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In this issue of Extracting value, we explore:

•	 Background	to	MRRT	and	extension	of	PRRT

•	 The	accounting	dilemma:	is	MRRT	really	an	‘income	tax’?

-- What-is-the-conceptual-basis-of-MRRT?

-- The-current-Australian-position

-- Does-classification-matter?

-- The-‘no-net-tax’-conundrum-

-- The-optimal-solution:-withdraw-Interpretation-1003

-- Other-possible-alternative-treatments-in-the-event-Interpretation-1003-is-retained

•	 Other	considerations.

Key messages

•	 The	proposed	introduction	of	the	Mineral	
Resource	Rent	Tax	(MRRT)	and	extension	of	
the	Petroleum	Resource	Rent	Tax	(PRRT)	raises	
a	number	of	interesting	accounting	issues	
and	calls	into	question	the	interpretation	of	
International	Financial	Reporting	Standards	
(IFRSs)	required	by	the	application	of	
Interpretation	1003	in Australia

•	 The	proposed	MRRT	and	PRRT	expansion	may	
have	other	financial	reporting	consequences	
at	June	2011,	including	‘key	uncertainty’	
disclosure	in	upcoming	financial	reports

•	 With	parts	of	the	draft	MRRT	legislation	
released	(and	draft	legislation	to	extend	the	
PRRT	pending),	the	options	available	under	
the	proposals	together	with	past	accounting	
practices	require	careful	consideration	both	
from	an	accounting	and	taxation	perspective.
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Background to MRRT and extension of PRRT
On	10	June	2011,	the	Federal	Government	released	for	
public	comment	an	exposure	draft	for	some	aspects	of	
the	proposed	MRRT	legislation,	which	will	apply	to	all	
iron	ore	and	coal	projects	(with	some	limited	exceptions).	
This may	also	include	coal	seam	gas	extracted	as	a	
necessary	incident	of	coal	mining	and	anything	produced	
from	a	process	that	results	in	coal	or	iron	ore	being	
consumed	without	extraction.

The	exposure	draft	is	based	on	the	recommendations	
provided	by	the	Policy	Transition	Group	on	21	December	
2010	and	establishes	the	framework	for	the	operation	of	
the	MRRT.	Treasury	has	stated	the	exposure	draft	is	“not	
exhaustive	but	intended	to	provide	stakeholders	with	an	
early	overview	of	the	legislation”.	Consequently,	Treasury	
intends	to	release	a	second	and	final	exposure	draft	for	
public	consultation	later	in	the	year.	

An	exposure	draft	is	also	pending	in	relation	to	the	
proposed	extension	of	the	existing	PRRT	regime	applicable	
to	all	Australian	onshore	and	offshore	oil	and	gas	projects	
(including	the	North	West	Shelf	but	excluding	projects	in	
the	Joint	Petroleum	Development	Area).

An	overview	of	the	MRRT	exposure	draft	legislation	
is	included	in	Deloitte’s	tax	publication	titled	
”Minerals Resource-Rent-Tax-exposure-draft-
legislation released”.	A	summary	of	the	key	features	of	
the	MRRT	and	proposed	extension	to	the	PRRT	can	be	
found	at	Appendix	A.		

In	addition	to	the	significant	taxation,	project	and	
planning	considerations	raised	by	the	proposed	regime,	
there	are	a	number	of	important	financial	reporting	
considerations	that	also	need	to	be	addressed.		

In this special edition of Extracting value, we analyse some 
of the conceptual accounting issues arising from the Federal 
Government’s proposed MRRT and extension of PRRT

MRRT and PRRT timeline

Timeline

2	May	2010	 Resource	Super	Profits	Tax	announced		
(setting	the	relevant	date	for	determining	the	‘starting	base’)

1	July	2010	 Heads	of	Agreement	signed	by	the	Government	

2	July	2010	 Mineral	Resources	Rent	Tax	announced

3	August	2010	 The	Government	established	the	Policy	Transition	Group

21	December	2010	 Policy	Transition	Group	recommendations	provided	to	the	Government

24	March	2011	 The	Government	accepted	the	Policy	Transition	Group’s	recommendations	and	
announced	the	composition	of	the	Resource	Tax	Implementation	Group		
(at	which	Deloitte	has	representation)

10	June	2011	 MRRT	exposure	draft	legislation	released		
(more	to	follow,	including	the	extension	of	PRRT)

Before	31	December	2011	 Proposed	introduction	of	legislation	into	Parliament	in	the	latter	half	of	2011

1	July	2012	 Proposed	commencement	of	the	new	regime

http://www.deloitte.com/assets/Dcom-Australia/Local%20Assets/Documents/Industries/Energy%20and%20resources/Deloitte_Minerals_Resource_Rent_Tax_%20June%202011.pdf
http://www.deloitte.com/assets/Dcom-Australia/Local%20Assets/Documents/Industries/Energy%20and%20resources/Deloitte_Minerals_Resource_Rent_Tax_%20June%202011.pdf
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The accounting dilemma: is MRRT really an ‘income tax’?

What is the conceptual basis of MRRT?
Liabilities	such	as	MRRT	and	PRRT	are	best	characterised	
as	the	Federal	Government	extracting	a	share	of	the	
resource	rent	that	participants	in	the	resource	industry	
enjoy	from	being	given	privileged	access	to	limited	
public resources.

“Resource	rent”	can	be	conceptualised	as	the	excess	of	
the	returns	from	selling	the	outputs	of	a	resource	over	the	
full	costs	of	exploiting	that	resource,	insofar	as	that	excess	
is	attributable	to	the	value	of	the	natural	resource	itself,	
rather	than	other	factors	(for	example,	technical	skills,	
entrepreneurship,	and	so	on).	The	resources	are	either	
present	or	not,	and	once	a	resource	entity	has	had	a	
return	for	all	its	sunk	costs,	expertise	and	risk,	the	‘excess’	
is	an	above	normal	return	for	exploiting	the	resources	
already	there1.

The current Australian position
The	Australian	Accounting	Standards	Board	(AASB)	
issued	Interpretation	1003	Australian-Petroleum-
Resource-Rent-Tax	in	2007	to	achieve	consistency	
in	how	PRRT	is	recognised,	measured	and	presented	
in	financial	statements	prepared	under	Australian	
accounting standards.	

Interpretation	1003	concludes,	“Australian	PRRT	is	an	
income	tax	within	the	scope	of	AASB	112”.	Accordingly,	
companies	reporting	under	Australian	accounting	
standards	have	been	required	to	account	for	PRRT	as	an	
income	tax,	even	though	this	position	is	not	necessarily	
adopted	globally.	Under	IFRS,	similar	regimes	do	not	
always	follow	income	tax	accounting,	but	may	reflect	
elements	of	royalty	accounting	or	another	appropriate	
basis	of	accounting.

Because	of	the	similarities	between	MRRT	and	PRRT,	it	is	
highly	likely	that	without	amendment	to,	or	withdrawal	
of,	Interpretation	1003,	MRRT	may	also	be	considered	
an	‘income	tax’	through	the	application	of	Interpretation	
1003	by	analogy.	

In	our	view,	Interpretation	1003	limits	accounting	policy	
options	under	Australian	accounting	standards	that	are	
otherwise	available	to	entities	that	report	under	IFRS.	
Accordingly,	this	brings	into	question	the	appropriateness	
of	such	a	limitation	in	light	of	the	objective	of	the	AASB	
of	full	convergence	with	IFRS.

Does classification matter?
The	question	of	whether	MRRT	and	PRRT	are	‘income	
taxes’	is	not	clear.	The	Federal	Government	itself	has	
signalled	in	its	communications	and	discussions	on	the	
new	regime	that	MRRT	is	designed	to	return	to	the	
Government	a	portion	of	the	economic	benefits	of	the	
resources	being	exploited	by	affected	mining	entities	
(the	Explanatory	Memorandum	for	the	draft	legislation	
also	states	the	objective	is	to	collect	a	percentage	of	a	
resource	project’s	economic	rent).	The	use	of	a	very	early	
taxing	point	and	the	other	structural	aspects	of	the	tax	
reinforce	this	perspective	and	practical	outcomes	under	
various	possible	scenarios	illustrate	scant	correlation	to	a	
tax	on	’income’.

Classifying	MRRT	and	PRRT	as	an	‘income	tax’	for	
accounting	purposes	places	the	proposals	within	
the	scope	of	AASB	112	Income-Taxes	and	results	in	
a	substantially	different	outcome	to	classifying	such	
obligations	as	a	form	of	‘royalty’	or	‘resource	rent’.	

The	table	overleaf	provides	a	high	level	overview	of	
the	differences	between	treating	MRRT	as	an	income	
tax	or	resource	rent	or	royalty.	It	should	be	noted	the	
matters	are	discussed	in	overview	terms	and	many	of	the	
accounting	treatments	noted	are	uncertain	and/or	subject	
to	debate.1	 An	alternative	way	of	considering	this	is	to	consider	the	

government	to	be	a	‘free	carried’	partner	in	the	development	
of	the	resource.	Under	this	view,	the	entity	exploiting	the	
resource	effectively	‘finances’,	on	a	limited	recourse	basis,	
the	government’s	share	of	the	project	(40%	for	PRRT,	30%	
or	22.5%	in	the	case	of	MRRT,	depending	on	your	view)	
and	is	then	entitled	to	repayment	out	of	the	proceeds	of	
the	project,	together	with	interest	in	the	form	of	an	‘uplift’	
or ‘augmentation’.
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Area If accounted for as an income tax If accounted for as a resource rent or royalty2

Recognition of amounts 
arising under MRRT 

•	 Income	tax	expense. •	 Production	cost.

Timing of recognition •	 Current	taxes	represent	current	MRRT	
amounts payable	

•	 Deferred	taxes	recognise	future	MRRT	payable,	
refunded	or	‘avoided’	on	an	undiscounted	basis.

•	 Payable	recognised	as	production	occurs

•	 Accounting	for	royalty	payments	that	are	expected	
to	reduce	future	tax	payments	may	give	rise	to	the	
recognition	of	a	receivable.

Treatment of State Royalties •	 Uncertain

•	 May	result	in	‘government	grant’	accounting.

•	 Treated	as	a	production	cost	to	the	extent	not	used	
to	reduce	MRRT	liability.

Impact of passage of 
legislation

•	 Triggers	requirement	for	deferred	tax	accounting	
from	the	time	of	‘substantive	enactment’.

•	 No	direct	impact,	however	other	financial	reporting	
issues	may	need	to	be	reassessed	(for	example,	
impairment,	fair	value,	disclosure).

Impact of election to adopt 
‘market value’ for projects on 
transition

•	 May	result	in	a	deferred	tax	asset	where	the	market	
value	exceeds	the	carrying	amount

•	 Elective	nature	of	market	value	basis	may	impact	
timing	of recognition.

•	 No	direct	impact.	Only	impacts	calculation	of	any	
MRRT	payable	in	a	particular	accounting	period.

Tax deductibility of MRRT •	 Introduces	complexity	in	deferred	tax	accounting,	
as	deferred	taxes	arising	under	MRRT	are	required	
to	be	further	‘tax	effected’	at	the	corporate	tax	rate	
(as	MRRT	payments	are	tax	deductible	for	corporate	
tax	purposes)

•	 There	is	uncertainty	as	to	whether	this	extends	to	a	
(net)	deferred	tax	asset	as	MRRT	avoided	in	future	
periods	does	not	directly	give	rise	to	an	assessable	
amount	for	income	tax	purposes.	

•	 Taken	into	account	in	income	tax	accounting	in	
the	same	way	as	other	tax	deductible	or	assessable	
amounts	paid	or received.

Accounting for the transfer 
of losses or other amounts 
between projects

•	 Likely	to	trigger	accounting	consequences	similar	to	
that	for	tax-consolidated	groups.

•	 No	specific	accounting	required	for	common	
control	transactions.	A	choice	of	accounting	
approach	may	be	possible	(including	no	specific	
accounting	by	the	affected entities).

Impact of moving above or 
below the $50m threshold

•	 May	trigger	accounting	for	a	change	in	tax	status,	
require	the	use	of	a	blended	rate	or	introduce	
other	complexities	in	deferred	tax	accounting	
(for	example,	consideration	of	management	
expectations/intent	in	relation	to	future	
project status).

•	 No	direct	impact.	Payable	recognised	as	MRRT	
liability	arises	(from	sale	or	export	of	production).

2	 Prior	to	the	introduction	of	Interpretation	1003,	there	were	a	number	of	different	methods	used	to	account	for	PRRT.		For	simplicity,	
this	column	illustrates	‘royalty	accounting’	whereby	MRRT	is	accounted	for	on	an	accruals	basis,	with	the	triggering	obligation	being	
taxable production.
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The ‘no net tax’ conundrum 
Accounting	for	MRRT	as	an	income	tax	can	produce	
outcomes	that	many	consider	counterintuitive.

For	example,	in	some	cases,	a	resources	project	may	not	
be	expected	to	give	rise	to	any	net	MRRT	liability	over	the	
life	of	the	mine	due	to:

•	 An	election	to	use	the	‘market	value’	basis	for	existing	
projects	on	transition	to	MRRT	

•	 The	effects	of	‘uplifts’	in	unclaimed	royalties,	carried	
forward	MRRT	losses,	and	subsequent	capital	
expenditure	write-offs

•	 The	timing	of	expected	revenue	and	costs.

Depending	on	the	interaction	of	these	and	other	factors,	
it	may	be	that	there	is	no	net	expected	MRRT	payable	
over	the	life	of	the	operation.	However,	the	application	
of	AASB	112	in	accounting	for	MRRT	can	still	have	
a	significant	impact	on	an	entity’s	profit	or	loss	and	
statement	of	financial	position.

To	illustrate	this,	we	have	prepared	a	simplified	example	
of	the	potential	deferred	tax	accounting	consequences	
of	the	MRRT	if	the	market	value	option	is	chosen.	
This	is	based	on	the	example	included	in	the	Federal	
Government’s	fact-sheet-on-the-MRRT.	Rather	than	
illustrating	a	new	project,	we	assumed	the	project	was	in	
place	on	transition	of	the	MRRT	regime	and	the	market	
value	option	was	chosen.	

We	performed	a	simplified	discounted	cash	flow	
calculation	of	the	cash	flows	presented	to	determine	a	
notional	market	value	of	$2,275	for	the	starting	base	and	
assumed	an	initial	carrying	amount	for	book	purposes	of	
$1,000,	depreciable	for	MRRT	and	accounting	purposes	
on	a	straight-line	basis	over	a	period	of	5	years.	

The	table	on	the	next	page	illustrates	a	summary	of	the	
results.	Detailed	calculations	(with	more	explanation	on	
some	of	the	accounting	issues	raised)	are	included	at	
Appendix	B:

http://www.treasury.gov.au/documents/2070/PDF/Minerals Resource Rent Tax Bill 2011.pdf
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Item Initial Year 1 Year 2 Year 3 Year 4 Year 5

Mining profit - 390 620 680 820 820

Royalty	allowance - (173) (277) (303) (363) (367)

Mining	loss	allowance - - - - - -

Starting	base	allowance - (217) (343) (377) (457) (453)

MRRT profit/(loss) - - - - - -

MRRT liability (22.5%) - - - - - -

MRRT deferred taxes

Carrying	amount 1,000 800 600 400 200 -

Tax	base (2,275) (1,820) (1,365) (910) (455) -

Unclaimed	starting	base	allowance - (238) (357) (400) (198) -

(Deductible)	temporary	difference (1,275) (1,258) (1,122) (910) (453) -

Deferred tax asset (22.5%) 287 283 252 205 102 -

Deferred tax (income)/expense (287) 4 31 47 103 102

In	the	above	example,	there	is	no	MRRT	expected	to	be	paid	over	the	life	of	the	project.	In	fact,	the	only	amounts	
paid	would	be	a	royalty	based	on	revenue	(rather	than	profits)	and	corporate	income	tax	on	profits.	
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However,	adopting	deferred	tax	accounting	results	in	an	
‘up	front	gain’	arising	from	the	excess	of	the	market	value	
over	the	book	value	at	transition.	This	deferred	tax	asset	
then	‘reverses’	over	the	life	of	the	mine,	resulting	in	an	
MRRT	tax	expense	in	later	periods	even	though	no	MRRT	
is	ever	actually	paid.	The	treatment	(for	the	purposes	
of	the	example)	of	carried	forward	losses	and	credits	
as	deferred	tax	items	further	complicates	the	situation,	
as	it	impacts	the	deferred	tax	expense	recognised	in	
each period.	

Many	consider	the	recognition	of	deferred	tax	expenses	
and	income	in	this	manner	to	be	a	counter-intuitive	
outcome	when	considered	in	light	of	the	fact	that	no	
MRRT	will	actually	ever	be	paid.	It	also	distorts	the	overall	
tax	expense	for	the	reporting	entity	especially	in	the	initial	
year	where	tax	expense	is	credited.	A	common	question	
asked	is,	“How	can	I	make	a	gain	from	being	subjected	to	
a	new	tax?”7	

We	explore	some	other	possible	accounting	treatments	
for	this	aspect	below	(see	page	8).

The optimal solution: withdraw 
Interpretation 1003
Although	MRRT	and	PRRT	can	be	popularly	represented	
as	a	form	of	“super	profits	tax”,	their	behavioural	
characteristics	vary	markedly	in	line	with	current	
commodity	prices,	market	interest	rates,	the	nature	of	
the	project,	past	exploration,	capital	and	operating	costs	
incurred,	assets	employed	downstream	from	the	taxing	
point	and	many	other	factors.	

Accordingly,	while	the	MRRT	and	PRRT	may	mimic	an	
income	tax	in	some	situations	(e.g.	a	hypothetical	highly	
profitable	operation	that	has	limited	upfront	costs	and	a	
short	exploration	to	production	time	line),	in	other	cases	

the	features	of	a	resource	rent	regime	will	mean	that	
potentially	no	amounts	are	paid	at	all,	even	for	highly	
profitable	operations,	as	our	example	above	illustrates.	

The	conceptual	nature	of	economic	rent	means	there	is	
no,	or	no	consistent,	linkage	between	accounting	profits	
and	the	amount	of	resource	rent	payable.	

In	developing	Interpretation	1003,	the	AASB	relied	upon	
an	agenda	rejection	statement	issued	by	the	(then)	
International	Financial	Reporting	Standards	Interpretations	
Committee	(IFRIC)	which	concluded	(emphasis	added):

•	 The	term	‘taxable	profit’	implies	a	notion	of	a	net	
rather	than	gross	amount

•	 Because	taxable	profit	is	not	the	same	as	accounting	
profit,	taxes	do	not	need	to	be	based	on	a	figure	that-
is-exactly-accounting-profit	to	be	within	scope.

The	concept	of	a	taxable	profit	implies	at	least	some	
indirect	relationship	between	accounting	profits	and	
the	amount	on	which	a	particular	tax	is	levied.	As	noted	
above,	this	is	not	often	the	case	for	resource	rents	like	
MRRT	and	PRRT.	Entities	accounting	for	conceptually	
similar	taxes	under	IFRSs	do	not	always	account	for	
resource	rents	as	income	taxes	–	some	consider	them	
royalties	and	account	for	them	on	an	accrual	basis.

Australian	resource	entities	compete	for	capital	on	a	
global	stage	–	the	arguments	put	forward	about	the	
introduction	of	a	form	of	resource	tax	itself	reinforces	
this	reality.	Forcing	Australian	entities	to	account	for	a	
particular	item	in	one	way,	whilst	good	for	comparability	
between	Australian	entities,	disadvantages	those	entities	
on	the	global	stage	and	undermines	the	benefits	of	
IFRS convergence.	

Accordingly,	in	our	view,	the	easiest	way	to	address	the	
significant	issues	with	accounting	for	MRRT	and	PRRT	
is	for	the	AASB	to	consider	withdrawing	Interpretation	
1003	as	soon	as	possible.

Without	the	Australian	Interpretation,	further	input	can	
be	sought	from	the	IFRS	Interpretation	Committee	or	
International	Accounting	Standards	Board	(IASB)	itself.	
It	may	be	that	an	accounting	policy	choice	remains	until	
such	time	as	the	IASB	reactivates	its	dormant	agenda	
project	on	income	taxes.

7			 Where	the	book	value	approach	is	adopted,	it	is	less	likely	
that	a	material	adjustment	will	arise	on	initial	transition	to	the	
tax.		However,	there	are	additional	factors	to	consider	(such	
as	the	potentially	shorter	timeframe	for	deduction	and	the	
uplift	allowance	available)	that	present	their	own	difficulties	
in	interpretation	–	some	of	these	are	touched	on	later	in	
the document.
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Other possible alternative treatments in the event 
Interpretation 1003 is retained
We	have	noted	above	our	preferred	solution	is	for	
the	AASB	to	withdraw	Interpretation	1003	to	allow	
companies	to	determine	an	appropriate	accounting	policy	
to	account	for	these	obligations.

However,	in	the	event	the	Interpretation	is	not	
withdrawn,	a	number	of	additional	significant	accounting	
issues	remain	that	need	to	be	resolved	where	income	tax	
accounting	is	applied.	These	issues	arise	because	of	the	
unique	features	of	a	“resource	rent”	regime,	which	do	
not	naturally	fit	into	a	standard	designed	to	reflect	the	
features	of	a	more	traditional	income	tax.

Set	out	below	are	some	examples	of	these	issues.	
They are	not	designed	to	be	conclusive	or	definitive,	nor	
express	a	particular	view,	but	they	do	illustrate	the	diverse	
range	of	views	and	outcomes	in	respect	of	the	issues	that	
need	to	be	addressed.

Accounting for the market value uplift
Entities	have	the	option	on	transition	to	the	new	regime	
to	elect	to	adopt	an	initial	tax	value	for	MRRT	purposes	
based	on	the	market	value	of	each	eligible	operation.	
There	are	significant	commercial	considerations	in	
determining	the	optimal	approach	to	the	valuation	
and	the	calculation	of	that	component	of	the	overall	
market	value	of	an	operation	that	is	attributable	to	MRRT	
taxable activities.

Notwithstanding	these	considerations,	there	remains	in	
many	cases	a	significant	incentive	for	entities	to	adopt	the	
market	value	approach	as	it	may	offer	a	significant	uplift	
in	value	over	and	above	the	book	values	of	the	assets	for	
MRRT	purposes.

Conceptually,	the	market	value	election	addresses	issues	
of	fairness	and	equity	on	the	introduction	of	the	new	tax	
and	puts	transitional	projects	on	an	equal	footing	with	
new	projects.	The	practical	effect	of	adopting	the	market	
value	approach	is	to	allow	entities	to	deduct	amounts	
against	MRRT	that	were	never	incurred	by	the	entity.	

Considering	these	realities	in	the	context	of	accounting	
for	MRRT	as	an	income	tax	raises	significant	philosophical	
and	practical	questions:

•	 Should	the	market	value	uplift	(over	and	above	book	
value,	or	potentially	historical	cost),	be	considered	akin	
to	an	“investment	tax	credit”?	There	are	significant	
accounting	issues	in	accounting	for	‘investment	
tax	credits’	that	are	administered	through	the	tax	
system	(as	they	are	effectively	outside	the	scope	of	
specific	standards	such	as	AASB	112	and	AASB	120	
Accounting-for-Government-Grants-and-Disclosure-
of-Government-Assistance).	Some	accounting	
professionals	support	‘government	grant’	accounting	
for	such	items,	potentially	resulting	in	a	deferral	
and	‘matching’	of	the	benefit	over	the	life	of	the	
underlying	assets.	This	issue	has	arisen	in	recent	
times	in	debate	over	accounting	for	the	investment	
allowance	and	research	and	development,	which	also	
provide	‘additional	deductions’

The	need	for	urgent	action	on	this	matter	is	reinforced	by	the	way	in	which	
accounting	standards	account	for	the	effects	of	tax	legislation.	Under	AASB	112,	
current	and	deferred	tax	is	measured	on	the	tax	laws	and	tax	rates	that	are	“enacted	
or	substantively	enacted”	by	the	reporting	date.	Interpretation	1039	clarifies	that	in	
the	Australian	context,	“substantive	enactment”	is	taken	to	have	occurred	once	the	
relevant	Bill	(or	linked	Bills)	has	been	tabled	in	the	Parliament	and	there	is	majority	
support	for	passage	in	both	Houses	of	Parliament.	

This	means	that	affected	entities	would	be	required	to	account	for	the	impacts	of	
MRRT	or	extended	PRRT	from	when	it	has	been	passed	by	Parliament.	Whilst the	
final	timetable	for	passage	of	the	legislation	is	subject	to	adjustment,	entities	may	
need	to	account	for	the	new	regime	in	December	2011	financial	reports	if	the	
legislation	is	“substantively	enacted”	at	that	time.
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•	 Is	the	market	value	uplift	used	to	introduce	in	effect	
a	form	of	“tax	holiday”	for	affected	entities?	Again,	
there	is	scant	guidance	under	accounting	standards	
as	to	how	to	account	for	tax	holidays	and	some	argue	
for	no	recognition	during	the	‘holiday’	period	–	this	
would	produce	a	substantially	different	outcome	in	
our	earlier	example

•	 Is	the	introduction	of	MRRT	a	“change	in	tax	status”	
within	the	meaning	of	Interpretation	125	and	if	so,	
how	does	the	accounting	treatment	for	the	market	
value	uplift	interact	with	the	requirements	of	the	
Interpretation?	In	general	terms,	the	tax	accounting	
impacts	of	recognising	a	change	in	tax	status	are	
recognised	in	profit	or	loss	(unless	they	relate	to	
items	recognised	outside	profit	or	loss,	which	is	
unlikely	in	the	case	of	MRRT).	If	the	market	value	
uplift	is	considered	a	government	grant	or	tax	holiday,	
would	the	Interpretation	effectively	prevent	normal	
accounting	for	these	items,	e.g.	the	recognition	
of	a	deferred	credit	in	the	balance	sheet	for	a	
government grant?

Other difficult areas
Whilst	entities	are	currently	turning	their	minds	to	
the	near	term	considerations	of	the	MRRT	and	PRRT	
extension,	modelling,	forecasting	and	other	requirements	
will	necessitate	the	consideration	of	other	aspects	of	the	
MRRT	that	also	create	accounting	uncertainty.

These	include:

•	 Royalty allowance.	The	offset	of	royalties	paid	
against	MRRT	liabilities	introduces	many	accounting	
questions.	Is	the	royalty	offset	itself	to	be	considered	
a	‘government	grant’	that	should	be	accounted	for	
separately	from	the	‘income	tax’	aspects?	Does any	
carried	forward	unclaimed	royalty	give	rise	to	a	
deferred	tax	asset?	Should	the	impacts	of	royalties	be	
presented	as	part	of	income	tax	expense	or	‘above	
the line’?

•	 Uplift allowances.	Many	carried	forward	items	
are	entitled	to	be	‘uplifted’	based	on	a	margin	over	
relevant	interest	rates	(conceptually	recognising	the	
right	to	a	return	on	these	‘sunk	costs’),	or	based	
on	CPI.	Should	the	uplift	be	anticipated	when	
undertaking	deferred	tax	accounting?	Can	such	items	
impact	the	effective	tax	rate?	And	again,	is	the	‘uplift’	
really	a	form	of	government	grant	if	the	underlying	
premise	is	that	MRRT	is	a	tax	on	profits?

The	accounting	practice	which	ultimately	arises	in	
relation	to	these	and	other	matters	has	the	potential	
to	have	a	significant	effect	on	the	financial	reporting	
outcomes	of	accounting	for	MRRT	and	PRRT	as	an	
income	tax.	Although	some	of	these	matters	have	
been	considered	by	oil	and	gas	entities	applying	
Interpretation	1003	to	the	existing	PRRT	regime,	the	
additional	features	and	issues	arising	from	MRRT	and	
extension	of	PRRT	necessitates	further	consideration	
of	all	the	issues	(for	example,	the	introduction	of	a	
market	value	uplift	option	for	starting	base	valuations	
is	just	one	of	the	many	differences	between	the	
proposed	MRRT	and	the	existing	PRRT	regime	
requiring	further	consideration).	Affected	entities	are	
advised	to	closely	monitor	debate	in	these	areas	and	
express	views	to	relevant	accounting	standard	setters	
and	others	with	influence	if	necessary.
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Other considerations
With	the	initial	exposure	draft	of	the	MRRT	legislation	
now	released	(and	the	final	MRRT	exposure	draft	and	
extended	PRRT	exposure	draft	to	follow	soon),	the	most	
urgent	issue	is	to	address	the	significant	issues	arising	
from	the	potential	application	of	deferred	tax	accounting.

However,	a	number	of	other	factors	may	be	relevant	for	
financial	reporting	in	the	short-term,	including:

•	 The	potential	introduction	of	the	MRRT	or	the	
extension	of	the	PRRT	regime	may	give	rise	to	
indicators	of	impairment	or	reversals	of	impairment	
under	AASB	136	Impairment-of-Assets	during	the	
current	reporting	period,	requiring	the	company	to	
perform	a	recoverable	amount	test	of	its	relevant	
Australian	resources	assets.	AASB	136	also	has	
extensive	disclosure	requirements	which	may	apply	
whether	impairment	losses	(or	reversals)	have	been	
made	or	not

•	 The	impacts	of	MRRT	or	PRRT	may	need	to	be	
considered	in	relation	to	the	determination	of	the	
fair	values	of	affected	operations,	in	situations	such	
as	business	combinations	and	indirectly	in	relation	to	
the	market	value	assessment	done	for	MRRT	or	PRRT	
purposes,	e.g.	the	process	of	determining	the	market	
value	may	identify	upstream	or	downstream	assets	
which	may	not	have	been	characterised	in	the	same	
way	when	accounting	for	a	past	business	combination	
involving	the	operation	

•	 AASB	101	Presentation-of-Financial-Statements	
requires	companies	to	disclose	“information	about	
the	assumptions	it	makes	about	the	future,	and	other	
major	sources	of	estimation	uncertainty	at	the	end	
of	the	reporting	period,	that	have	a	significant	risk	
of	resulting	in	a	material	adjustment	to	the	carrying	
amounts	of	assets	and	liabilities	within	the	next	
financial	year”.	The	MRRT,	or	extension	of	the	PRRT,	
may	fall	within	the	scope	of	this	requirement	and	
resources	companies	should	carefully	consider	the	
nature	of	the	disclosures	made	in	complying	with	this	
requirement	in	the	period	prior	to	the	passage	of	the	
legislation	to	enact	the	new	MRRT	regime	and	extend	
the	PRRT	regime	for	affected	entities.	‘Boilerplate’	
disclosure	should	be	avoided	where	possible,	in	favour	
of	transparent	disclosure	about	the	way	in	which	
the	MRRT	or	PRRT	has	been	taken	into	account	in	
preparing	the	financial	statements

•	 For	half-year	financial	reports,	AASB	134	Interim-
Financial-Reporting	has	numerous	disclosure	
requirements	that	may	be	triggered	by	the	
circumstances	surrounding	the	MRRT	or	extended	
PRRT.	Whilst	not	as	extensive	as	those	required	
by	AASB	101	and	AASB	136,	best	practice	for	
affected	companies	would	generally	be	to	make	
transparent	disclosure	about	the	impacts	of	MRRT	or	
PRRT	in	interim	reports	where	the	potential	impact	
is significant

•	 The	various	corporate	governance	and	regulatory	
disclosures	required	under	ASX	Listing	Rules,	
Corporations	Act	2001	and	other	requirements	may	
also	be	potentially	triggered.

Given	the	politically	charged	environment	
surrounding	the	Federal	Government’s	proposed	
revised	resource	tax	regime,	the	nature	and	
content	of	disclosures	made	by	entities	will	
continue	to	require	careful	and	detailed	
consideration	by	the	company’s	audit	committee	
and	board	of	directors.
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Key features of the proposed new rules

Broadly, the key features of the proposed MRRT 
include the following:  
•	 MRRT	will	apply	from	1	July	2012

•	 MRRT	is	to	be	levied	at	an	effective	rate	of	22.5%	
(30%	‘headline’	rate	less	the	25%	extraction	
allowance)	on	taxable	mining	profits	(less	allowances)	
from	the	extraction	of	iron	ore	and	coal,	applicable	on	
a	project	by	project	basis	(grouping	available	in	certain	
circumstances).	Taxpayers	with	MRRT	assessable	
profits	of	less	than	$50	million	per	annum	will	be	
excluded	from	the	MRRT	regime

•	 Taxable	profits	include	the	value	of	the	resource	
at	the	taxing	point	less	eligible	costs	necessarily	
incurred	by	the	taxpayer	in	carrying	on	upstream	
mining operations

•	 The	taxing	point	for	MRRT	purposes	will	generally	be	
immediately	before	the	commodity	leaves	the	run	of	
mine	(“ROM”)	stockpile

•	 New	investment	from	1	July	2012	will	be	recovered	
in	the	form	of	an	immediate	write	off,	rather	
than	over	a	period	of	time	(effectively	an	upfront	
depreciation deduction)	

•	 Special	transitional	provisions	will	permit	a	deduction	
in	relation	to	existing	projects,	generally	by	reference	
to	either	the	carrying	amounts	of	project	assets	in	
the	last	audited	financial	statements	prior	to	the	
Government’s	announcement	(deductible	over	a	
period	of	5	years	and	including	the	benefit	of	an	
‘uplift’	allowance)	or	by	reference	to	the	market	value	
of	the	investment	(deductible	over	a	period	of	up	to	
25	years,	but	with	no	‘uplift’	allowance	applicable)

•	 A	grossed	up	and	deductible	credit	will	be	provided	
for	State	royalties	paid

•	 The	allowances	comprise	certain	unutilised	deductions	
(some	will	be	subject	to	an	‘uplift’)	and	may	be	
transferable	between	projects	subject	to	satisfying	
certain	conditions

•	 MRRT	liabilities	will	be	deductible,	and	MRRT	refunds	
assessable,	for	corporate	income	tax	purposes.	

The key features of the proposed extension to the 
PRRT regime include the following:  
•	 The	extension	to	the	PRRT	regime	will	apply	from	

1 July	2012

•	 PRRT	will	be	levied	at	a	rate	of	40%	on	taxable	
profits	of	all	onshore	and	offshore	oil	and	gas	
projects,	including	coal-seam	gas	projects	and	the	
North West Shelf

•	 Consistent	with	the	existing	PRRT	regime,	a	range	
of	‘uplift’	allowances	will	be	permitted	for	unutilised	
losses	and	capital	write-offs	and	upfront	deductions	
will	be	permitted	for	all	eligible	expenditure.	In	
addition,	all	state	and	federal	resources	taxes	will	be	
creditable	against	current	and	future	PRRT	liabilities	
from	a	project

•	 Existing	projects	transitioning	to	the	PRRT	regime	
will	benefit	from	a	choice	between	market	value,	
written	down	book	value	and	a	look-back	method	in	
determining	the	starting	tax	base	for	the	PRRT.

Appendix A
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The	below	table	illustrates	a	simplified	example	of	the	potential	deferred	tax	accounting	consequences	of	the	MRRT	
if	the	market	value	option	is	chosen.	This	is	based	on	the	example	included	in	the	Federal	Government’s	fact-sheet-on-
the MRRT.		

Rather	than	illustrating	a	new	project,	we	assumed	the	project	was	in	place	on	transition	of	the	MRRT	regime	and	the	
market	value	option	for	the	miner’s	starting	base	was	chosen.		For	this	purpose,	we	performed	a	simplified	discounted	
cash	flow	calculation	of	the	cash	flows	presented	to	determine	a	notional	market	value		of	$2,275	and	assumed	an	
initial	carrying	amount	for	book	purposes	of	$1,000,	depreciable	for	MRRT	and	accounting	purposes	on	a	straight-line	
basis	over	a	period	of	5	years.		The	table	below	illustrates	the	results	:

Appendix B

Item Initial Year 1 Year 2 Year 3 Year 4 Year 5 Total

MRRT calculation

Mining	revenue - 520 830 910 1,090 1,100 4,450

Mining	expenditure - (130) (210) (230) (270) (280) (1,120)

Mining profit - 390 620 680 820 820 3,330

Royalty	allowance9	 - (173) (277) (303) (363) (367) (1,483)

Mining	loss	allowance10	 - - - - - - -

Starting	base	allowance11	 - (217) (343) (377) (457) (453) (1,847)

MRRT profit/(loss) - - - - - - -

MRRT liability (22.5%) - - - - - - -

Royalty allowance

Royalties	paid	(7.5%) - 39 62 68 82 83 334

Amount	available	for	offset	(grossed	up	at	22.5%) - 173 277 303 363 367 1,483

Starting base allowance

Brought	forward	amount - - 238 357 446 457

Uplift	(CPI) - - 7 11 13 14

Current	year	allowance - 455 455 455 455 455 2,275

Starting	base	allowance	available - 455 700 823 914 926

Amount	utilised - (217) (343) (377) (457) (453)

Carried forward - 238 357 446 457 473

Amount	expected	to	be	recovered12	 - 238 357 400 198 0

http://www.treasury.gov.au/documents/2070/PDF/Minerals Resource Rent Tax Bill 2011.pdf
http://www.treasury.gov.au/documents/2070/PDF/Minerals Resource Rent Tax Bill 2011.pdf
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Item Initial Year 1 Year 2 Year 3 Year 4 Year 5 Total

MRRT deferred taxes

Carrying amount 1,000 800 600 400 200 -

Tax base (2,275) (1,820) (1,365) (910) (455) -

Deductible	temporary	difference13	 (1,275) (1,020) (765) (510) (255) -

Carried	forward	starting	base	allowance14	 - (238) (357) (400) (198) -

(1,275) (1,258) (1,122) (910) (453) -

Deferred tax asset (22.5%15) 287 283 252 205 102 -

Deferred tax expense/(income) (287) 4 31 47 103 102

8	 To	more	clearly	illustrate	the	accounting	issues	and	concepts,	the	MRRT	calculation	presented	has	been	simplified	from	that	required	
under	the	draft	legislation.

9			 The	royalty	allowance	deducted	here	is	the	royalty	allowance,	grossed	up	by	dividing	by	22.5%.		The	amount	claimed	cannot	exceed	
MRRT	profit,	with	any	allowance	not	claimed	carried	forward	to	future	periods	(this	does	not	arise	in	this	example).

10			Mining	loss	allowances	are	permitted	to	be	carried	forward	and	deducted	after	royalties.		In	this	example,	no	such	losses	arise.	
In addition,	pre-mining	loss	allowances	and	transferred	loss	allowances	must	also	be	taken	into	account.	For	the	purpose	of	this	simplified	
example,	these	have	been	assumed	to	be	zero.

11			Annual	amortisation	of	notional	MRRT	market	value	of	$2,275	on	a	straight-line	basis	over	5	years	(the	shorter	of	the	life	of	the	project	
and	25	years	as	proposed	in	the	draft	legislation),	limited	to	available	MRRT	profits.	In	addition,	under	the	draft	legislation,		unclaimed	
amounts	are	carried	forward	and	indexed	by	CPI.		Further	information	about	how	the	amounts	shown	have	been	calculated	is	
outlined below.

12		Represents	the	amount	of	the	unclaimed	allowance	that	is	expected	to	be	used	to	reduce	possible	future	MRRT	payable.	The	amount	
recognised	has	been	calculated	by	reference	to	the	total	allowance	expected	to	be	utilised	in	future	periods.	Other	approaches	may	be	
possible	and	may	result	in	differing	deferred	tax	accounting	outcomes.

13			As	there	is	an	unclaimed	starting	base	allowance	at	the	end	of	the	project,	an	upper	limit	on	the	amount	of	the	deferred	tax	asset	
recognised	may	be	necessary.	In	this	example,	a	‘first	in	first	out’	approach	has	been	utilised	and	a	DTA	recognised	for	the	full	
temporary	difference	as	at	the	end	of	each	year,	the	amount	of	the	allowance	claimed	in	future	periods	at	least	equals	the	temporary	
difference arising.

14			Sum	of	both	MRRT	losses	and	unutilised	royalty	offsets	expected	to	be	recovered.		As	noted	in	the	main	body	of	this	publication,	there	is	
uncertainty	about	how	these	items	should	be	accounted	for	when	applying	deferred	tax	accounting	principles	under	AASB	112	and	other	
treatments	may	be	theoretically	possible.

15			Some	argue	the	effective	MRRT	tax	rate	of	22.5%	(30%	‘headline’	rate	less	the	25%	extraction	allowance)	should	be	further	reduced	by	
the	corporate	tax	rate	to	yield	an	effective	tax	rate	of	15.75%	(i.e.	22.5%	x	(100%-30%),	where	30%	is	the	corporate	tax	rate	assumed	to	
apply	during	the	project	life	in	this	example).	Where	a	(net)	MRRT	deferred	tax	liability	arises,	a	deductible	amount	will	result	for	corporate	
income	tax	purposes	when	the	MRRT	is	ultimately	paid.		Accordingly,	to	reflect	the	tax-deductible	nature	of	the	MRRT	when	it	is	paid,	a	
‘corporate	tax	effected’	rate	should	be	applied	to	the	MRRT	deferred	tax	liability,	or	alternatively	a	deferred	tax	asset	recognised	in	respect	
of	the	deferred	tax	liability	when	calculating	deferred	taxes	for	corporate	income	tax	purposes.		However,	the	same	may	not	apply	where	
a	MRRT	deferred	tax	asset	arises,	as	the	‘realisation’	of	the	deferred	tax	asset	will	result	in	a	lower	payment	of	MRRT	in	the	future,	which		
does	not	directly	result	in	an	assessable	amount	for	corporate	tax	purposes	(unless	received	as	an	MRRT	refund).		Whether	such	deferred	
tax	assets	should	be	further	tax	effected	is	currently	unresolved,	and	for	the	purposes	of	this	example,	the	22.5%	rate	has	been	used.
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If	you	would	like	more	information	or	would	like	to	discuss	how	the	topics	covered	in	this	newsletter	effect	your	specific	
circumstances,	please	contact:

Tim Richards
National	Mining	Leader

Tel:	+61	(0)	8	9365	7248	
email:	atrichards@deloitte.com.au

Ross Jerrard
Perth

Tel:	+61	(0)	8	9365	7057	
email:	rjerrard@deloitte.com.au

Matthew Sheerin
Brisbane

Tel:	+61	(0)	7	3308	7229	
email:	msheerin@deloitte.com.au

Reuben Saayman
Sydney

Tel:	+61	(0)	2	9322	7609	
email:	rgsaayman@deloitte.com.au

Ian Sanders
Melbourne

Tel:	+61	(0)	3	9671	7479	
email:	iasanders@deloitte.com.au

Jason Handel
Adelaide

Tel:	+61	(0)	8	8407	7148	
email:	jhandel@deloitte.com.au

Melissa Sim
Accounting-Technical

Tel:	+61	(0)	2	9322	7934	
email:	msim@deloitte.com.au

Past	editions	of	Extracting	Value	can	be	found	on	our	website	at	www.deloitte.com/au/ExtractingValue

Contacts
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for MRRT under Australian 
accounting standards 
remains uncertain and 
subject to significant debate. 
Affected entities are advised 
to closely monitor the debate 
in these areas and express 
views to relevant accounting 
standard setters and others 
with influence, if necessary.
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