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THE IMPACT OF RESOURCE RENT TAXATION 
ON THE AUSTRALIAN MINING INDUSTRY 

BY 
A. D. S. GILLIES1 

ABSTRACT The purpose of a neutral tax system is to leave 

A company tax rate based on profitability unaffected the efficiency of the market 

turn, or as more commonly expressed, a mechanism in allocating resources to competing 

source rent taxation scheme has been intro- activities. Smith and Ulph (1976) point out 

ced at various stages in the past by both economic theory suggests that taxation of 

ralian state and cornonwealth governments. economic rent is the only system that con- 

ent a number of overseas countries are sistently meets the requirements for complete 

g this form of legislation to the taxing tax neutrality. 

'ons of their mining industries. As it is applied to the mining industry, 

thin this study, ways in which this what is meant by the term rent? Smith 

(unpublished paper, 1977) defines rent as the 

ich the tax can be applied varies. surplus accruing from the supply of a commodity 

can he selectively or universally or factor in excess of the minimum amount 

necessary to bring forth that supp3.y. 

e base on which economic return is Taxation of rent involves the taxing of profits 

lculated can be selected in a in excess of the minimum rate of return 

necessary to ensure that a desirable investment 

start operating only when high environment remains. A similar definition is 

vels exist, or alternatively adopted by the Industries Assistance Commission 

sis of a total taxation (1976a) in their investigation of the 

suitability of applyine a Resource Rent Taxation 

or the Australian mining (RRT) scheme to Australian oil extraction. 

tion of different types Economic rent here is defined to be the return 

n schemes is assessed derived by input factors in a productive 

ously enacted activity over and above the return required to 

keep them in that activity. That is, rent is 

derived by factors of production if they receive 

a return above their supply price. Hence, rent 

tation for may be reduced without in any way affecting the 

 upp ply of a resource to a project. A third 

interpretation of the term is given by Garnaut 

and Clunies Ross (1975). They use it in the 

context of profits that remain after deduction 

of company income which corresponds to the 

minimum return necessary to attract private 
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liability 
examination of their annuaZ Cashflow i s  earned. zn calculating 

vel are taxed at a r a t e  of 70 per cent' f inanc ia l  h i s t o r i e s .  the cashflow f igure  to be used for APT 
l' 

a t  1 2 . 5  per cent of well-head 
me rate of return calcu la t ion  ismadeeZh 

2 ,  
i s  made for account to be value, 

i n t e r e s t  payments and receipts are 

taken of r a t e s  of i n f l a t i o n  and 2. Revenue (PRT) at h 5  per 
r s t e  movements. cent O f  gross revenue a f t e r  allowable 

3,  Accounting procedures a r e  simplified Impact of introduct ion to A~~~~~~~~ 
deductions, and 

tax (base rate t a x  at 33.3 per cent) by 
as 

of r e c e i p t s  and Due t o  the  s i m i l a r i t y  of the legislation 
3. 

t a x  a t  t h e  standard rate of 
cumulative c a p i t a l  investment. deductions does not have t o  take place. s2 per cent of net  revenue after 

Some operating d e t a i l s  of i n t e r e s t  are However t h e  treatment of capital f o r  roya l ty ,  PRT and normal 
capital allowance provisions for may involve increased t a x  deductions. 

uinea scheme would r a i s e  few problems, 
rmiting-off expenditure a t  noma' internal complexity. wever, an APT l i a b i l i t y  would introduce a As described by Anon (1975~), the PRT is 

rates, Swh over operat ing life 
p ~ , p u ~  N E X ~  GUINEA M I N I N G  TAX 

as8essed on P r o f i t s  from t h e  of oil and er Of considerat ions,  mny of which have 
are i n  force,  r,eeislation embodying t h e  concept Of the " ga8 each North Sea oil field. Deductions 

2 ,  the capital stock value used i n  the imposed tax rate varying with mining project 

in the On both t h e  allowed on 
paid, exploration, 

rate of r e t u r n  ca lcu la t ion  profitability Was passed i n t o  law in Papua New 
ut and 'Iunies Ross and BCL tax schemes. 

operat ing and transport costs, an adjusted 
The inherent  d i f f i c u l t i e s  involved 

approxin,ates t h e  swn of depreciated 
Guinea in 1978. 

Deta i l s  of t h i s  scheme are with a Pro jec t  b a s i s  scheme. 
capita1 expenditure f i g u r e  and an oil allovance 

mine expenditure, investments and 
described by noiloway (1977). 

for each f i e l d .  Any loss may be carried 

working c a p i t a l ,  Under its operation, t a x  l i a b i l i t y  is forward i n d e f i n i t e l y  or back for  one year, 

3 ,  interest yayments on loans are calculated on a pro jec t  b a s i s  over the life Of 

allowable deductions, 
the mine. p r o f i t s  a t  l e v e l s  below a 

4 ,  for  purposes of determining the 
rate of r e t u r n  pay t a x  at a base rat capital expenditure ( a t  h i s to r ic  cost )  of more 

l a t i o n  e x p l i c i t l y  does not 
threshold r a t e  of r e t u r n  for 

inPobinan the 
tax '&ti, (presen t ly  33.3 per cent),  

ab than 30 per cent .  There i s  provision for some 

the threshold a re  assessed f o r  
papent Or an 

which have previously 
no avcragine of previous yearst 

TeIultl If 
oIcIYe a ,  ~ a a i t i o n a l  P l o f i t s  Tax 

It a i n  excess of t h i s  threshold value, 

(presently 36.7 per cen t ) .  
from poor years  could The base rate t a x  l i a b i l i t y  i 5  calcula  

i s  intended to in North Sea oil ex+,ractions are treated 

the achievement of the  threshold 
in much the same way a s  present  

Australian from any other  company ventures, 

company 
taxes.  This t a x  is 

troduction 
This means tha t  from oil and gas 

5 ,  there are no provisions fo r  the 
after deduction from income of capita1 may not be reduced for tax 

government to r e t u r n  previous marginal mining projects '0 
by losses  in other activities, 

Off ailawances, i n t e r e s t  payments 
tax when losses  are incurred. Impact of introduct ion to ~~~t~~~~~ 

exploration expenditure. 

Assessment of APT t*es place The PRT i s  l ev ied  on one industry sector 
Many ,,f t h e  implicat ions of the u l a t e s  t h a t  t h e  in a imposing a company taxation 

intm_tion Of U,rnaut 
Elu.iri Ross RRT inaepeMent ly  

for imposition of t,he t a x  i s  s e t  a t  lo 

Of 

with many s imi la r i t i es  to that i n  

to ~ ~ ~ t ~ ~ l i a n  mining industry are force in Austral ia .  ~ t t ~ ~ ~ t ~  to apply this 

ant 
BCL tax, In particular t h e  

centage points in excess Of a Prescribe 
t a x  scheme un iversa l ly  across A~~~~~~~~~ mining 

of b i v p r i i f i e a  United rate' *I1 Osition Of new 
e n t e r p r i s e  would meet many of the difficulties 

Australian companies on e pro jec t  basis 
vies Or Other inherent  i n  previously schemes, 

Haem, BCL project,  and i n  any year when 
waul Paaiw f i t  

compound interest rate ''Om the 
The PRT i n  E r i t a i n  has been imposed on a 

into the prese,it Austral ian environment in a 
sum is 

APT l i a b i l i t y  i s  inc  

number of respec t s .  

sec tors  i n  Australia maybe found to 

With respect to  
fruil tiie year l i a b i l i t y  

the next year calCU1a 

cashf low Once has be 1n the  last two decades, the 

under Existillg Austraian 
continue t o  be incurred u n t i l  'ckel,  export coking coa l  and export iron ore 

,.ompanies be assessed for  ustries have emerged i n  ~ ~ ~ t ~ ~ l i ~ ,  In the 
The  

,,M,M, Conference. ~ 0 1 t h  aueenslan*, September, 
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uranim and 
t u a  a industry sectors revenue rather than capital investment uoula be 

to 78 cent when a 

produced for 
export may also be included i n  t h i s  

problems' liable to encourage ineff icient  u t i l i s a t i a n  
return of i2 per cent 

S O U ~ H  AFRICAN GOLD M I N I N G  TAX 
I~esoUPCeS.  

This scheme imposes t axa t ion  on a sliding AUSTRALIAN RATE OF  RE^^ BllSED As SPicer (19421 explained, these tax 

A Significant d i f f i c u l t y  and One 
bas 

Queensland s t a t e  Chai'ges were made t o  strenethen the system of scale rate being determined by the ratio Of 

been mentioned previously i s  t h e  Problem Of 
to revenue. AS s e t  out  by Anon (1975b3, price control which had been in operation since 

imposition of a p r o j e c t  based 
scheme On 

A company taxation I i th  a 
varying t h e  beginning We lir, If h9 nd 

diersified p e a t i , ,  o n  
arther ,  some the  scheme Originally *esignel 

that mines rate dependent on p r o f i t  r a t e  
was 

impossible to cont ro l  prices through 
price 

the p"ce'l 
Nceasry for  PRT operating with 

low *'Ofit to 
fixins and so t axa t ion  measures were resorted to .  

anon comple 
"hen ninside.red i n  Paid 

Or a very low rate Of tax' 

the existins A,,s tiallan contd, awkward. The 
t h e  p r o f i t  r a t io  increased, the rate 'Oar 

a 

maximum of 5 6 . ~  per cent .  
Recent South Africa'i 

'Or a 
Of less than Per high r a t e s  of t a x  led to iOnii,derYie 

of an appropriate threshold rate Of 

cent a 
Of '' pence in pound from a P x p r e n e ~  

the nidam of bringing budgets have added t a x  surcharges to the 
return would be of v i t a l  importance. original scales. The taxa t ion  leg i s la t ion  
NonlmGIAN SPECIAL TAX ON OIL AND GAS 

designed to f o r  a varying rate  when a figure fo r  c a p i t a l  based on equity 

RECO~RRY PROFITS 
war with maintaining s tab le  price 

no 

mis scheme limiIar to the B r i t i s h  p r ices  change and take 

loans. This d i f f e r s  from that 
Othe r  major x n ~ l i s h - s p c a k i ~ ~  countl.y imposed a 

iRT lm, althoUB s& piOIe 
fundamental operat ing 

'OSt differences between 
rate of r e t u r n  based tax .  

~ ~ ~ h ~ ~ ,  Britain, 
p r o j e c t s .  

*iffer i n  d e t a i l .  i*ile the previously described schemes which ha'ed United S t a t e s ,  Canada, south nfrica and New 

ImUSTRIE~ ASSISTANCE COMMISSION pETRoLEm' impose a tax rate which i s  introduced and 

the of the  Zea.lana i i  iatiodurra a form of 
prnils e employed a s s e t s  the company, 

varied r e l a t i v e  t o  profitability as tax which l e f t  room for  the eacourageinent of 

A petrolei,,,, Rent Royalty (PRR) has been e f f ic iency .  
expressed by 

on c a p i t a l  investment3 the 

propnSed by t h e  Indus t r ies  Assistance 
South African scheme 

uses r e t u r n  on revenue as 

Comission (1976a). Tb@StrUcture of this Since the period when the &eensland 

is similar to that proposed by Garnaut 
its rate determinant. 

and Glunies Ross. 
~t d i f f e r s  i n  t h a t  its 

This scheme laas described by 
application is On a company r a t h e r  than project 

Anon (1975a) in a. rcvieir 
~f some mining Original ly enacted, the tax 

basis, and it operates  i n  conjunction with 
r a t e  of 4 per cent when many of t h e  funct ions o r  6overnmcnt 

tax legilation, i n  
l e g i s l a t i o n  around the as prObubzy the 

t e a  8 per cent of cap i ta l  
c h a n ~ e d  since ' that time. ~t lrould u,,lilieiy 

calculaud ifor tax 
t reated a s  a b e s t  ~ m p z o ~ e d  my"ksre It On 

that a s imi la r  t a x  to t h i s ,  and set 
at abousti,c 

ex pmIe in calluUtion of income p r o j e c t  b a s i s  in a larP 
indus 

inearly to a 60 
same l e v e l  would be reintroduced today, 

dominant in t h e  south African economy able p r o f i t  r e tu rn  or 22 per 
The PRR would be introduced when On the other hand, t h e  Australian The *Jap-time (company) tw 

for In t h i s  l e g i s l a t i o n ,  as 
threshold rate of r e t u r n  was r e a i s e d  " 'pecific purpose under unusual circumstances, 

areissable mieipti and dpductiue outisis indus t ry  is a n w i n g  but 

be a 
the life of the for considerahl* modification wOuld be esourceE Of a company 

contemporary tax on the Australian mi,ing 
this scheme if it vas t o  be 

successful1 

the 
t h e  roya l ty  c a l c d a t i o n .  

in country ~ e t e r m i n a t i o n  a 
the comment Qn t h e  e f f e c t  of the ta on the 

Scalie 
rate appropriate t o  t h e  various 

The PRR scheme has been devised for  an of business 
,,,tors would no t  be poss ib le  by the e r e  moves t o  

Australian context and i t s  imposition On a 

compw both simplifies and of one formula 
lnaintain 

RECENT REFEREACES T3 T ~ I E  I M ~ ~ ~ ~ ~ ~ ~ ~  Oii ,i 
operations based on d i f f e r e n t  mining 

allowance f o r  successful  and 
TAX SCHEhX ON T![E ~b~~~~~~~~ 

although mining i n  t h e  Same industry 
I lINSNC IWDIJSTRY 

unsur.cessfd projects  within a corporate would need to be t r e a t e d  independentl 
groupine, The Scheme i rodd  Present was t o  be ermuraged' recen t  years ,  the re  bas bee,, 

difficulties if applied un iversa l ly  to the 01 a p r a c t i c e  of inc 
Australian mining industry,  hol'ever, if legislation a yards t ick  for  return 

exclusively t o  appropriate 

The 
I ,M,M, Conference, ~ o n h  ~ueensland, September, 19'' 
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of the inaUl tries Anirtann 
mining ent.til.prise "at it shOuld be 

On' 

a company o r  project basis be 
Anthow (1977~) s t a t e d  t h a t  a BRT would be 

adopted? Exis t ine  taxation practice than i n  government bonds. Two- 
(1976a, 1976b) make reference to the wo-rked od on a percentage re tu rn  on c a p i t a l  Aus t ra l ia  i s  .. ,mpany basis. t h i r d s  of t h i s  premium is 

application of such a system. investment and cos t s .  Anthony (1977b) 
If a new scheme i s  imposed exclusively at t r ibu tab le  t o  the risk of 

The on crude o i l  p r i c i n g  i n  its 
liomenbat dTel ntion to t h e  following a l s o  s ~ c i f ~ ~ ~ l y  Out the O i l  On some indus t ry  sec tors  and t h i s  t h e  business  and t h e  remainder is 

u,,imindustries for possible  application Of 
pract ice i s  maintained, accounting J u s t i f i a b l e  by higher than average 

The dete m(nl'tio of an iove i  t h e  t a x  a d  said that it was not the would arise large 
r i s k s  inherent in petroleum 

g o v e r n m e n t r s  i n ten t ion  t o  impose t h e  tax On diversif ied companies witl, ,,,ining explorat ion.  
o f  conanunity or goverment take is 

other sections of t h e  mining i n d u s t r y  However 
operat ions i n  ,any sectors, C' The B r i t i s h  petroleum revenue tax 

difficult,  however, as it i-fiuolues 
eonside,,ation o f  ecm'"mic ~ h i ~ h  i n  l a t e r  remarks by Weman (1978) that the 2' P r o f i t a b i l i t y  rate of return be i s  imposed when a threshold of 

government considering whether in the 
on an  annual period or whole 30 per cent  i s  reached. 

turn the spsc i f i ca t i on  o f  a 
nmnvl mri coMi8tmi l i eh  f i r s t  i n s t u ~ e e  10 introauce leaves the Of l i f e  bas i s?  ~f a R~~ is imposed these examples cannot be 

intedion on t h i s  question unclear. 
industry wide, the  l a t t e r  approach compared as the i r  basis for 

r i sks  undertaken. Although the me opposition parliamentary party in ca lcu la t ion  v a r i e s ,  they do give an 
co,,o~ssion received some objective be cmbersome t o  implement in the 

Australia has On a number of occasions 
ca lcu la t ion  or t h e  liability of idea of t h e  re tu rn  required bePore any 

evidence ~ i , i c h  wee reZevmt  t o  such expressed its t o  the  introduct ion Of e x i s t i n g  pro jec t s .  rent  component or profit is 
,,,ideratiofis, imtuding  evidence on 

form of t a x a t i o n  In t h i s  regard' 
ShoUld the  c a p i t u  s tock  value used in  from a mining investment, 

risks r e tw f i s  overseas, the f ina l  
K,ating (1977) 

t h a t  the  in ten t ion  to 
the rate of re tu rn  ca lcu la t ion  be 

6' 
a RRT scheme i n p o s e  a fixed or assessment o f  what c m s t i t ~ t e s  

var iab le  t a x  rate? 
appropriate share o f  comPafiY profits project equ i ty  investment, total 

An ART on the Australian 
must, in practice be a very subjective 

that t h e  Labor Party i s  connittea 
rids 

Or capita1 investment 
mining industry would require these and other 

the 
a. RRT on minerals and questions t o  be examined in detail, 

\,bile this report did not e x p l i c i t l y  Id a new t a x  replace a l l  existing 
and mentioned t h a t  i n  s e t t i n g  thresh 

recornend t h e  immediate  introduct ion of  RRT s ,  o r  i s  i t  more appropriate to 
at which it V O U I ~  be imposed on pro THE RERCTl~~  OF THE AUSTRALIAN M~~~~~ 

scheme, it left t h e  question open $or further er an RRT a s  a supplementary tax 
it be necessary t o  ensure tha t  INDUSTBY TO A RESOUACE RENT' TAX 

~n a.ppendix t o  t h e  report 
a of R T  m y  be account wX taken Of the Ytre Of 

In an 
to empir ical ly  determine the O l d  

Of return level i s  
e f f e c t s  on t h e  ~~~t~~~~~~ mining industry of the 

de,- appropri-e to ex+,ractim vent""' we" as the large " 
employed by them' 

te to  the 
mining 

imaositinn of a RRT scheme, the financial 

Both major ~ u s t r a l i a n  p o l i t i c a l  pa of a c ross  section of significant 
The report on t h e  p e t r o l e m  and Old r a t e  for t h e  papua 

have expressed some committment to th mining companies have heen examined, The 
industries, although not recommending the 

introduction of a form of On the intention within t h i s  study has been primarily 
introduction of t h i s  form of t axa t ion  as  it 

industry ~t i s  re levan t  t o  examine 
ts above a specified 

1.0 determine the ability of mining concerns to 
t h a t  t h e  system would be difficult 

that would be c r i t i c a l  t o  t h e  successf generate a r e n t  component profits and so a 
to implement f o r  t h e  mining industry as a introduction of a scheme appropriate  liability to RRT r a t h e r  than to accurately 

concedes t h a t  it f u l f i l l s  the 
environment. determine t h e  value of t h i s  liability. As any 

theoretical requirements of a neutral velopment by the 
RRT scheme introduced in Australia could take 

taxa t ian / roya i ty  scheme. 
Lynch (3.977) i n  introducing the to prec i se ly  c a l c u l a t e  figure for tax 

Australian budeek announced t h a t  consideration 

was given to the possible  introduction Of assumptions. 
taxation a t  both s t a t e  an 

a resource t a x .  mis statement ,  which was 
levels, ~ m p o r t a n t  questions need Data from t h i s  study has heen obtained 

orieinally used in a context  of res t r i c ted  
in t h e  formulation of " the long 

from an exmina t ion  of the published annual 
appl.ication to o i l  ex t rac t ion  prof i t s  led to 

appropriate t o  e i t h e r  t h e  whole 
rder 

reports of e igh t  Austral ian mining companies 
considerable discussion on t h e  form a tax Of or t o  sec tors  within it Over a Period of th ree  years .  companies 
this type t a k e ,  and the  sections Of 

within t h i s  represen ta t ive  sample report at 
The 

I,M.M. Conference. ~ o r t h  ~ u e e n s l a n d  September, 1978 
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TO determine t h e  a b i l i t y  of Year was l i a b l e  f o r  ren t  taxation, If the the year, t h e  per3 06 
different a a t e s  during to generate a r e n t  component Of c n ~ e s h o l d  r a t e  of r e t u r n  hail been set at 

per 
ACK~?O!<LEDGEMENTS 

ex, , ined extends from 
t o  1977. 'Or the a s s ~ t i o n  was made that  in any 

cent for the  Years under review, 6 company 
f o r  companies This paper was Prepared within t h e  school 

c o m p ~ a t i v e  purposes' accounts would have been assessed for rent 
extends from j"ly to W O U ~ ~  be profit  return On t axa t ion  Of l*i11ing Engineering of the unj.versity of 

of t h e  24 examined. rurther, if the t h e  period 
capital 

and working costs. South !'!ales. Discussions w i t h  various staff June are desi&na.tea 
AdBitj,onal information on t h e  aSSLvnption was made on the  b a s i s  of the 

had been determined at 1 5  per c e n t ,  
and students within the assisted in 3 'iiould have been l i a b l e ,  if set at 

of m~l,ysj .s  adopted for  t h e  examination 
st ent of  il l tention by ~ n t h o n y  ('97'7a'. the formulation of t h e  concepts prese,lted, . . 

of the 
company sccoun~s  can be found i n  C1llies 

ilithin 
the rate of return ca lcu la t ion ,  a figure 

per cent have had the smcharge 
p a r t i c u l a r ,  the  augKertians or vr, N ,  

monkas (1g7)  and Gil.l.ies (19~7'.  
for 

of company tax at Scholar within the school of Economics 

To fa,c ilitnte cO,"parisnn of re"uI.Cs both 
per cent has heen 

used and the definitions COIicLus~o~s were of considerable assistance, 

bet,secn tire d i f f c r ~ n t  companies 
and Over the 

recommended by ~ ~ ~ ~ ~ $ 2  
and Sykes (197~) for 

I* recent  years, the  idea. of imposing a REFERENCES 
examined, reported capil;n2 i,auestment ~,)orkiizg costs  have been 

i,niiiall-Y 
to a c ~ : ! ~ ~ ; ! o n  "ase. In 

f ~ l l o v e d .  
each 

compans~s taxa t ion  l i a b i l i t y  for 
in Table l ,  

from the  study are industry has received 
(Government P r i n t e r  : &.isbane). 

the period 
,$here necessary, to " 

printed 
for p r o f i t  rate Of 

on. concept t h a t  t h i s  forr,, of Anon, lg40.  Acts of t h e  Commonirealth of 
of 4 2 , 5  per ceilt and pro*i.tabilitY on i s  neu t ra l  i n  i t s  impact on a 

on 
investment and working costs' 

Australia, Val. 38 (Commonurealth G~~~~~~~~ 

it can be seen 
a company 1" particula t i v e  resource-based enterprise  has been 

P r i n t e r  : Canberra).  
ome as a s t rong reason for 

reburn on 
investment Anon, l975. O i l  t axa t ion .  ~ c ~ ~ ~ ~ i ~  pFogress 

Table 1 
Report, No. 62, May 1975 (HWO : 

r_p anlo/ Of mte of 
f t r u r e r  f o r  mininE 

On 

be used in the determina'cion O f  
l975. South African year ~~~k (south 

Africa - Dept. of Information : johannesbure), 
appl ied i n  Australia and 

Anon, l975. Minine taxa t ion ,  M + ~ & ~  ,dugaaine 
evie~qed. The d i f f e r e n t  forms 

Apr i l ,  1975 : 275-279. 
on investment can take are examined, and in 

and vorkine costs  Anthony, j . D . ,  1977. Report i n  the kustralian d i f f i c u l t i e s  inherent in 
Financial Review, hgust 29, 1977, 

e appropriate  t o  t h e  
Anthony, J.D., 1977. Report i n  the ~~~t~~~~~~ 

Financial  Review, september 9 ,  1977, 
t h e  l i k e l y  impact of a 

Garnaut, R .  and Clunies ROSS, A , ,  1975, 
a re t rospec t ive  analysis 

Uncertainty r i s k  aversion and the taxing of 
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