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1. Context

Since early 2016 Arrium Ltd has been warning of the potential for closure of its Whyalla
steelworks given the financial impact of debt funded expansion followed by a decline in iron and
steel prices (and general commodity prices). The group disclosed a $60 million cash shortfall at
the steelworks which has 1100 workers on staff and an estimated contractor workforce of around
450. Additionally as many as 1000 jobs in total of both staff and contract labour is exposed to
any closure of its iron ore operation, which is also under threat due to heavy losses.

The following is a preliminary analysis of the potential economic and employment impacts of
closure of Arrium’s operations.

2. Summary of Results

The impacts of both the closure of the steel works and the mine have been modelled using the
RISE model of the SA economy and it regions. The modelling has been undertaken with three
sensitivities:

* A base case where all of the people who lose their job leave the Whyalla region, and
50% leave the state. It is assumed that those who remain in the region/state will reduce
their consumption expenditure by 50% (many will be in retirement and living off
superannuation savings, or welfare).

* A conservative case where 50% leave the region and 25% leave the state

* A high case— where all leave the region, but also so do 100% more as individual
businesses face a critical mass issue. Further 50% of those who leave the region also
leave the state in search of employment.

Table 1 provides a summary of the outcomes under these assumptions, while Figures 1a and 1b
indicate the distribution of the job losses by industry sector. The modelling indicates that the
potential impact on the region, and indeed the state is sizable, in that:

* In total, the regional economy of Whyalla will shrink by between $490 million and $530
million in gross regional product, or between 3,550 and 3,940 jobs (FTE’s). This
represents a loss of employment of between 37% and 41%.

* For every three jobs lost directly in region at the steelworks, the mine, and in transport
linked to these operations, there will be another one job lost within the Whyalla region in
areas such as retail trade, health and education and recreation and personal services.

* The implications extend beyond the Whyalla region because of supply chain linkages and
consumption impacts, with, in total between 4,760 and 5,360 jobs being lost at the state
level (ie for every three jobs lost in Whyalla there will be an additional job lost elsewhere
in the state).

It should be noted that this does not allow for potential more disruptive effects should some
economic activities in the production induced context lose critical mass and shut down their
operations totally.
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Table 1: Summary of Impacts on Whyalla Region and State due to Arrium Closure

Scenario - Total Closure

Low Case | Base Case | High Case

Whyalla Region

Gross Regional Product ($ m) $490.7 $503.7 $529.9
Household Incomes ($ m) $243.5 $252.1 $269.4
Employment (FTE's) 3,545 3,676 3,939
South Australia

Gross Regional Product ($ m) $678.7 $709.3 $770.6
Household Incomes ($ m) $344.5 $359.8 $390.6
Employment (FTE's) 4,762 4,962 5,363

Figure 1a Figure 1b
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3. Methodology and Assumptions

In order to undertake this analysis, the following steps were taken.

1. Data from the 2011 Census was obtained for the Whyalla and Whyalla Unincorporated

areas as follows:

Ny, N

A \/ 4

3
AITI (2016)





Table 2: Employment by Industry sector in the Whyalla region — 2011 Census

Whyalla
Whyalla  Uninc Total

Agriculture, Forestry and Fishing 39 16 55
Mining 608 3 611
Manufacturing 2,040 3 2,043
Electricity, Gas, Water and Waste Services 69 0 69
Construction 507 4 511
Wholesale Trade 166 0 166
Retail Trade 1,016 0 1,016
Accommodation and Food Services 565 8 573
Transport, Postal and Warehousing 406 3 409
Information Media and Telecommunications 71 0 71
Financial and Insurance Services 122 0 122
Rental, Hiring and Real Estate Services 99 0 99
Professional, Scientific and Technical Services 242 4 246
Administrative and Support Services 388 3 391
Public Administration and Safety 377 0 377
Education and Training 737 3 740
Health Care and Social Assistance 1,152 0 1,152
Arts and Recreation Services 47 0 47
Other Services 307 0 307
Inadequately described 104 3 107
Not stated 100 0 100
Total 9,162 50 9,212
Detailed Industry data

Metal Ore Mining 264 3 267

E;r:jfr;/clllllﬁilgand Metal Product 1675 3 1678

2. This data was used to create an input output table for the Whyalla region, based on the
RISE model table for the Eyre and Western Region of the state. The table was created
at the 22 industry sector, including the sectors above — with a specific sector for iron or
mining and for the steel works. The table for the region, as well as for the state were
updated to 2016 — allowing for inflation and productivity shifts. The ratio of FTE’s to jobs
was applied as per the underlying ratio at the national level.

3. The tables for the region and for the state were shocked for the lost turnover associated
with the mine closure (using the ratio of turnover to employment for the sector from the
input output tables, after adjustment for flows between the two sectors to avoid double
counting) and the assumptions above in terms of people leaving the region and state. It
was further assumed that transport made up the bulk of contractors, with a margin of
12% applied for the mining sector and 15% for the steel works (based on margins as
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indicated in the 2012/13 national Input Output tables). Input output tables are framed in
basic values and as such do not include transport costs for moving the product to the

next step.

Modelling is preliminary, based on general assumptions. To improve the modelling, the next
steps would include:
* Obtaining more direct information from Arrium on the specific makeup of their supply

chain (rather than using national level ratios).

* Reviewing the intent of those who lose their jobs and the extent they will leave the region
and/or change their expenditure patterns.

4. Other Issues

This analysis is consistent in terms of orders of magnitude with the study undertaken by Deloittes
with respect to the steel works specifically (Deloitte Access Economics, Economic contribution of
Arrium and steel manufacturing to Whyalla and Australia, October 2015).

5. Detailed Tables

The following tables represent the detail (by industry sector outcomes) for the base case.

Table 3: Modelled outcomes of Arrium closures on the Whyalla Economy

$425.30

$78.44

$503.74

$201.44

$50.69

$252.13

Value Added Household Income Employment

Direct and Direct and Direct and

1st Round  Induced Total 1st Round  Induced Total 1st Round Induced| Total
AgForFish $0.0 $0.1 $0.1 $0.0 $0.0 $0.0 0.0 0.6 0.6
Iron Ore $138.4 $0.0 $138.4 $16.2 $0.0 $16.2 428 0 428
Other Mining $10.5 $4.1 $14.6 $3.4 $1.3 $4.8 79 31 110
Iron and Steel Manuf $178.0 $0.00 $178.0 $122.2 $0.0 $122.2 1762 0 1762
Other Manuf $2.8 $3.0 $5.8 $1.7 $1.8 $3.6 24 25 48
Utilities $1.7 $2.2 $3.9 $0.7 $0.9 $1.5 9 11 20
Constn $2.7 $1.8 $4.5 $2.2 $1.4 $3.6 23 15 38
Wtrade $6.4 $5.2 $11.6 $3.9 $3.2 $7.1 31 25 56
Rtrade $2.7 $14.3 $17.0 $1.8 $9.7 $11.5 36 192 227
AccmFood $0.8 $6.8 $7.5 $0.4 $4.0 $4.4 9 80 89
TportStor $70.5 $7.9 $78.4 $41.2 $4.6 $45.8 464 52 516
InfMedTel $0.3 $2.4 $2.6 $0.1 $0.8 $0.8 1 11 12
Finlnsur $1.6 $6.7 $8.2 $0.6 $2.5 $3.1 3 14 17
RentHire $2.5 $1.8 $4.3 $1.3 $0.9 $2.3 15 11 26
Odwell $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 0 0 0
ProfSciTech $1.7 $3.0 $4.7 $1.2 $2.1 $3.3 17 29 46
AdminSup $3.0 $3.9 $7.0 $2.9 $3.7 $6.6 27 34 61
PAdminSaf $0.6 $0.9 $1.5 $0.5 $0.7 $1.2 6 10 16
Educn $0.5 $4.7 $5.2 $0.5 $4.2 $4.7 7 56 63
HealthSoc $0.1 $7.0 $7.0 $0.1 $6.3 $6.4 1 87 88
ArtRec $0.0 $0.4 $0.4 $0.0 $0.3 $0.3 0 4 4
OthServ $0.5 $2.5 $3.1 $0.5 $2.2 $2.6 8 40 48
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Table 4: Modelled Economic outcomes of Arrium closures on South Australia beyond Whyalla

$449.66

$259.67

$709.34

$220.76

$139.08

$359.84

3,143

Value Added Household Income Employment

Direct and Direct and Direct and

1st Round  Induced Total 1st Round  Induced Total 1st Round Induced| Total
AgForFish $0.1 $8.3 $8.4 $0.0 $2.7 $2.7 1 56.5 57.1
Iron Ore $138.4 $0.0 $138.4 $16.2 $0.0 $16.2 428 " 0 428
Other Mining $18.9 $4.1 $23.0 $4.1 $2.3 $6.4 100 58 159
Iron and Steel Manuf $184.4 $0.00 $184.4 $126.7 $0.0 $126.7 1762 58 1820
Other Manuf $9.4 $24.6 $34.0 $5.9 $15.6 $21.5 81 211 292
Utilities $5.2 $11.3 $16.5 $1.7 $3.7 $5.4 20 43 63
Constn $3.9 $5.7 $9.6 $3.2 $4.6 $7.8 33 48 81
Wtrade $9.9 $13.3 $23.3 $6.1 $8.2 $14.3 47 63 109
Rtrade $3.0 $20.5 $23.5 $2.0 $13.9 $15.9 39 267 306
AccmFood $1.0 $9.9 $10.9 $0.6 $6.1 $6.7 13 120 132
TportStor $57.5 $15.9 $73.4 $42.1 $9.5 $51.6 492 111 603
InfMedTel $1.0 $10.9 $11.9 $0.3 $3.3 $3.6 4 46 50
Finlnsur $2.3 $34.7 $37.0 $1.0 $15.1 $16.1 5 77 82
RentHire $4.2 $6.1 $10.3 $2.2 $3.3 $5.5 24 35 59
Odwell $0.0 $33.5 $33.5 $0.0 $0.0 $0.0 0 0 0
ProfSciTech $4.1 $17.9 $22.0 $2.9 $12.5 $15.4 35 151 186
AdminSup $3.9 $9.1 $13.0 $3.7 $8.6 $12.3 32 75 108
PAdminSaf $0.9 $3.8 $4.7 $0.7 $3.0 $3.7 9 37 46
Educn $0.6 $9.9 $10.5 $0.6 $8.9 $9.5 7 115 122
HealthSoc $0.1 $10.3 $10.4 $0.1 $9.3 $9.4 121 122
ArtRec $0.0 $2.5 $2.6 $0.0 $2.1 $2.1 0 21 21
OthServ $0.8 $7.4 $8.2 $0.7 $6.3 $7.0 11 106 117

1,819

4,962

Table 5: Modelled outcomes of Arrium closures on the South Australian Economy (total)

Value Added Household Income Employment

Direct and Direct and Direct and

1st Round  Induced Total 1st Round  Induced Total 1st Round Induced| Total
AgForFish $0.1 $8.2 $8.3 $0.0 $2.7 $2.7 1 56 57
Iron Ore $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 0 0 0
Other Mining $8.4 -$0.1 $8.3 $0.6 $1.0 $1.6 22 27 49
Iron and Steel Manuf $6.4 $0.0 $6.4 $4.4 $0.0 S4.4 0 58 58
Other Manuf $6.6 $21.6 $28.2 $4.2 $13.8 $18.0 57 186 243
Utilities $3.5 $9.2 $12.7 $1.0 $2.9 $3.9 11 32 44
Constn $1.2 $3.9 $5.2 $1.0 $3.2 $4.2 10 32 42
Wtrade $3.5 $8.1 $11.6 $2.2 $5.0 $7.1 16 37 54
Rtrade $0.3 $6.1 $6.5 $0.2 $4.2 S4.4 4 75 79
AccmFood $0.3 $3.1 $3.4 $0.2 $2.1 $2.3 40 43
TportStor -$13.0 $8.0 -$5.0 $0.8 $4.9 $5.8 27 59 87
InfMedTel $0.7 $8.5 $9.2 $0.2 $2.5 $2.7 3 34 37
Finlnsur $0.7 $28.1 $28.7 $0.4 $12.7 $13.1 2 63 65
RentHire $1.6 $4.3 $6.0 $0.9 $2.3 $3.2 24 32
Odwell $0.0 $33.5 $33.5 $0.0 $0.0 $0.0 0 0 0
ProfSciTech $2.4 $14.9 $17.3 $1.7 $10.4 $12.1 18 122 140
AdminSup $0.9 $5.2 $6.1 $0.8 $4.9 $5.7 6 41 47
PAdminSaf $0.3 $2.9 $3.3 $0.2 $2.2 $2.5 3 27 30
Educn $0.1 $5.2 $5.3 $0.1 $4.7 $4.8 0 58 59
HealthSoc $0.0 $3.3 $3.3 $0.0 $3.0 $3.0 0 34 35
ArtRec $0.0 $2.2 $2.2 $0.0 $1.7 $1.8 0 17 17
OthServ $0.3 $4.9 $5.2 $0.2 $4.2 $4.4 3 66 69
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$205.59

$19.32

$88.40

$107.71
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