while ensuring that strong protections
existed to maintain the integrity of the regime. It represented a natural progression in terms
of the administration of PRRT.

Other Operational Issues

Outlined below are number of interpretative and operational issues associated with the
PRRT that either remain unclear or need to be addressed as part of modernising the regime.
In addition, a number of recommendations were contained in the 2010 PTG report that
warrant further consideration.

Partial Closing-Down Activities

Potential uncertainty can arise in large or complex projects where, for instance, there are
many production wells and/or complex facilities, some of which may be shut in, and
abandoned or demolished, and environmental activity undertaken prior to the final phase of
closing down the entire project. Projects that involve the drilling of many wells and/or the
construction of numerous wellheads over the life of the project (such a coal seam gas
developments), with the subsequent phased closing down of those wells or wellheads, are
becoming more common in the industry.

Integrated petroleum projects that could involve either multiple offshore platforms or
onshore wellheads linked to a single processing facility, could fall within the scope of such a
scenario. In these cases, platforms or wells can be shut-in or shut-down without affecting
the ongoing broader operations of a project.

The law is currently uncertain in the context of what represents closing down expenditure —
is it the closure and or abandonment of any facility within a project area or the last
production facility within a project area? To promote certainty for the large scale
developments that are becoming more common (as opposed to the simpler offshore oil
platform scenario), it would be helpful to remove this potential for ambiguity.
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Regional and Social Infrastructure

As part of any project, significant expenditures can be incurred in relation to the
construction and maintenance of operational and social infrastructure. This can either be a
specific element of a project approval or an expectation on the part of the local community
and/or government in terms of the ‘licence to operate’. Furthermore, some of this
infrastructure may be necessary to make an area (often remote) more suitable for habitation
of a workforce that will be relocated to work on a project. The deductibility of many such
costs remains uncertain.

Advanced Pricing Agreements

In some cases, the determination of the correct market value of assessable petroleum
receipts where production becomes an excluded commaodity other than by arm’s length sale
can be complex or resource intensive. In some situation, taxpayers are able to enter into an
Advanced Pricing Agreement with the ATO to obtain some certainty.

However the process for obtaining an APA, and meeting annual compliance obligations, can
be time consuming, expensive and administrative onerous. In addition, APA’s are generally
only binding for a period substantially less than a project’s life and frequently a lesser period
than the related commercial arrangements (for example, long term sales contracts). A
simplified, fit for purpose process could be introduced, particularly for small producers,
which enables certainty to be obtained more simply than an APA.

Joint Venture Operator Statements and Invoices

One of the obligations assigned to an operator of a joint venture is to keep books of account.
This is represented in the accounting principles that form part of the commercial agreement
between the joint venture parties. The primary focus of the operator’s accounting team is to
produce joint venture statements that accurately represent the direct costs attributed to the
joint operation. Depending on the nature of the joint venture, these can be a Joint Venture
Billing statement (unincorporated) or a financial statement (incorporated).

Other documentation that supports these statements of accounts includes cash calls,
authority for expenditure, and agreed supporting documentation. Non-operators do not
have all the invoices nor do they have a complete record of all transactions undertaken by
the operator. The statement of joint account is the main source of information for a non-
operators recognition of expenditure. Non-operators do not usually have access to source
documents (invoices, contracts etc) that are kept by operator of the joint venture. Non-
operators rely on the joint venture billing statements, together with the audit rights, which
are often limited to a defined number of years, to account for their share of joint venture
expenditure.

A greater reliance on JV operator documents has been raised with the ATO as an area of cost
saving and increased efficiency.
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Record Retention Obligations

Under the Act, a taxpayer is required to lodge a return where they derive assessable receipts
in a year of tax. The Commissioner may amend that assessment within four (4) years after
the day on which notice of the assessment was given.

Due to the long lead times of petroleum projects, expenditure is generally incurred for a
number of years prior to the derivation of assessable receipts. In the absence of other
mature petroleum projects to which exploration expenditure can be transferred, there can
be a significant period between when expenditure is incurred and when assessable receipts
are derived. In some cases, this period is 10 years or considerably more. In such scenarios,
the 4 year amendment period permits the Commissioner to amend an assessment by,
amongst other things, disallowing a deduction for expenditure incurred more than 10 years
prior. This creates significant uncertainty for taxpayers and is inconsistent with record
keeping requirements contained in income tax and corporation’s legislation.

In addition, it is unclear as to what extent an assessment would be amended where records
of expenditure are in a format that, for historical reasons, do not contain the level of detail
that might otherwise be found had the expenditure been incurred more recently.

Consideration could be given to adopting a variety of measures that could simplify the
existing obligations while retaining the integrity of the regime.
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Arrow Energy Limited

AWE Limited

Beach Energy Limited

Benaris International Pty Ltd

BHP Billiton Petroleum Pty Ltd
Bounty Oil & Gas NL

BP Developments Australia Pty Ltd
Bridgeport Energy Ltd

Buru Energy Limited

CalEnergy Resources (Australia) Ltd
Carnarvon Petroleum Ltd

Central Petroleum Limited
Chevron Australia Pty Ltd

Comet Ridge Limited
ConocoPhillips Australia Pty Ltd
Cooper Energy Ltd

Cue Energy Resources Limited
Empire Oil & Gas NL

ENGIE Bonaparte Pty Ltd.

Eni Australia Limited

ExxonMobil Australia

FAR Limited

Finder Exploration Pty Ltd

Hess Exploration Australia Pty Limited
Icon Energy Limited

Inpex Ichthys Pty Ltd

ITOCHU Minerals & Energy of Australia Pty
Ltd

Japan Australia LNG (MIMI) Pty Ltd
JX Nippon Oil and Gas Exploration
Corporation

Karoon Gas Australia Ltd

KUFPEC Australia Pty Ltd

Latent Petroleum Pty Ltd

Melbana Energy Limited
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Mitsubishi Australia Ltd

Mitsui E&P Australia Pty Ltd
Murphy Australia Oil Pty Ltd

Nido Petroleum Limited

Northern QOil & Gas Australia Pty Ltd
Norwest Energy N.L

OMV New Zealand Limited

Origin Energy Limited

Pangaea Resources

Papuan Oil Search Limited
Petronas Australia Pty Ltd

PTTEP Australasia

Quadrant Energy Pty Ltd

Roc Oil Company Limited

Santos Limited

Senex Energy Limited

Shell Australia Pty Ltd

Statoil Australia Theta B.V

Strike Energy Limited

Tap Oil Limited

Tokyo Timor Sea Resources Pty Ltd
Total E&P Australia

Tri-Star Petroleum Company
Vermilion Oil & Gas Australia Pty Ltd
Woodside Energy Limited
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What is Petroleum Exploration?

Attachment 2

Prior to producing oil and gas, companies have to first search for and find hydrocarbon
resources. This process involves a commitment to expend significant funds with no
guarantee of success. Even once a hydrocarbon discovery has been made, there is no
guarantee of its commercial development. Significant funds are also invested in appraisal
and feasibility activities to determine if discovered resources can be commercialised.

Exploration

Mineral endowments, economic conditions
and policy settings
Australia’s mineral resources
World mineral market conditions
Government policies

Public geological surveys
Basic geoscientific information
Historical exploration information

v

Generative stage
Selection of areas for more detailed exploration

v

Primary exploration stage
Exploration of lease areas for mineral occurrences

|
Y v

No discovery of Discovery of mineral
mineral occurrences occurrences

¢—J

Evaluation stage
Exploration of economic viability of mineral occurrences

. v
Uneconomic project Economic project
e

Production Development

Minesite
rehabilitation

processing

Development stage
Construction of minesite, processing and related infrastructure

Production/processing stage
Mineral extraction, processing and transport to markets

i

Minesite rehabilitation stage
Minesite rehabilitation following
economic depletion of lease areas

Source: Productivity Commission
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Searching for petroleum typically includes a ranges of activities:

=  Aregional geological assessment of an area is often required in order to determine its
hydrocarbon bearing potential and to ascertain if there are areas that are prospective
and over which exploration permits should be acquired.

= Competitive bidding on areas. Generally, governments will release exploration blocks
and companies will bid a work program in order to secure a particular block.

=  |f a company is awarded an exploration permit over an area, it will then conduct
activities with the objective of determining the likely location of a hydrocarbon
resource. Activities may include:

— surface mapping (onshore);

— studies looking to confirm the presence of a hydrocarbon system, presence of
suitable source, reservoir and seal rocks, and does the timing of hydrocarbon
generation post -date that of trap formation;

— geophysical surveys such as gravity surveys or magnetic surveys;

— geophysical surveys such as 2D and 3D seismic with the objective of trying to
define a suitable trap.

= Drilling only occurs once a suitable target has been identified. Often, exploration wells
are not successful.

If a hydrocarbon deposit is discovered, it then needs to be appraised. Appraisal is the

process of acquiring data on the field to assist with determining its potential for commercial

development. Appraisal is not about determining everything there is to know about a field.

Appraisal is about collecting enough data to have an appropriate level of confidence about

the resource when undertaking feasibility studies and determining whether the resource is

commercially viable. Activities can involve:

=  The acquisition of additional seismic data;

=  More drilling to determine the geographic extent of the field, the ability of the field to
produce and how uniform the properties of the field are;

=  Studies and activities aimed at filling in the gaps between drilling locations.

The results of the feasibility studies will determine whether the resource is commercially
viable and as whether to proceed with the proposed project.

Submission to the Review of Commonwealth Petroleum Resource Taxes
February 2017



Attachment 3

/T0Z Areniga4
VY3dddYV 10} Um‘_MQm._n_

eleIISNY Ul MaIASY 1 Y¥d
a9yl uo 1oday 1uapuadapul

ssauisng $d213A|euy YSII9A Y

aizuapeW Poo )

wod e W pPOOM MWW
22uabijja1ul [e12IaWW0 paIsniL




ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

SoAl| uononpoud 118yl Jo sieaA Ajea ay) ul senuanal | HHd (Aue
J1) 1sapouw arelauab |m s1oaloid yons 1eyy uonisodoid ayy sarebnsanul
1odal ays [endes uo uimal aAnisod e analyoe 01 s10aloid NI

Ul SI101S9AUI 10 palinbal suoziioy awi Aj9yI| 8yl Uo suoissnasip ybnoiyy e

Juswisanul 9N all| buo| ‘ajeas abie| bunoee

ul Aljigess [easly pue ‘198loid e Jo 81942 8JI] Y1 19A0 a1eysS JuswuIan0b

Burredwod ‘uonexe] paseq-siioid Jo sassauyeam/syibuans ayr siybiybiy
uodal sy (sawibals 9N uo Buisndoy) SWaIsAs [easl) ayl buizAreue u; o

S10]0BJJU0D pue Juswulanob

3yl usamiaq palnguUISIp SI 1Teym aduanjjul 1eyl Sioloe) pue SJuswuolIAUD

Buneitado ul sadualaylp ayl bunybiybiy ‘saouinoid Buionpoud

13Y10 Y1IM 8Jeys 1JUsWuldA09) ueljelsny |elo] ayl asedwod 01 swie

1odal sy -syoeloid wnajoljad Jo JuswdojaAsp 8y} YIm pajeloosse jual
2IWOU029, 8y} ainjded 0] paubisap SI pue Q8T Ul PaONPOIUI SEM | HYd ©

asuodsal juspuadapul ue apiroid 01 punoibyoeg
a1zuayoe Poop pabebus ‘prebal siyl ul ‘sey Y3ddV "saied palsaiaul 199(0.d
WwoJ) Syjuswwod Bunionos si Ainseal] ay) Jo luswiredaq ayj ‘ssasoud
SIYy Jo 1ed sy (1 Hd¥Hd) Xel 1uay 821n0say wnajonad ayl Jo uonelado
ay] 01Ul MaIASJ B pPaduNouUUe JUBWUIBA0D) Ueljellsny 8yl ‘QT0Z 21e| U] e




ssauisng sdi}kjeuy YSIIBA Y

SIZUPEeW POON a

xoed 8y} Jo a|ppiw
a1 ul Ajpeouq BulA| areys uswulanob yum saoud jo abuel e ssoloe
a|qe1s Ajannejal ate s109loid |10 210YS)0 10} a1eys Juswuianoh s elesisny

2/TT0Z @ouIs sabueyd Aue spew jou Sey eljeasny ybnoyie
‘a1eys Juswulanob Jo |aAs| Bulonpal sawos pue Buisealoul awos ‘sieak
oM] 1sed ay) J9A0 Swal [easl) JIayl 0] Sabueyd apew aAey Saujunod Auey

sauljpap Anjiceyoud
Se 04 aJeys 1uswulanob Jaybiy e ul 3nsal [|IM xXe)] SjJuswia|a pale|al
njoad-uou Jo [9A3] ybiy e ainyea) yoiym sawibal anissalbal 1senuod Ag

sasealoul Aljigelyold se Juswulanob ayy 01 sjuswAed
Xe] JO S|9Ad| 1aybiy ulnsal ‘1 ¥4yd Se yans ‘sawibai anissailbolid

JUBWISAAUI JO [9A8] 8y A|Buipiodde pue areys Jusawuianob
JO [9A3] 8U1 U0 193JJ8 [elalewW e aARY Ued Sainjonils awibal jualayig

alnipuadxa [euded juoldn enueisqns
Bulinbal ‘suoziioy Juawisaaul 1sabuoj syl Jo awos aney s1osloid ONT

woJ " JeWPOOM MWW
2ouabif|a1ul [e12J8WW0 paIsnIL

Arewwns

9AIIN23X]




ssauisng sdi}kjeuy YSIIBA Y

DZUDPRW DOOM o

wod 2 W pooOM MWW
9ouabi|@1ul [e10J8WIWO0 PaISNIL ¥

sy109loid |10 uo areys uawuianob Jo uosiredwod dnoub 1sad °qg

sa91id |10 MO| 0] 8suodsal [eas]) SIUSLLUIBAOD JO MBIAIBAO |BJO|S) {7

‘

sy108loid 9N wouy areys 1uswuianob 19edwi saoud Jusisylp MOH ‘€

sy109loid 9N wouy areys Juswuianob bunenens ‘g

sy108foid N7 eqo|b burredwo)d T

S1UdIU0D



ssaulsng sd13K|euy YSIIaA W

a1zusypew N

sjonpoud yoieasal s,a1zus)oeyy POOA Ul pasn saseqejep uodn paseq sI Jeyd aAoqe ay |

S81I8A0ISIpP [elId1ewW 10} [enualod
uap.ing Alorenbay

SlayJew 0} SS9y

S81I8A0ISIP [eldTew 10} [enualod
JUBWIUOJIAUT 1S0D

abealoy 0] SS9y

a|gelnoAejun a1elapo E

SOIIBIN Ad)

el[eJISNY Ul JUSWISaAU]



ssaulsng sd13K|euy YSIIaA W

'20ud) Bull xe19|buIs e ulyllm ale sjuawa|a uonorlanbi|

w—NcmV—UﬁE Uoo; o pue weaJsisdn ayl yaiym ul auo si 19aloid 9N parelbalul uy

ediww 6
(9T02) reuonresado ediww 9°GT
elensny (9T02) [euonERIBdO

ON1dY elelisny
uobioo

edijww 9'g
(8T0Z) UonaNIISUOD Japun
elensny
ONTd apnjaid
ediww 2
(¥T02) [euonesado
eaulng maN ended
ONT ONd

ediww 9'¢
(91072) reuonesado
eisAele\
6 ureil ONIA

ediww G'9T
(8T0O2) UONONIISUOD 19pun
eissny
ONT [eweA

edjww ZT
(¢e02) alqissod
anbiquezop
T e3alv ON ZON

ediww g2
(TT02) [RUONERIDdO
rered
¥ sebireied

ediww 99
(666T) [euonesado
rered
| sebsey

ediww Ty
(£002) reuonesado
AemioN
HAyous

S$103[01d DN [egO[D JO UOI123|3S

alnjipuadxa [eyded juouydn renueisgns burinbai ospe

woJ " JeWPOOM MWW

2ouabif|a1ul [e12J8WW0 paIsnIL

‘saluedwo?

10J SUOZII0Y awl) JusawlsaAul 1sabuo| ayl Jo awos aaey s103aloid N7



ssaulsng so1lA|euy YSIISA ¥

alzuaypew

%2$70 FMNIT NN %1 SeD O]

) %ezT
, 80 BYESO
uoJAYd ’ @@3
REELY lIqouoXk3

(0iA3) %z
11O UOXX]
ssaupaed afoad uosion

1oid Auedwo)

YJO uonexe], uBIRLSNY

areys
JUBLWIUIBA0S)

Ssa

JUBUWIULIDAON) ueleI)sny

S1S0) weansdn
pue s||01/S1S0D
ueld 9N

SS9

auljadid
onsawo( .
spinbr.
aue] .

"1099loud 9N ue

10 Ayjigeyyold jennualod ayl asAfeue
saluedwo9o yoiym Aq sainseauwl

om] aJte (AdN) @njeA juasaid 18u pue
(™¥1) uimau jo arel jeusaiul ‘Auedwod
8yl Joj 108foid ays Jo Ayjigeljoud

3yl aulwJialap syuauodwod asayl

JO ‘Junowe ay) se [|am se ‘Bulwi ayl

a1esuapuo) .

seo) 91saWoq «

uonoejanbif-aid seb jo
aneA ayl uo xere sl 1 ¥44d

S1S0) 1odsuel |

Ssa

OCIl onuanay 109l0id

S9es ONT-

11304d Auedwod ‘Ajjeul) pue aseys juswuisAob Jo uone|naed ayl pue
9NuUaAal Sales 9ON ] usamiag sdals [BI9ASS SOA|OAUI SOIWOU0I3 N



ssaulsng sd13K|euy YSIIaA W

AZUDPEW DOOM

woJ " JeWPOOM MWW
2ouabi|ja1ul [e12J8WIWOD paIsSNIL
Auedwo? |10 [euoireN :D0ON

(s150D [B10T-anuanay)/(s1yo04d o areys Alinba a1e1s + salljeAol pue saxe] Juswulan09) =A1nba snid 1130.4d Jo 81eyS JUBWUIBA0D
xe| arelodlod pue 1 Hdd apn|oul salljeAos pue saxel ‘eljelisny 10} — (S1S0D [B10]-anuaAay)/(salljeAos pue saxe] JUsWuIdA09) =11j0id JO aJeys JUBWUIBA0D

azI1s 109loud ediww 9°GT azIs 109loud

weansup 9T0Z weansup

%/8 | A1nba sn|d 11j0.4d Jo a1eys uswWuIdaA0D %y | Alinba sn|d 11401d Jo areys JusawuIBA0D

%89 1j0.4d Jo 8Jeys juswuIsA09 % 1j04d JO 8Jeys JUsWUIBA0D)

(9102 edd) uq /$ xadeD awnaji [eioL (9T0Z [eal) ug 26$ xadeDd awnayi [eloL

%S'ZE (81942 |Iny xe1-150d) YA %0 (81942 |Iny xe1-150d) Y|
Ainb3 Auedwo)D m Ainb3 OON®= Anb3 Auedwo) m AInb3 DON®=
salljeAoy pue soxe| m S1S0D [e10l m salljeAoy pue soxe| m S1S0) [e10| m

%982

%E 0T %Y TT

reied) ‘y-sebirered elelsny ‘uobioo

awl1bal [easij ayl pue s1sod ayj Jo uonounj e si Auedwod
9yl pue 1uawuianob ayl usamiaq anuanal 19aloid N7 Jo 1jds ay L



woJ " JeWPOOM MWW

2ouabi|ja1ul [e12J8WIWOD paIsSNIL
Auedwo? |10 [euoireN :D0ON

ssaulsng sd13K|euy YSIIaA W

AZUDPEW DOOM

(s150D [e10T-0NnUBAaY)/(SHjold Jo areys Alinba alels + saljjehol pue saxel Juswulano9) =A1nba sn|d 11404d J0 8JeyS JUBWUIBAO0D
xe| a1elodlod pue 1 HHd apn|oul saijeAos pue saxel ‘Bifelisny 1o} - (S1S0D [e10]-anuanay)/(saneAos pue saxel 1UBWUIBA0D) =11401d JO 3JeYS JUBWUIBA0D

azI1s 109loud 9zIS 109l01d

weansuo weansuo

%l | A1nba sn|d 11j0.4d Jo a1eys uswWuIdaA0D %y | Alinba sn|d 11401d Jo areys JusawuIBA0D

%EES 11J04d JO 8JeYS JUBWUIBA0D %y 11504d JO 8JeYS 1UBWUIBA0D

(9702 [eas) ug Gz$ xadeD awnaji [ejoL (9T0Z [ea)) uq vv$ xaded awnayi [eloL

%9°2T (31942 |In} xel-isod) Y| %E"L (81942 |In} xe)-1sod) Y|
Ainb3 Auedwo) m Ainb3 DON®= Anb3 AuedwoDO m Ainb3 DON =
salljeAoy pue saxe] m S1S0D [e101 m sollleAoy pue saxe| m S1S0) [e10]1 m

%T¢c
%0°€C

%8'8

%0°0

%c 8Y
%8'8¢

eauing maN ended ‘ON7T ONd elesisny 'ONI1dv

padojanap sem jo9foad ay} yoiym ui suonpuod ay} s)o9|4al pue "



ssaulsng sd13K|euy YSIIaA W

alzuaypew

)

S1S0D
%Ly %t %.8 %V $s9| sanuanay /Aunb3 DON
sn|d sanjeAoy pue saxe]
: : : : Ainb3 DON
60¢ 0ee €8/ 98¢ sn|d sanjefoy pue saxe|
8'8 - 192 - Ainb3 OON
. . . . S1S0) SS9| SaNuUanay
%EE 4% %08S 4% /sanekoy pue saxe,]
T¢e 0'€e 9'TS 9'8¢ sanjeAoy pue saxe]
T°99 8'TS L'68 'S99 S1S0) SS3| SanusAay
6°€E '8y €0T €ve S1s0D
0'00T 0'00T 0'00T 0'00T sanuanay
ON19Nd ON1dV y-seblereQ uobioo

s109(0ud Aoy

SMO|4 YSeD Jo aJeys 1uswulaAo9 JO uole|noajed Jo siseq




ssaulsng sd13K|euy YSIIaA W

S1ZUdPLW POOM Q

‘ureys Ajddns ayi ui uonejjui 1s0d ybiy pue ainjeu plaljuaalb abie| 119yl 01 anp A]1S09 aJe eljeIISny Ul

s109lo4d 1ua2ay "1099loud A1ana 01 o1j198ds ‘Indino 9N 8yl 10} S1UBWBaIBY 8seyaind pue Sajes JO uolexapul ayl se ||om
se sjuauodwod spinbij 01 anp Ajrewlou si siyl "s10aloud reqo|b 1ayio ueyl 1iun 1ad anuanal Jaybiy e ainides s1oaloid
9N ureua ‘19aloud ayj Jo aj1] aininy ayl 1aA0 a21id |10 08$ (9T0Z) [ea4 1e|} e pue ‘panladal se sadlud o1101sIy Bunos|jey

woJ " JeWPOOM MWW
2ouabif|a1ul [e12J8WW0 paIsnIL

S1S0D weansdn m S1S0D) Weansumod m anuanay seom anuanay spinbrm

alj10ed uobioo
ONT [eweA  JAYyous T ealy ZoN sefsey 6 uleIL ONTA eleasny lerealn v sebiered  9ONT9ONd ONTId apnjaid

- 0

- C

4

-9
:
-8 &
=
- 0T ©
c

o000 o
@& @ o

&2 o

alewns3

M / [en1oy - 81
dn-1re1s 10aloud

198014 10 3J17 JBA0 ‘Nnquuw Jad S1S02 SNSIBA anuaAay 199lold :uosiredwo) 198lold ON

SIseq
N1quWw/$SN B UO S1S0D pue sanuanal 198loid 9N Jo uosiredw o)



ssaulsng sd13K|euy YSIIaA W

alzuaypew

Aujigelyoud osje 1ng ao1ud pue 1ndino uo Ajuo jou Juspuadap Ssialeys juswuIdA0b ayl 1y d 3|
walsAs uolrexe) paseq-ijo.d e yum 108loud ayi o Alljigenjold ayl jo ainseaw e S| (HYy|) uiniay Jo arey [eulaiu] ayl

1099(04d parelbalul = ‘Baiul ‘(Jue|d) weansumoq = S/q ‘weanisdn = s/N

Hdl e S]1S0D S/Nm S1S0D S/dm a9leys IN09 S/N
aleys 109 s/ aleys 1109 "Baiu 1joild ‘0D S/N= 1jold '0D S/a = 1jolid ‘00 “beiu|m
ONT4 aioed uoBlio 6
apnjaid elelsny 9NT 9ONd JIAYyous J91ealo H ealy ZOWN c_E._. oz.__>_ 9N _mEm> ¥ sebuered) sefsey
I B
- I N
%9 -
- v
%ZT - 9 G
&
i 3
8 3
\\»\ B O._” <
%Y A - 2T
- T
%0€ -
PS - 91
%9€ - - 8T

(@se2 221ud |qg/$ 08) 193l0.1d 10 8)17 19A0 anuanay 19aloid Jo 111dS :uosiredwo) 193loid ONT

JUsWUJIBA0B pue 1019.I1U0D aY) UBBMIS( PAPIAIP 80 01 SNUSA3I JO
uolnod Jajfews e anea| HNT Ueljelisny 10} S1S02 ybiy siseq nlquw/ssn uo



ssauisng sdi}kjeuy YSIIBA Y

DZUDPRW DOOM o

wod 2 W pooOM MWW
2ouabi||1ul [e10JBWIWO0D PaISNIL €T

sy109loid |10 uo areys uawuianob Jo uosiredwod dnoub 1sad °qg

sa91id |10 MO| 0] 8suodsal [eas]) SIUSLLUIBAOD JO MBIAIBAO |BJO|S) {7

‘

sy108loid 9N wouy areys 1uswuianob 19edwi saoud Jusisylp MOH ‘€

s108loud 9N wouy aseys 1uswuianob buneneay -z

s109loid 9N eqolb buuedwo) T

S1UdIU0D



ssaulsng sd13K|euy YSIIaA W

BZUDPRW POOM _Q

woJ " JeWPOOM MWW

2ouabi|ja1ul [eI12J8WIWOD paIsSnIL

slalddns [eoo| Ag A11unod 1soy ayl ul pred aq osje ||Im xe1 Auedw o9 Jo
sjunouwre 1ueslyiubis ‘s1oafoad ul Jusjuod 20| 10 |9A8] 8yl uo Bulpuadaq 210N

NdINO 9N ysebiered) e NdINO 9N UOBIOC) e
109/$08® psebirereQ woly sanfehoy mmm 109/$08® U0BI0D WO | HHd mm—m
190/$08® tsebirered wolj xe] 91ei0dI0) s 199/$08® U0BI0D Wol) Xe] 81elodio)) memm
0v0z Ge0z 0£02 YA 0202 GT0Z 0TOZ 0v0Z Ge0z 0€02 5202 0202 GTOZ 0TO0Z
0 ~ 0 ! 0
2 1 00s oz :(0zoz) [ 00S
saxe] A0S
v A 000'T L 000"
ast°¢ :(0202) 0001
saxe| A0S .
9 00S'T - 00G'T
8 0002 - 000'C
0T - 00S'Z - 00S°C
zT - 000°E . - 000°'E
g$8'2 :(Ge02) sexeL AoD g$8°2 :(0£02) SoxeL A0D 1(0£02) wmém_www
o1 - 005'E - 00S°€
91 7 mv - 000y 9T 1 as6'¢ :(Ge0z) sexel Ao & [ 000Y
1%
g S g 5
| L ‘ | = ‘
0 MAWW/E ¥G'9 :S9XeL A0D [B101 000 oc NQWW/E Gi'S :S9XeL A0 [B101 000°S

uobio9 -eIeNISNyY

ysebiered) -1eed

9AllelUSSaIdal 10U aJe SieaAk [enpiAlpul 193loud ay) Jo swns)l|
a9yl I8N0 os|e 1ng 109loid AQ sia)jIp Saxe] Juswulanob Jo |9As| ayL



ssaulsng sd13K|euy YSIIaA W

a1zusypew N

"Juswutanob ayl pue (wnajonad Jered) Auedwod ayl yioq 1oy} Aljigeljold sasealoul JUBWUOIIAUS 1SOD MO
A1an ay) ‘v sebuered) a1 108loid e U] ‘JuswisaAul auljlapioq e bunuasaidai—Auedwod ayl 10) mo| os|e sI (4| Agq painseaw
se) Ajjigeyjold ayl JsAeMOH “Saxe] juawulaAob ayl Buionpal snyi ‘1101d ayl aonpal uobios ai| 108foid e 1e s1509 J1aybIH

dYle S1S0D S/Nm S1S0D S/dm 8Jeys 109 ‘Hajulm 1j0id "0 “Haium

¥ sebrered uoBi09) Ja1e8ID) ¥ sebiered uoblio9 Jarealin
- %0T
- C
- %0¢
%
()
* %0€
- O
%01 L9 %
&
- %09 3
3
-8 T
- %09 c
- %01 L o1
- %08
- CT
- %06
- %00T - VT

11ds anuanay 9 - sebiered) ‘sA uobioo niguwwy/$ anuanay - sebuered) 'saA uoblioo

JUsaWuUJIaA0b ayl pue Jo1oeaiuod ayl o1 Aljigerjold ay
s19amo| aseq 3so9 ybiy s.uob.ioo ‘anuaad Jiun sad Jejiwis e ajdsaqg



ssaulsng sd13K|euy YSIIaA W

w—NcmV—UﬁE ) *Alinba juawuianob sapn|oxa SIYL 910N«
saneAoy pue saxe| aAleInWND UOCLIOD) e == MOJJyseD aAieInwn) uoblioo
AeAoy pue saxe] aAnenwn) i sebiered) = = MoJJyseDd annenwng ¢ sebrered)
r 00T-
- Om|
SIea A
/S G5 €5 19 6y v Sy €r IFr 6€ LE G €€ TE€ 6¢ LZ S €¢ TZ¢ 61 LT T
R e TSRS -0 c
lddd a2
@
-0S &
=]
xe|
ajelodio)d
- 00T
- 0ST
- 00¢

»Al[eA0Y pue xe] 1uUsWuIBaA0) aAlB|NWNYD "SA MO|jyseD aAlre|nwn) ¢ sebiered "sA uobioo

yoegAed 0]
aWI] pue Junowe JO SwWia) ul 7 sebieied) spemp JuawilsaAul s,uobion



ssaulsng sd13K|euy YSIIaA W

BZUDPRW POOM _Q

woJ " JeWPOOM MWW

2ouabi|ja1ul [eI12J8WIWOD paIsSnIL

sJo1jddns [eoo| Ag A13unod 1soy ayl ul pred aq osje ||Im xel Auedwod Jo
sjunowe j1uedliubis ‘sy1oafoid ul 1US1UOD [BD0] JO [9A3] Y] UO Bulpuadaq 210N

INAINO ONT ONd == INAINO ONT ONIdY =
190/$08@ ONTAY WO} 1 HY ol mmm

woJ) saneko
199/$08® ON1 ONd ] S9N[EACY mmmm 100/$08® ONTdY Wouy AeAoy mmm

109/$08®@ ONT ONd Wol Xe| 81elodioD mwm 199/$08® ONT1dY Woi) Xel 91e10di0)) mmmm
8€0¢ GEOC <¢cE0C¢ 6¢0¢ 9¢0¢ €¢0¢ 0cOc LT0¢ PTOC 860¢ GEOC <¢ce0¢ 6¢0¢ 9¢0¢ €¢0¢ 0c¢0c LTI0¢ VTOC
0 1 0 0 _ -
Z 1 z |
00S % Em 005
‘(0zoz I
p v A saxe|
9 N$ GeL 9 AOD
((se02) L 000'T L 000'T
saxe] A0S
8 1 g 1
O 88T :(0£07) soxeL noo [ 00T 0T 1 8$€ T {(GE0T) SoxeL A0D  ESY'T (0802) SAXRLAOD L gag'y
¢t 2T A
- 0002 - 000°C
VT A b1 A
97T 1 & _ 9T c _
. & [ 005C 2t 00s'z
| Z 13
81 13 = 8113 =
= = S o o
oz 4 ® MQuw/$ 86°Z :S8xel A0 [e10L 5 L ooo's oz 4 ® NIqWW/$ ¢G'¢ :sdxel A09 [e101 > L ooo‘s

ONT ONd -ONd ON'1dV -elfelisny

paJeys aqg
01 140.1d 8y s1amo| 1509 Jaybiy syl ‘ONT ONd Te %EE SNSI8A DNV
1e sy1j04d 3y JO % S9AIdal JUsWUIBA0D 3yl 1ey) 10e) ayl alldsaq



ssaulsng sd13K|euy YSIIaA W

a1zusypew N

"101eJ19d0 ay) pue 1usawuianob ayl Ag Ajrenba
auloQ 199)J9 ul ‘s 1uawdojanap 011509 Jaybiy Jo 19edwi ayl ‘eljesisny U] ‘luswuianob ayl snsian Joielado ayj 01 saob
11 1o 1ed Jarealb e ‘lanamoy 193loud ayi Jo Aljigerjold ayl sasealoul 1s09 1uawdoaAap Jamo| ayl ‘ONT ONd 1| 19aloid e uj

ddle SISOD S/Nm SISOD S/Am 3Jeys N0 "Bajujm 11joid "0 "Beiu|m

ON1 ONd Jljlded elensny 9N ONd J119ed eljensny
1 - O\OO L L O
- %0T
- C
- %0¢
- v
- %0€
L 9607 9 ¢
n
L4
- %08 L g 3
3
(on
- %09 g
- 0T
- %0,
- ¢T
- %08
L O\oom B .V.H
- 9%00T L 9T

1|dS anuanay % - ON1 9ONd 'SA ONIdVY Nquiw/$ snusAsy - ONT ONd "'SA ONTdV

lenba Ajybnoua sijuswuianob
9] pue J1019eJ11U02 8yl usamiaq 1l|ds 11joid ayl ‘ONI4dY 1V



ssauisng sdi}kjeuy YSIIBA Y

DZUDPRW DOOM o

wod 2 W pooOM MWW
2ouabi|||1ul [e10JBWIWO0D PaAISNIL BT

sy109loid |10 uo areys uawuianob Jo uosiredwod dnoub 1sad °qg

sa91id |10 MO| 0] 8suodsal [eas]) SIUSLLUIBAOD JO MBIAIBAO |BJO|S) {7

‘

s108l0ld N7 wou aseys 1uswuianob 10edwi saalid jusis)jip MOH '€

S109l01d 9N wouy areys Juswuisnob Buneneny 'z

s109loid 9N eqolb buuedwo) T

S1UdIU0D



ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

1S092 10 3@91d ul
Aanisuas 0} jJoeaa Aay) moy Buipuadap aAIssaaboud, 1o aAIssalbal, se paziiohajes Bulaq swia) [eISl) dWOS 0} sped| syl

saxe| Buipjoyyn puspialig ((1dV) XeL sujoid reuonippy (1dd)
Xe| Sljoid wnajonad (1L1D) xel awoou| arelodio) :aleys 1j01d / uonanpold OSd :sajdwexy «

S11j04d UO PaIAZ| aJe SWIa) [edSl) SWOS e

(saxe) 10al1pul 01 Aujigel wol) s101saAul 1dwaxa ualyo sOSd)
xe| uonelo|dx3 xe] Auadolid ‘spund uswdojanaq [e1o0s sanng uodwi (1WA sojdwexy «

3.n}ipuadxa U0 PalIA3| aJe SWia) [edSl) SWOS e

(2211d 1amo| 1e uononpoud Jo
%) uonebigo Alddns onsawoq :(anuanal Jo 9% 10 |qg/$) Sanng 1uodx3 (sanuanal Jo 9p) sbulia)
A1an02ay 150D (8nuanal 10 uonanpold Jo 94) IO Aol JUBWUIBA0S) 10 AljeAoy :sojdwex3 «

9NUBASJ UO PIIAS| aJe SWI3) [eISl) SWOS

s109loud N7 wouj areys jusawuianob Jo adA) pue
|9A3| 8yl aulwialap 1eyl 1uswulianob ayl jo Adljod e ale swial [eosiH



ssaulsng sd13K|euy YSIIaA W

a1zusypew d

ALITTIGV1Id0dd 194r0dd

JaybiH Jamon

wJal [easiH

.~ anissaibay

%05 T+ A

— %09
wJal [easi4

[eJ1naN

N

wJial [eosi4
anlssalbold

(111014 198l01d %) 8JeyS 1UBWUIBA0D

%00T =

— %00T

Ajgeljoid 108loid buibueyd yiim s|aaa aleys 1UusWuUIdA09)

sasealoul Ayjigelijoud
108l0.ud se aJteys juswulanob alow arelausab swial [easl) aAISSalbold



ssaulsng sd13K|euy YSIIaA W

a1zusypew N

150D ybIH 150D Mo
- 0
109(0.d JO 1S00 UBA3YEaIq 3Y) SBsealdu| e e o
[0cz] 0z
Wweallsuo pjal dasy 01 anuanal alow e @
0oe ©
pasu Se Juswuopuege Ajjes asnea ue) e [osez] =
[vor2] ov
sp|al reuibrew Jo JuswdoaAap J81Bp ue) e o
Aunpuoddo juswisaaul ue ansind o) palinbal WOIdPND  %0z@ Al sisoom o

suin)al (xel-aud) aseys-aid saseaiou; e

9SeaJoul sain}ipuadxa se sasealoul

(a1104d 198l04d J0 04 ®© SEB) BIRYS 1UBWUIDADD

9NUaA8J U0 Xe] JO s)yoeqmelq

aolid Mo aoud ybiH
- 0
] oz B
xe)] ayelausb 0] paianodal N - 0e g
aJe S)S09 J0]SaAUI |UN JIem 0] aAey Jou oq . ov
sue)s uononpold se uoos 0
- Wold 1N O %0zZ® Ayedodm sisodO m
Se JUSWUISA0D Y] 10} SNUBA3I S3JRI3USD) 09

9seal2ap sa9olid se sasealoul

aNnuUaAalJ Uo xe)] Jo Ss}ljauag

(11y0.d 193l04d J0O 94 € SB) 9JReYS 1UBWUIBA0D

AeAoy 1 ajdwex3

asealoap Aew aJteys juswulianob ‘sasealoul 11joad 108loud
Se—, 9AISSa46al,, Ud)JO aJe dNUBADI UO PIIAS| SWIS] [eISIH



ssaulsng sd13K|euy YSIIaA W

a1zusypew N

Sp|al) [euibrew Jo Juswdojonap Jo1Pp UR) ©
(uanaxealq
‘g4l ‘AdN Se yons) souaw Bupjew-uoisioap
101SaAuUl A3y uo 19edwi aAnebau e aney ue) e

suibrew 1joid ol
Bunes 1o Juawisaaul Buibeinoosip ‘108loid
aAIsuadxa Apealje ue JO 1S00 3yl 01 ppe ue) e

alnjipuadxa uo xe) Jo s)ydeqmel 1500 UBIH 1500 MO']
- 0
seb/[10 1s11} pue AIBA0ISIp usamiaq - — ] o1
sawi pes| 1099loid Buimoib Aq paroedwi joN 7o N
14 109loid uo abuiy jou seoq e (ca] ] oc &

10U JO |NJSS829NS SI AJIANoR
JI J8)ewW OuU JUBWUIBA0D 10} Xe] pasiuelens) e

S]SIXo anuoAal HOG.—O._Q Aue 9.10jJ9( WOId 19N O %0r® Soxe] 10a1ipu| g SISoD m
JUBWIUIBA0D 10) BnudAal alelauab ue) e

oy

0s

09

9sealoul sainjipuadxa se sasealdul
alnlipuadxa uo xel Jo Ssiljauag

(a11oud 108(04d O 94 B SB) B4RYS JUBWUIDAOD

saxe] 10a4Ipu] :Z ajdwexg

s1j0.d 1093foad Buiseasoul yjim sasealdap ateys juswuisanob
— _9AISSsalbal,, aie ain}ipuadxa UO PIIAD| SWIB) [eISI4



ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

uononpoud jo
1e1s oyl Js)e Sieak [el1aAss 10} sjuswAied xe)
10 Ue1s sy Aejap ueod Bulpuads juosdn snyl

019z sl s1diadal JO [9AS| wnwiuiw
a1 aAnodadsiad juawuianob e wolH

s1jo4d uo xe} Jo syoegme.d

A18A0231 1S09 ||} 810)J8F BNUBASI SBAIBJ3.
Juswiuianob AjealdAl pue s1s02 Bulianodal
JO sueaw urew ay) sI uoneidaidaq

Alunyuoddo juswisanul ue
ansind 0] palinbai suin)al aieys-aid SIamo

JUsLWISaAUI
Buibeinooua ‘101SaAUl 8U) 0] XSl S8dnpay

s)ij0id uo xey Jo sjjauayg

(%08 J0 pesisul 90, 68 paljdde s ares xe)
laybiy e abuel 1jy0id/ao11d Jaybiy 1e a°1) eSI9A-99IA
S9Ska.Id9p pue asealoul sadlid 10 asealdap S1S09D
uaym saseauoul ajeu Ji dAIssasboud, s| wia) eoasi4

Aueannau jo ajdwexs :aA0QY

92lid MO 2olid ybiH
150D ybiH 150D MO 150D ybiH 1S0D MO
-0

I \NN\ E I N\\\ -+ OT

— L2 - 02
s [s0] (0] -
- [oE T
[960s] B

[360s] — | [or

0S

moid1eN O %0S® Xelm S1IS00m

09

abueyo sad1id 10 S1S02 uaym awes

ayl sAeis (1110.d 109(0ud J0 95 € SB) 8JeyS 1USWUIBA0D)

Xe| wnaj|oJ1ad [el19ads :¢ ajdwex]

Juswuianob syl o1 11joud Jo areys J1ajealb ul synsau 1ijo.id 109loud
alo0Ww—, dAIssalboud,, 10  |esynau,, aie sjjoid uo paseq sw.id)} [easiq



ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

saxe] arelodio)d pue | Yyd ‘salehoy Aue Jo aAISN|oUl B1e Saxe] JUBWUISA0S) 910N

BNUaA3Y JO 3JeysS JUBWUIBA0D % BNUaAaY JO 8JeysS JUBWUIBA0D %

199/$ 08® UO0BIOS WO} SaXe] 1USWUISAOL) mmm [99/$ 09® U0BIOD) WO} SaXe ] JUSWUISAOS)

Y¥0Z 6€0C ¥€0C 620C ¥c0C 6T0C ¥T10C Y¥0Z 6€0C ¥€0C 6¢0C ¥c0C 6T0C ©10C

%0 - +0 %0 - + 0
%0T 1 L oog 60T 1 L 005
%02 - %02 -

- 000'T - 000'T
%0€ - %0¢€ 7
%0t F00ST o 0y - 00S'T
%05 - 000C %05 - - 000
%09 1 L 0og'z %009 1 - 005'C
%0L - %0,

L 000‘E - 000‘€
%08 - m %08 - ,mnm
%06 - < [ 00S€ 4n6 - < [ 009'€
%00T - S L 000'% %001 - S L ooow

(reay 08$) uobioo (reay 09%) uobioo

199/$ o

%0
%0T
%0¢
%0¢
%0t
%085
%09
%0.L
%08
%06

%00T

aNuUaAaY JO aJeysS JUBWUIBAOD) 0

¥¥0C 6€0C vEOC 6¢0¢ vc0¢ 610C ¥10C
! ! 1 o

o

(reay ov$) uobioo

UOIIIN $SN

® uoBlIoS WO} Soxe] UBWUISAOD) mmm

- 00G

- 000°T

- 00S'T

- 000°C

- 00S'C

- 000°€

- 00G'€

- 000t

sasealoul 8d1d ylim sasealoul
oS|e 11joid ay) JO swie[d JuswuiaAob ateys ayl ‘anusAal Juswuianob
a1njosge ayl Yim Bbuofe ‘1 ydd o)1 awibali eoasi) anlssalboid e ylipa



ssaulsng sd13K|euy YSIIaA W

olZUaMDEeW

e

%01 0¢ < 0L 0L 0T 0T ov MO[H yseD 108loid

%0 0¢ > o€ 09 0’6 09 09 S1S0D

arey xel (mauww/gsn) 40 108loid 00T 0€T 00T 0L 00T anuanay
(1Mdd 1oy Axoud) arey xe] anissaibolid 1S0DQ M0 392lid ybiH 1s0D ybiH a21d Mo aseg n1quw/$sn

suondwnsse :uonensn||l anissaifold / aAlssalbay

S8SB8IOUIMO]} USeD Seatel Xe] sasealoul xe) anssaibold, ‘aizusyoepy poop :201N0S S3SEaJOUI A0} YSBD SB 3B XB} SaSB3IOUN XB] aassaiboid, 'alZuayaey| poo :22inos
e anssalbold %0€ @ XeL awoolln %0z @ Ajeform xe] anssaiboig %0z @ Ayefoy+  o40c D xe] swooujs  mojd4 yseQ aloig _
S0D MO 29ud ybi s0D ybi 99lid MO ase
1500 Mo Hd UbiH 1500 UbIH Hd Mo g - 150D MO 291d ybiH 1509 ybiy 3011d MO aseg
o 1 1 1 1 O\.QO

L T- F o @
T vl %01 $
) o. - %0C
L L L L L Lo 9 s - | %
3 a & = 8 B =i - %0€ B
L (9] - o
T 2| ®e¢- - %0V
< 3 =

L * 9
[4 Q % ¥ %05 2
< = - %09 @
reoal s Q
& = %0, ©
L 3 3 @
3| 297 ‘ - %08 S
g =3 o
Lg £ £ r %06 ml

- %00}
L g g - ¢ *

sabueyd Aljigeyyosd 108foid se molq yse)d Auedwo)d

sobueyo Aligelljoid 10afoid se aieys juswuIdA09)

1344d 91 ‘.40 10 uo, Jou ‘B)el 8|eds Bulpl|s e apn|oul swalsAs xe| aAlssalbold Auepy .

s100loud a|geiyoid A1aa oy sarel ybiy e Ajldde pue s)osloid jeulbiew 1oj 018z 9q ued Xe] aAISSaIbold
Aljigelyoad 108foid 01 paredwod ‘fesinau Si xe] sawoodu| .

olwouodaun syoaloud feuibrew axew ued AjjeAoy .

MO|H yse) 108loid uo palng| aJe xe| aAISSalboid pue Xe] swodu| :anuaAal uo paing| SI AljeAoy

MO|4 yse)d Auedw o) pue aseys JusaWuIsaA0s) uo 1oeduw|
SWa)SAS |[edsl1) anIssalbay SA aAIssalbolud




ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

Yeyo ayl uo 1} 01 %S0T Se UWoYS SI 9%00T < 2JeysS JUsWUIBNA0D)

o0z 0z 00T 00T ov'e 40 Auedwod
%0 %0 %0 %0 %0¥ 40 108l01d 9% xel snissaibold
08¢ 08¢ 000 000 09T xe] anissaiboid
%0t %0t %0 %0 %0t arey xe] anissalbold

WaISAs xe] aAlssalbold

06t 06t 040 040 08¢ 40 Auedwo)
%0€ %0€ %0€ %0€ %0€ 40 109[01d 9% xel awodu|
0T'¢ 0T'¢ 0€0 0€0 0C'T %0 @ XeL awoau|

Wwa1sAS Xe| awoou|

00'S ov'v 00°T- ot'0- 002 490 Auedwo)d
%62 %.E %€g0T %€g0T %0G » 40 108l01d 9% Aijefoy
002 09°¢C 002 ov'T 002 %02 @ Aeloy

woisAs AljeAoy

0L 0L 0T 0T (07 MO|4 yseD 193aloid
0€ 09 06 09 09 S150D
00T 0€T 00t 0L 00T anuanay
150D M0 8dlid ybiH 1s0D ybiH 8d1d Mo esegd n1qww/$sn

suondwnsse :uonensn||l anlssaifold / anissalbay

MO[4 ysed Auedw o) pue aleys juswulaAnos uo 1oeduw|
SWa)SAS |[edsl1) anIssalbay SA aAIssalbolud



ssauisng sdi}kjeuy YSIIBA Y

DZUDPRW DOOM o

wod 2 W pooOM MWW
9ouabi|||1ul [e10JBWIWO0D PaISNI] 82

sy109loid |10 uo areys uawuianob Jo uosiredwod dnoub 1sad °qg

s991id |10 MO| 0} asuodsau [easly ,S1USWUIBA0D JO MBIAIBAO [BQO|D ¥

s108loid 9N wouy areys uswulianob 1o0edwi saoud Jusiaylp MOH ‘€

sy109loid 9N wouy areys Juswuianob bunenens ‘g

s109loid 9N eqolb buuedwo) T

S1UdIU0D



ssaulsng sd13K|euy YSIIaA W

alzuaypew

9T0C ST0C lea A

$80UB0I| MaU 73 S18SSE BulISIX o} SI0ISBAUI 0} SWLIS) 8SIOM (g
A|Uo S80UBI| MBU 10§ SI0}SBAUI 10} SLLLIS) BSION [

[eanaN
‘SjuswuIBA0D [euoibal 1o) panlasal Ajuo S82U2]| M3U IO} SI0ISOAUI IO} SWIS) Janed [

Ainba arels 9407 Buuinbai suonenbal maN = S9OUBDY| MOU pUE SJaSSE BUISIXD 10} SI0ISBAUI IO} SWIB) 1oNeg [
'S1S00 UoNeIo|dXa UO Saxe] 109JIpul POAOWISY + + L&Y

'0Sd ssoib pue DSd 3[eds Buipls
paosnpoul SDSd [BUOIUSAUOIUN MBU OM |
‘uonelojdxa abeinodus 01 ‘GTOZ , - Aepljoy 11D panowsals pue
Arenuer ul pajeadal sem abealoe uonelojdxa ss39 ‘Ajekol parepdn 9TQZ |Ig @2ueUld =
uo pabieys xe} Buip|ing pue pue|, %G 0 ayL 'A19A0231 1S02 OU ‘PaINPOAUI DSH MON =

%9'VE 01 %€ WOy PASeaIoUl 1| ==
DSd 10} pappe suwua) NGO ++
‘elpuj

"%T'EE
01 %9°GE WOoJ) padnpal 11D ++
:ueder

"GTOZ Ul 1908/59%SN
01 |99/SS$SN WoJy pasealoul
sem sa|jdde Ars swoau IO

[e10ads yolym anoge ploysalyl ++
‘eulyo

ZT/TT0Z @2uls sabueyos
OU YlIMm 3|gelS paulewsal sey eljellsny ‘1UswWwlSaAuUl pasealoul
10eJlle 0] buidoy aJteys 118yl patamo| Sjuswuianob swos ‘eisy uj



ssaulsng sd13K|euy YSIIaA W

3lZuddPewW
(Aluo 5102

10}) paanpoaul salpisqns Aing uodx3 pue AljeAoy #+
‘eunuabiy

SOSd Jes-ald
ul Alinba Alorepuew seiqonad panoway (jelapad) +
S)ealq Xel19alipul panoway (Fpy) ==

(uonounlui eiA papuadsns Apualing)
Ans| uononpoid SNDI %Se ‘€8T 2 meT (CpY) --
(200/69°0$SN) 88} [RIUBWIUOIIAUT (28T, MeT (TpY) ——
:|izelg

%G°C¢ 01 %0€ Wolj padnpal 1|0 ++
‘eqn)d

saffeAol Jo uone|noes uo suoire|nbal MaN - -
[esapad) SN
‘paj|9oued 93} JLIBWIN|OA ++
(e1uIBIIA 3S9M) SN

paddois
s||om [eulblew 1o} d1egal Xe| 92URISASS ==
‘(ewoyepi0) SN

"/ TOZ Woij uononpal
JIPaJd Xe) pue S}pald xel 9Tz padde) - -
((ese|v) SN

‘paonpaJ saAiuadul uononpoad
pue a[eas Buipl|s 0] sabueyd xe| 9JdUrISASS ==
(ewoyepo) sn

‘W3] OYS Ul a)el Xel |[edano
Sasealdu| .wmmcmr_o alel Xe] uondeix3y |[IQ ==
:(e103eQ Y1oN) SN

(%¥T 01 %gT) pasiel xe| awodu| [eIoUIN0Id = -
:(o1msunig maN) epeued

" awibal AjreAos a10ysyo alsuab maN =
(puejpunoimanN) epeued

%8¢ 01 padnpal 1D ++

INS02JaN
JO uoisuadsns
01 anp asealoul

Xe) 19aJIpu| = -

‘elanzausap

9T0C ST0C lea A

S90UBI| MaU % S19SSE BUNSIXa 10} SI0ISAAUI 10} SWIA) SSION g
Ajuo $39UBDI| M3U 10} SIOISAAUI IO} SULID) ASIOM [

[enaN =

Auo $39UBDI| M3U 10} SIOISAAUI IO} SWIA) JaNag g

S90UBDI| MAU pUE S19SSE BUNSIXS 10} SI0ISAAUI IO} SWLI) JaNag g
e

201ud |10 01 PaXUI| MOU S38- BDIAISS + +
:1openag

‘(abreyains 334D wol) uondwaxa pue
11D paonpal) paonpoJsiul U0Z apel] 93l #+
s109(oid
Buibuajeys Jojunodsip Ajjekol - 0z 3did  +
‘elgwo|oD

(Ma tay) pioysaiyy piq Aekol i pasnpay

Ainba arels pawued Buipnjoul swisl Oda MaN
(sOSd JIaus ¢ay) paseaioul Bullivd ¥ seo
(Mma Tay) paanpai fAjehos reuibrew J01oel-y  +

‘s19sse XN d 10} A189A0081 1500 pancidul] ++

sddo 210ysuo 10} UOISS8oU0D MaN B
saniunyuoddo Jayemdaap 10j UOISSBOU0D MBN H
sanunyuoddo }J|ays 10} 9S4 MaN H

:x0IXaIN

S||am suooun

pue [eulbrew Joj sswwreiboid Ajekol maN
"Xe| uogJeDd mau Ag 1no padsueleq

sa911d Jualng 1y "ybiy 1e Jaybiy ‘eoud 10 moj
1e Jamo| ylomawrel) AlfeAos paziulapow MaN

(9%2T 01 %0T) pasiel Xe] awodu| [eIOUINOId ==
:(ev1aq|y) epeued

uolnexel laybiy yiim anuanal jusawuianob urejurew o3 buiwie
slaonpoJd abie| jesaAas Ylim ‘paxiw SI sedliswy ayl ul A1ois ayy




ssaulsng sd13K|euy YSIIaA W

alzuaypew

‘paysijoge Xel uononIsuoD :

‘PaJNpal Xe] UodNISU0D #++#
‘paalbe uone|siba| usuewlad [nun ‘9TOZ
10} papualxs urebe alam saxe) Arejodwa}
‘GTOZ Ul 1€ "Saxe} pasealdul O}

pa| pua-Jeak 0] uoisuaxa xel Alejodwa] ==

‘eluew oy

‘paonpal sarel Ajjekol IO ++

"suodwi uo aduel|al
90NpaJ pue 1UBWISaAUI dlowoid 0 S|aAs|
fousbiowe-aid, 0} peonpal sajel | 4S
saxe) Buronpal sny) ‘parejnoed
sem (1dS) Xel wnajonad aoeunsqns
Yolym uo ,8oud Jiwij, JO [eAOWDY #+
:auenn

*a|eoas Buiplls sawooaq a3 - -
"'9T0¢ gad/uer auuoy0y$SN 0} padnpal A3 ++

"GTOZ YdIte
ul 8UU0Y09$SN 01 BUUY/O8FSN WO
pasnpai (@3) Aing uodx3 :uelsydezey #+
r

Hdl @noidwi 01 S10eU0D
[enpialpul uo paenobau-ai areys 1joid + +
:ueisiagzn

paseasoul | N
seb woidzes ‘| 1o} pasealoul |JN |IO ==

Z Joj pasealoul woidzes) Joy 1IN

pauodisod

uaaq sey 9TOZ Ul uononpal g3 Jayun4

(102 O pasunouue)

GTOgZ Uel T WoJ paseasoul a3 pue 1IN
‘eissny

‘GT0Z Ul pasunouue AjeAol fapekol

pappe Ajekol MaN ==
pappe saxe) 19aJIpul ‘paysi|oge SHPaId Xe| ==

9T0Z Pue GTOZ 10} %EE 01 PadNPal 11D ++
reds

punol p,g 104 uolsiroid

juswiuopuege pasiAal :snidAD

(%6'e
dvd1+%G 22 S3YI) %' TE
0]l paonpal ayel 11D :Afel ++

9T0Z 8AIJJ8Y48 AHXVOH >>OCV

uiw Iamo
paseq-uononpo.d paiall ##

'SwiIa) $SN Ul pasealdap ing
‘06G'Z Aq pasealoul AijeAoy #+ 1 -

:puejod

9T0C ST0C lea A

S90UBI| MaU % S19SSE BUNSIXa 10} SI0ISAAUI 10} SWIA) SSION g
Ajuo $39UBDI| M3U 10} SIOISAAUI IO} SULID) ASIOM [

[esnaN
Auo $39UBDI| M3U 10} SIOISAAUI IO} SWIA) JaNag g
S90UBDI| MAU pUE S19SSE BUNSIXS 10} SI0ISAAUI IO} SWLI) JaNag g
N

'%TZ 01 %EC WO} padnpal 11D ++
:lebniiod

S90UBMO|[e BAIXS ‘019Z 0} paonpal
14d ‘%0T 01 pasealdap 10S ++

'ST0Z AIne

woJ} | 1o} Ajifenb s1soD buisean
‘9T0¢ 10}

%GE 01 %0G Wolj padnpai (Lyd)
Xe| anuanal wWnajoidd ‘ST0Z

10} 950¢ 01 9%%0¢ WoOoJ} padnpal

(10S) abreyn Arejuswa|ddns  ++
AN

‘Allfeinau xe) urejurew o}
paisnipe yidn "9%8/surewsal arel
feuibie|N ‘%G 01 8sealoul |S
%T PUE %tg 01 uononpal 11D %T

"1}auaq J101SaAuUl 1ybIis
= pabueyoun yidn (%8, orel
[euibrew) 9TOZ Uer T SAN9YD
%€ES 01 1S Ul 9se81dUl 942
pue %Gz 01 1|D Ul UOONPaI %47 #+
:RemioN

(seby|i0)
paonpal Auoxes
JamoT ul Ajehoy ++

:Auew s

3Jeys JUsWUuUIdA0D S11 pasealdul ‘aNuUaAal

|10 U0 dduapuadap S1 Ylim ‘BiIssny Ajuo ‘eissny pue adoin3 ul ajIym



ssauisng sdi}kjeuy YSIIBA Y

DZUDPRW DOOM o

wod 2 W pooOM MWW
9ouabi|||1ul [e10JBWIWOD PBISNI]  ZE

s109(oud |10 uo areys jJuawuldAob Jo uosuedwod dnoub 19ad ‘g

so9o1id |10 MO| 0) 8suodsal [BaSl) SIUBLIUIBAOD JO MBIAIBAO [RJO|D {7

s108loid 9N wouy areys uswulianob 1o0edwi saoud Jusiaylp MOH ‘€

sy109loid 9N wouy areys Juswuianob bunenens ‘g

sy109loid 9N eqolb buuedwo) T

S1UdIU0D



ssaulsng sd13K|euy YSIIaA W

a1zusypew ﬁ

%0 91ey JUN0ISIC ‘WNIPaL — 1S0D ‘PI3LY 10 [ O0T- dZIS JBYS — UoNe0T :(9T0Z #O) 1001 BUBBILOUSY [BISIH SIZUSMIBIN POOAN :32IN0S

izeilg—  (NOD) SN AemioN -~ MN ==
BISAB|R N == BISBUOPU | == eulyD —- el[elISNy —e—
199/08$SN 19d/09%SN 1909/0v$SN
L 1 1 gom
X | | - %601
Q)
o
qAn.
— - %08 S
so9911d ul sebueyd ssouoe w
a|qel1s AjaAlle|al aJe swial > - =}
[eoasly ueljeaisny - %09 0
Q
(¢
\.\F ——— ] L 0404 \Ww
il. ~—
(==
Y - %08
- %06

AJBA03SIp [eoaloayl e uo adlid |10 Buibueys 01 swial [easl) Jo AlIANISUSS

aAnnadwod st (p|aly [quw 00T 9|dwexs)
sjooloid |10 ai10ys}jo 10} aieys JuswuldaAoh s eljelisny ‘||eldAQ



ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

1uswysiganyal uejd 9N pue 1uswdolaAsp spjal) [euonippe alinbal
[[1M YyoIym ‘4902 01 ybnoliyl uoisuaixa 10aloid pawnsse 10J S1S02 apn|oul uoBIo9 10) S8IBWIISS 1S0D,
pPa1uUNOoJSIPUN S1S0J 8NN} pue 9TOZ 01 Pale|jul SIS0 [BI1101SIY ‘9T0Z 01 Pasifewlou s1S0D

6¢ Z1 ST 0T 989 0¢ 9¢ mw_n__ww_a
V1T 0 9T 6¢€ 127484 9¢ 06 ONT1dY
(0187 44 89 08 ovg8’L 6¥< 9'qT xUobl1o9
(as) wswm%vom_ (g$) xado (g%) xedo + (soquiw) (sreak) 108loud AWHW_MLMV e
anuanay seo spinbi + xadeD 1ue|d xade) wealsdn seo + spinbi IENETN 10 m.N_m

Y VEREN
anuanay [e1o0l S1S0D [e10L s108(01d N7 uelfensny

a|qelanoday [e1ol

s108[01d ueljensny - suondwnssy Bulj|lopon

Xlpuaddy



ssaulsng so1lA|euy YSIISA ¥

a1zusypew N

‘way) uodn aauelal 1noA o) Aljigel Aue 1daaoe jou

op ap\ obueyds 03 10algns ale ‘arep siyl Jo se ‘suoluido ay ] ‘Adeindoe 1o ssauala|dwod

‘ssaulle) Jiay) aajuesenb jou op am Ing Alinbus pue uoneispisuod |njared Bulmo||o)

e paAlle usag aAey Aay | a1Zua)ore|N POOAA JO asoyl aJe 1odal siy) ul passaldxa

suoluido ay| saseqerep pue abpamouy ‘@dualladxs UMO JNO WO} SBW09 10 YIddY
ayl Ag sn 01 palddns uaaq Jayila sey paseq SI uodal Siyl ydoiym uodn uonewlsojui ayyl e

"uolssiwliad uanlm Joud s aizuayoe POOAN

1noyum saiuedwod 10 suosiad 1aylo Aue 0] paso|osip aq 1ou Aew pue [enusplyuod ale

SUOISN|OU0I puUe SIUBU0I S)I pue \YIddY JO njauaq ay) Joj Aj9|os papuaiul SI odal ay L
‘PalWIT 8ld J1jIoed BISY alzuaydr\ POOM AQ YIddY 10} patedald usaq sey yodaisiy| e

[lenuapluo) % areAld Apoms

Jlawre|asiq



PIOD

WD IRWPOOM MMM
W02 2eWPOOM@ SNIORILOD

0080 8199 S9+
009T 0LV ETL T+
00vY €vC TET vh+

31dO3d NI 77 %,
SYOLSIANI & A

w7

21ISqa/M\
[rews

Jilded elsy
seollawy
adoin3g



	APPEA Letter to PRRT Review 3 February 2016.pdf
	APPEA PRRT Submission 3 February 2017.pdf
	Wood Mackenzie_PRRT Review_03022017.pdf



