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Dear Madam, 

RE: SENATE BUSINESS TAXATION REFORM INQUIRY

The Australian Gas Light Company (AGL) is generally supportive of the objectives of the Ralph Review of Business Taxation and the proposed reforms as a result of this review. 

However, AGL is concerned that the proposed reforms will not achieve their key objective of optimising economic growth whilst seeking to develop a tax system which is equitable. It is AGL’s view that the proposals have adverse and unintended consequences which severely disadvantage greenfields infrastructure projects which are major generators of economic development and employment, particularly in regional Australia. These concerns are detailed in our attached submission to the Inquiry.

These consequences are best illustrated by the impact of the proposed taxation reforms on the PNG to Queensland natural gas pipeline. This project will deliver significant economic benefits to both the Australian and PNG economies. Macroeconomic studies just completed with respect to this project indicate that this project will deliver the following benefits to the Australian economy:

· Capital investment in Australia totalling around $6 billion (in constant undiscounted 1999 money terms) including some $1.5 billion for the pipeline system;

· Net value of outputs from the project reaching $1.3 billion per year;

· Stabilisation of direct employment at around 3,200 direct jobs during the post-construction period, with increased numbers during the construction period;

· Annual Commonwealth Government revenue of around A$320 million, with cumulative payments on a non-discounted constant 1999 dollar basis over the period to 2020 being A$5.5 billion.

This project also has significant environmental benefits including a reduction in greenhouse gas emissions of 88 million tonnes of CO2 in its first decade of operation, which will reduce the Queensland power sector’s rate of greenhouse gas emission growth from an anticipated 7.3 per cent of Australia’s gross 1990 emission level to 4.7% by 2012. This will be a major contribution to Australia’s international climate change obligations and will deliver further benefit to the Australian economy if a system of international carbon credits is established. 

These benefits will be lost if the project does not proceed because of the impact of the proposals to reform the Australian taxation system. These proposals, as they stand, will have a significant negative impact on this project. 
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The benefit received from the reduction in corporate tax does not offset the loss of accelerated depreciated and the requirement to treat tax depreciation and accounting depreciation in the same way. This will result in an increase in delivered gas price in the order of 6%. 

The tariffs for transportation in PNG to Queensland Gas Pipeline were formally agreed with the PNG Gas Producers and the various Government regulatory bodies in October 1998 and were based on project returns which included the benefits of accelerated depreciation. The economics of both gas production and dowstream infrastructure is such that the price of gas to consumers cannot absorb the economic impact of the loss of accelerated depreciation. 

Given these challenges, all we seek at this time is for the Federal Government to agree that, for taxation purposes, the PNG to Brisbane Gas Pipeline Project is deemed to have commenced before 21 September 1999 and that the taxation regime in place prior to that date should apply to the project.  This would entail the application of accelerated depreciation provisions and equally, the application of the 36 per cent tax rate to the project.

It is our view that the challenges outlined above, are an unintended consequence of the taxation reform process and for this reason we welcome an opportunity to lodge a submission and present the case at the Inquiry’s public hearings. My office can be contacted directly on tel. 02 9922 8788.

Yours sincerely,

John Fletcher

GROUP GENERAL MANAGER FINANCE

Submission attached.

1. Summary of Recommendations

The Australian Gas Light Company (“AGL”) makes the following representations to the Senate Finance and Public Administration References Committee regarding the implications of the proposed business tax reforms.

AGL recognises that the Government has acknowledged the need to support major strategic infrastructure projects.  However, the Ralph Review contains no calculations of the impact of its proposed reforms on the economics of major long lead time currently planned projects like the planned PNG to Queensland Gas Pipeline.

The Terms of Reference for the Senate Finance and Public Administration References Committee require the Committee to inquire into and report on the economic theories, assumptions, calculations, projections, estimates and modelling which under pin the Government’s proposals for business taxation reform.

(i) AGL requests that the Committee endorse changes to the New Business Tax System (Capital Allowances ) Bill 1999 and the New Business Tax System (Income Tax Rates) Bill No 1 1999 such that major greenfields infrastructure projects (in particular the Papua New Guinea to Queensland Natural Gas Pipeline) which were committed under the pre-21 September, 1999 fiscal measures, continue to be subject to the taxation regime or an equivalent, that was in place prior to 21 September, 1999.  This would entail the application of accelerated depreciation provisions and equally the 36% company tax rate for the next 20 years for this project.

(ii) AGL requests that the Committee endorse changes to the taxation regime proposed by the Review, to embrace a clear, statutory, transparent taxation regime for major greenfields infrastructure projects (in particular the Papua New Guinea to Queensland Natural Gas Pipeline) which give rise to macroeconomic benefits, regional development, employment opportunities and other favourable externalities for the Nation.

2. The Papua New Guinea to Queensland Natural Gas Pipeline

The Governments of Australia, Queensland and Papua New Guinea have all publicly supported the PNG to Qld Gas Pipeline project.

Prior to October, 1998 key commercial arrangements were put in place including the Commonwealth and Queensland Governments financial support to Comalco, and finalisation of the Environmental Impact Study.

A key commitment to the Project was made with the signing of the Pipeline Development Agreement between the Queensland Government, the PNG Project Sponsors and AGL in October, 1998.

The tariffs for transportation in the PNG to Queensland gas pipeline were formally agreed with the PNG gas producers and the various Government regulatory bodies in October, 1998.  Various Heads of Agreement and Memoranda of Understanding with the prospective gas purchasers totalling in excess of 160 petajoules of natural gas were all concluded prior to 21 September, 1999.

All of the above commercial contracts assumed the taxation regime in Australia would be that applicable in October, 1998

The Government’s taxation announcements of 21 September, 1999 effectively amount to retrospective changes of the taxation laws for projects which have long pre-construction lead times.

The overall effect of the taxation changes proposed by the Ralph reforms, that is, the reduction in company tax rate and movement to effective life depreciation, prejudices the project returns and economics, and significantly increases the level of risk of financing the project.

The project economics may remain intact if a project specific taxation regime is put in place, in accordance with the taxation assumptions that existed in October, 1998.  

Such measures would provide additional certainty for the funding of the project, with minimal impact to the Federal Government’s Budget revenues.

The proposed natural gas transmission pipeline from Papua New Guinea to Queensland will deliver significant economic and environmental benefits to both PNG and Australia.  Recent macro economic modelling has indicated the following economic benefits relating to this project:

· capital investment in Australia totalling around $6 billion (in constant, undiscounted 1999 money terms) including some $1.5 billion for the pipeline system;

· creation of direct employment at around 3,200 direct jobs during the post-construction period, with increased numbers during the construction period;


· annual commonwealth Government revenue of around A$320 million, with cumulative payments on a non-discounted constant 1999 dollar basis over the period to 2020 being A$5.5 billion;


· annual Queensland Government revenue of up to A$ 16 million during the initial construction period, and A$8 million in the longer term, with cumulative payments on a non-discounted, constant 1999 dollar basis being around A$185 million;

· net value of outputs reaching $1.3 billion per annum;

· reductions in greenhouse gas emissions of 88 million tonnes of CO2  in its first decade of operation – equivalent to eliminating the emissions of 600,000 households;

· reductions in the Queensland power sector’s rate of greenhouse gas emission growth (from an anticipated 7.3 per cent of Australia’s gross 1990 emission level to 4.7 per cent by 2012) – a major contribution to Australia’s international climate change obligations.

3.
Impact of Loss of Accelerated Depreciation on Industries with Longer Lives

While the Ralph proposals generally seek to arrive at a business tax system that is equitable, it is AGL’s view that the proposals severely disadvantage large scale greenfields infrastructure projects.

That is, AGL is concerned that the Ralph proposals, without some amendment, will be unsuccessful in achieving the following:

(i) the optimisation of economic growth, and achievement of the “growth dividend”;

(ii) the achievement of new productive, long term investment generating new jobs;

(iii) the development of an investment framework which will encourage the Nation to meet its greenhouse emission targets by 2010;

(iv) the growth of Australian companies in an internationally competitive marketplace.

The above concerns arise from evidence presented in Section 25 of the Review, as outlined below.

Evidence in the Review recognises that the loss of accelerated depreciation will impact heavily on those industries that use longer lived assets.

The Review notes that the cash flow benefits of accelerated depreciation significantly reduce the risk of funding large scale projects and consequently improve funding availability.

The decision on which measure (accelerated depreciation or reduction in company tax rate) will deliver the strongest economic growth and vitality is crucial and will have a significant influence on the future shape of the Australian economy.
  The Review acknowledges that the decision is essentially a judgement call.

The Review notes that industries such as mining, manufacturing and transport are estimated to lose more from the removal of accelerated depreciation than they gain from the cut in the company tax rate.  This occurs because they are major beneficiaries of accelerated deprecation, reflecting their relatively intense use of long lived plant and equipment.

The Review recognises that the tax statistics for the electricity, gas and water industry may not be representative
.  There have been no extrapolations made to determine if the increases in taxes on those industries may be understated (and large in relative terms in those industries), and if so, what impacts may occur in a microeconomic sense on future investment decisions which will be made in those industries.

Other Submissions to the Review make reference to discomfort when there is a heavy reliance on a single costing (the long term behavioural response to the removal of accelerated depreciation in the face of a 30 per cent company tax rate).

The Review recognises that further analytical work would be needed to cover changes arising from direct tax reform, including work to quantify resource movements reflecting decisions within each firm, for example as a result of decisions about how much long or short-lived capital to use.

Given the overall impact of the proposed changes set out in the Ralph Review upon the economics of the PNG to Queensland gas pipeline, AGL seeks agreement with the Federal Government that for taxation purposes, the PNG to Queensland Gas Pipeline Project is deemed to have commenced prior to 21 September, 1999, and that the taxation regime in place prior to that that date should apply to the project.

*   *   *   *   *    *
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