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AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Outputs 1.1 and 1.2

TOPIC:
ENERGY AND ENVIRONMENT DIVISION: STAFFING LEVELS
REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

1. What was the original appropriation for this division for 2001/02?

ANSWER:

$9.942 million.

QUESTION:

Senator O’Brien asked:

2. What are the likely outcomes for this financial year?

ANSWER:

Energy and Environment Division is anticipating expenditure of around $10.692 million for 2001/02.

QUESTION:

Senator O’Brien asked:

3. How close did you manage to get to the amount of funding appropriated for this division for this year?

ANSWER:

Following an internal reorganisation in January 2002, the International Energy Branch transferred to the then Petroleum and Electricity Division and Electricity and Gas Reform Branch transferred to Energy and Environment Division from Petroleum and Electricity Division.  As a result of this transfer Energy and Environment’s revised 2001‑02 appropriation was $9.929 million.

Energy and Environment Division is anticipating an overspend of around $0.76m or 7% in 2001/02.

QUESTION:

Senator O’Brien asked:

4. Is or will there be a difference in actual spending for the financial year?

ANSWER:

See answers to Questions 2 and 3 above.

QUESTION:

Senator O’Brien asked:

5. What was the level of staffing for this division for 2001 /02 and what have the actual staffing levels been?

ANSWER:

The average staffing level for Energy and Environment Division for 2001/02 (including SES), prior to the Departmental reorganisation which took effect from 6 May 2002, was 66.  Following the Departmental reorganisation the actual staffing level for Energy and Environment Division in 2001/02 (including SES) increased to 79.

QUESTION:

Senator O’Brien asked:

6. When did Mark Paterson become head of the Department?

ANSWER:

18 January 2002.

QUESTION:

Senator O’Brien asked:

7. Was there a staff cut around the same time and if so what was the figure?

ANSWER:

There was no staff cut at that time.  The International Energy Branch was transferred to another Division around the same time, following the decision in December 2001 of the previous Secretary of the Department, Russell Higgins.

QUESTION:

Senator O’Brien asked:

8. If there were staff cuts how did they impact on the division?

ANSWER:

See response to Question 7 above.

QUESTION:

Senator O’Brien asked:

9. What functions were cut, reduced or relocated?

ANSWER:

The International Energy functions were relocated from Energy and Environment Division to the then Petroleum Division.

QUESTION:

Senator O’Brien asked:

There are two DITR Organisational Structure Charts one dated 24 January 2002 and one dated 26 February 2002 [tab 1 + 21 and sourced from the Departments website. In the January chart there is a branch called "International Energy".  This branch is missing from the February chart.

10. What resources were available to the International Energy Branch?

ANSWER:

The International Energy Branch was transferred to another Division.  $1.2m was made available for the 2001/02 financial year.

QUESTION:

Senator O’Brien asked:

11. What was the actual staffing level and what was the establishment number?

ANSWER:

Average staffing numbers for International and Energy Best Practice Branch for 2001/02 were 12 comprising:

1x
Senior Executive Service Band 1

2x
Executive Level 2s

4x
Executive Level 1s

4x
Australian Public Servant Level 6s

· 1x
Australian Public Servant Level 3.
QUESTION:

Senator O’Brien asked:

12. What was the funding appropriation for this branch and what level of actual expenditure was funding at for the first six months of the financial year?

ANSWER:

$1.2m was made available for International and Energy Best Practice Branch for the 2001/02 financial year.  Expenditure to 31 December 2001 was $0.593m.

QUESTION:

Senator O’Brien asked:

13. How long has that branch been in place?

ANSWER:

The international energy functions that form the core of the activities of the branch came together into one branch in 1995‑96.

QUESTION:

Senator O’Brien asked:

14. What sort of work do the officers in the branch actually do?

ANSWER:

The Branch’s international energy role is to provide policy advice on international energy issues, to represent Australia in international negotiations on energy, and to work with industry and foreign governments to maximise the export opportunities for Australia’s energy commodities, technologies and services.  Multilateral energy forums include the APEC Energy Working Group and the International Energy Agency.

QUESTION:

Senator O’Brien asked:

15. What sort of work did this branch do in the lead up to the Prime Minister's recent visit to China to try and sell our gas?

ANSWER:

The Branch is responsible for managing Australia’s bilateral relationships with key trading partners in the energy and minerals sector, including through regular consultations involving senior government officials and industry.  The Branch organised and participated in the Australia-China bilateral dialogue on resources cooperation, held in Beijing on 4 April 2002.

The Branch was not directly involved in the Prime Minister’s visit to China.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Output 1.2

TOPIC:
CSIRO ENERGY REVIEW PROJECT

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

16. What input did the division have in terms of the CSIRO Energy Review Project dated 8 April to 3 May 2002?

ANSWER:

The Energy and Environment Division provided the CSIRO Energy Review Project with an overview of the domestic and international energy situation and policy issues, indicating where some research priorities might be most productive.
QUESTION:

Senator O’Brien asked:

17. The report makes a number of recommendations in relation to the sustainable use of coal involving next generation clean coal technologies, near zero emissions and facilitation of pathways to the hydrogen economy.  How far away is that industry from achieving near zero emissions, what is the cost of reaching that goal and what is a realistic timeframe for achieving that goal?

ANSWER:

Recent advances in clean coal technologies and the bringing together of various energy research and development streams may well mean that Zero Emissions Technologies could be feasible, but we do not have the technical skills to make an informed judgement on this.
QUESTION:

Senator O’Brien asked:

18. Is it the view of the department that near zero emissions are an essential element of the sustainable use of coal?

ANSWER:

Substantially lower or near zero emissions would significantly assist the sustainable use of coal.
QUESTION:

Senator O’Brien asked:

19. What work has been done by this department and what work is planned to be done by the department in this area?

ANSWER:

The department works with industry and Australian research organisations to facilitate the development of clean coal technologies, including through R&D funding under Government programs and by facilitating international collaboration such as through the Australia-US Climate Action partnership.
QUESTION:

Senator O’Brien asked:

20. What is "facilitation of pathways to the hydrogen economy”?

ANSWER:

Facilitation of pathways to the hydrogen economy refers to CSIRO’s view that hydrogen and associated fuel cell technologies can play an important role in Australia’s long term energy future. There are various alternative research pathways that can be pursued in developing viable hydrogen energy systems. R&D on clean coal technologies can facilitate the development of some of these pathways.  This is because coal gasification technology has the potential to support competitive hydrogen production and fuel cell power generation.

QUESTION:

Senator O’Brien asked:

21. The (CSIRO Energy Review Project) report also talks of a shift from centralised large scale generation technologies to distributed small scale, efficient energy generation systems close to loads and end users using emerging technologies such as renewables, fuel cells, micro‑turbines.  Can you tell me what work has been done or is planned to be done in relation to the strategy of smaller widely distributed energy generation rather (than) large scale centralised systems?

ANSWER:

Distributed Generation

The development of the National Electricity Market (NEM) accommodates traditional large-scale generation but it also recognises the important role that other technologies and distributed generation can play in the market.  The NEM was designed to allow the uptake of new technologies and renewable energy through the range of services they bring to the national market.  Such technologies benefit from the volatility of spot prices in the wholesale market because of their quick response times and access to high prices during periods of peak demand.  These technologies can also complement other forms of generation activity by potentially offering risk management, outage replacement and maintenance type services. 

Some barriers to the uptake of small scale distributed generation have been identified and work has been undertaken or is underway to address these impediments.  The main bodies of work are:

· The first NEM Ministers’ Forum meeting last year agreed that the National Electricity Code Administrator and the Australian Competition and Consumer Commission (ACCC) would be asked to progress proposed arrangements to facilitate distributed generation as quickly as possible.  These issues were examined and have been dealt with by NECA’s Transmission and Pricing Review.  Specifically, the ACCC has approved the requirement that network service providers pass on savings to distributed generators resulting from reduced use of the transmission system by their customers; and network service providers provide necessary financial information to facilitate negotiation of connection agreements with distributed generators.

· The Ministerial Council on Energy, chaired by the Minister for Industry, Tourism and Resources, is assessing what further action is required to ensure that remaining barriers to competitive market outcomes are addressed.  The Ministerial Council on Energy has agreed to monitor and analyse the progress of distributed generation in facilitating the mandatory renewable energy target.  A strategy is currently being developed by the Ministerial Council on Energy’s Energy Efficiency and Greenhouse Working Group for ongoing data collection, analysis and assessment of impediments to distributed generation.

The Council of Australian Governments agreed to an independent review of the Australian Energy Market.  The review, chaired by the Hon Warwick Parer, is expected to look at the role of renewable generation and other forms of distributed generation.

Renewable Energy

The Government has a strong set of measures to promote renewable energy including four major programs directed at commercialisation, (totalling close to $400 million) and a renewable industry action agenda, which has strong industry backing.

One important element of Government support is the Mandatory Renewable Energy Target (MRET).  This Target provides a massive incentive to the commercial uptake of renewable energy, requiring retailers to increase their purchases of renewable energy.  By the end of the decade, these purchases will equal twice the output of the Snowy Mountains Hydro Scheme.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Output 1.2

TOPIC:
DOMESTIC GAS INDUSTRY

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

22. How long has Treasury and the ACCC had access to the Productivity Commission's review of the national third party access regime?

23. When will the Productivity Commission's review of the national third party access regime be made public?

24. Why the delay and when will the Review be made public?

25. As far as is known the report is quite supportive of the industry's view that the regulation regime is too heavy handed and prescriptive.  Is that the correct view?

26. Question for the minister: Will the cap on accelerated depreciation for infrastructure assets be enshrined in legislation, and, if so, when?

ANSWER:

These questions have been transferred to the Treasury portfolio, through the Senate Economics Legislation Committee secretariat.

QUESTION:

Senator O’Brien asked:

27. The Government has also promised to review the National Third Party Access Code.  When is this review to commence given that regulation is a major issue facing infrastructure and capital investment by gas producers across Australia?  What is the departments role in this process?  When is it due for completion?

ANSWER:

Subject to the agreement of the Government to the terms of reference, it is anticipated that a review of the gas access regime would commence later this year.  The role of the Department of Industry, Tourism and Resources  in the review process will be to:

· consult with relevant stakeholders on draft terms of reference;

· provide advice to the Minister for Industry, Tourism and Resources on the proposed terms of reference and appropriate persons or bodies to conduct the review;

· oversight and manage the review process;

· provide relevant information to the reviewer;

· examine the review’s recommendations and provide advice on them to the Minister.

As terms of reference have not yet been agreed, it is not possible to be precise about when the review will be completed.  However, the Department is working on a basis which could enable the review to be completed early in 2003.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Output 1.2

TOPIC:
TIMOR GAP GAS

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

28. In February's Senate Estimates the Department advised us that the Commonwealth had a key role through both the Timor Gap Treaty Act and the Petroleum Submerged Lands Act.  Where is this project ‑ the Sunrise Project ‑ up to from the Commonwealth's perspective?
ANSWER:

In view of the consequences of the different development options for development in the Northern Territory the Government is pleased that on 16 May 2002, the Sunrise Joint Venture partners, Woodside, Shell, Phillips and Osaka Gas announced that they would be conducting an urgent review of the potential of domestic gas customers for the Sunrise gas project.  The review will be completed by October 2002 before the joint venture partners make a commercial decision about the development of the Sunrise field.
The Commonwealth is not advocating a position in relation to Sunrise gas.  There are two options for the Sunrise gas field: that it is brought onshore to Darwin to service the domestic market; or, that is processed offshore in Australian jurisdiction in a floating LNG facility.  
Of the four joint venture partners in the Greater Sunrise project, Shell, Woodside and Osaka Gas claim that the FLNG facility is the only economically viable option for the development of the greater Sunrise fields.  On the other hand, Phillips claim that bringing the gas from these fields onshore to supply domestic customers is the preferred option.

Even though bringing the gas onshore would bring greater benefits to Australia, there are many factors that have to be taken into account in comparing them.  These include the different commercial rates of return and the very different nature of the risks involved: the risks associated with a new untried technology in the case of a floating LNG facility, and the market risks associated with bringing gas onshore.

The actual development option finally chosen will be a decision for the respective joint venture partners based on commercial imperatives.  Irrespective of which development proposal proceeds, the Greater Sunrise development promises substantial long term benefits for Australia. The Commonwealth Government has therefore placed a high priority on providing an environment conducive to promoting the development.
This is evidenced by the signing of the Memorandum of Understanding on an International Unitisation Agreement for Greater Sunrise with East Timor on 20 May 2002.  This commits Australia and East Timor to work expeditiously and in good faith to conclude this agreement, which is a pre-requisite for any development of the Sunrise resources.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:

OUTCOME 1, Outputs 1.1 and 1.2

TOPIC:
PETROLEUM & ELECTRICITY DIVISION: BUDGET AND STAFFING

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

29. Can you provide me with details as to what the original appropriation for this division was for 2001/02 and what the likely actual outcome for this financial year will be please?

30. I am interested in how close you managed to get to the amount of funding appropriated for this division for this year?

31. And if there is to be a difference in actual spending I am interested in why that might occur.

ANSWER:

The original operating budget allocated to the Petroleum and Electricity Division for the 2001-02 year was $6.667m.  Following structural changes announced by the former Secretary of the Department of Industry Science and Resources, Mr Russell Higgins, the Division was restructured to the Petroleum and International Energy Division effective from 10 January 2002.

The structural changes resulted in the Electricity and Gas Reform Branch of the Petroleum  and Electricity Division being transferred to the Energy and Environment Division and the International Energy Branch of the Energy and Environment Division being transferred to the Petroleum and Electricity Division.  The Division was renamed the Petroleum and International Energy Division with effect from 10 January 2002.

With the transfer of functions, resources were also transferred between the two Divisions to reflect the change in responsibilities.  After the part year adjustment to funding between the two Divisions, the Petroleum and International Energy Division had an operating budget allocation of $7.076m.

It is envisaged that the Petroleum and International Energy Division expenditure during 2001-02 will be on budget.
QUESTION:

Senator O’Brien asked:

32. Can you tell me what the staffing establishment was for this division for 2001/02 and what actual staffing levels have been?

33. I understand that there were staff cuts of approximately 10% around January/February, again which is shortly after Mark Paterson's appointment as head of the Department.  Is that correct?

34. How did those cuts impact on this division, and what is the projected impact going forward?

ANSWER:

The Average Staffing Level (ASL) or the Petroleum and Electricity Division for 2001-02 was 60.2.  After the restructure of the Division to the Petroleum and International Energy Division the ASL was revised to 61.6 taking account of the part year effect of the previous structure.  

There were no staff cuts to the functions under either Division resulting from the Divisional restructure which took effect on the 10 January 2002.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
n/a

TOPIC:
RENEWABLE ENERGY

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

35. How much extra renewable energy is being generated particularly since the passing of this legislation?

36. Who is producing this renewable energy and by what means?

37. And what is in the pipeline but yet to flow through into the Grid?

38. And when will this additional capacity come on stream and how much capacity are we talking about?

ANSWER:

These questions have been transferred to the Environment portfolio through the Senate Environment, Communications, Information Technology and the Arts Legislation Committee.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:

n/a

TOPIC:

THE RENEWABLE REMOTE POWER GENERATION PROGRAM 
(RRPGP)
REFERENCE:

WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

39. Will the entire $264 million allocated for this program be available over the life of the RRPGP?

40. If no how much and what's the break down for each project?

41. How much of the $264 million allocated for this program has been spent so far?

42. What projects have started as a result of this program?

43. Please provide me with details of each project, its cost, the timeframe for its development and the energy each project will generate?

44. I am interested in exactly how much additional renewable energy has been generated in remote areas since the start of this program?

ANSWER:

These questions have been transferred to the Environment portfolio through the Senate Environment, Communications, Information Technology and the Arts Legislation Committee.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Outputs 1.1 and 1.2

TOPIC:
COAL AND MINERAL INDUSTRIES DIVISION: BUDGET AND STAFFING

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

45. What was the original appropriation for this division for 2001/02 and what is the likely actual outcome for this financial year?

ANSWER:

The original operating budget allocated to the Coal and Minerals Industries Division was $6.446m.  With the change to the Administrative Arrangements Order in 2001 the science function of the Division, being the areas responsible for the rehabilitation of Maralinga test site and the National Radioactive Waste repository was transferred to the Department of Education, Science and Training (DEST).  

With the transfer of science function to DEST resources were also transferred, which reduced the Division’s operating budget for 2001-02 to $6.057m. It is envisaged that the likely outcome for the Coal and Minerals Industries Division budget be a small operating surplus.

QUESTION:

Senator O’Brien asked:

46. What was the staffing establishment for this division for 2001/02 and what have the actual staffing levels been?

ANSWER:

The Average Staffing Level (ASL) for the Division for 2001/02 was 47.  Consistent with the Administrative Arrangement Orders the ASL was reduced to 40 after the transfer to the Department of Education, Science and Training.  This reflected the transfer of responsibility for the British Atomic Test site for Maralinga and Radioactive Waste Management to the Education, Science, and Training portfolio.

QUESTION:

Senator O’Brien asked:

47. Were there staff cuts around January/February?

48. If yes, how many?

49. How did those cuts impact on this division?

50. What functions were cut, reduced or relocated?

ANSWER:

There was no further staffing reduction to the Coal and Minerals Industries Division other than the staff who were transferred to Department of Education, Science and Training.
AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Output 1.1

TOPIC:
REGIONAL MINERALS PROGRAM

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

51. The Commonwealth granted $ 5 million towards this project and work is now in progress on upgrading geological data and on preparatory work on the Port Latta project.  How much of the $5 million grant has been spent and what has it been spent on?

ANSWER:

A $5 million grant was provided under the Commonwealth’s Regional Minerals Program to support infrastructure projects in the North West of Tasmania.  To date, $0.8 million has been spent on the Port Latta industrial site project and $3.1 million on the digitisation of Tasmanian geological data project:

	ITEM
	2000-01
	2001-02
	TOTAL

	Port Latta project
	157,792.30
	652,753.29
	810,545.59

	Digitisation of Tasmanian geological data project
	1,847,612.13
	1,293,548.09
	3,141,160.22

	TOTALS
	2,005,404.43
	1,946,301.38
	3,951,705.81


The majority of funding for the Port Latta project was directed towards a number of consultancies associated with the preparation of the site for rezoning.  These included Data Acquisition and Preparation Study Briefs; Conceptual Site Layout; Preparatory Work and Environmental Impact Studies.

On the Digitisation project, funding has been directed towards a number of individual projects including Acquisition of aeromagnetic/radiometric data; Airborne Electromagnetic (EM) Surveys of Key Areas; Side Looking Airborne Radar and Multispectral Scanning; Scanning/Digitisation of Exploration Reports and Data; Digitising of Geological Maps; Studies and Modelling - Minerals; Studies of Petroleum Potential; Preparation of Packages and Data Bases for Dissemination.

QUESTION:

Senator O’Brien asked:

52. An ABARE review of the Regional Minerals Program recommended the development of a mechanism to review study recommendations and monitor their implementation.  Has this recommendation been implemented and if so what outcomes have been achieved?

ANSWER:

Yes.  The Department of Industry, Tourism and Resources wrote to relevant States and Territories in March 2001 requesting, inter alia, information in relation to the implementation (short, medium and longer term) of recommendations of studies funded through the Regional Minerals Program. In addition, recipients of program funding are now contractually required to provide annual reports for three years after project completion, detailing progress towards implementation of study recommendations.  

Significant outcomes achieved through Regional Minerals Program funding, include:

· following the completion of the Murray Basin Minerals Sands study, the Victorian Government has commenced work on the standardisation of Victoria’s north-west rail lines: Mildura to North Geelong, and Ouyen to Panitya on the South Australian border; 

· the development potential of the Murray Basin mineral sands region is now well recognised by industry and government alike. This is highlighted by considerable commercial interest in the region, the most recent being the May 2002 proposed takeover bid for Basin Minerals whose planned Douglas project near Horsham is expected to begin production in 2004; 

· following the Southern Cross-Esperance study, the Port of Esperance has been expanded.  Tenders to supply electricity to parts of the regional also have been sought and the Kalgoorlie-Esperance rail line is being improved.  A stage 2 program of improving data on water availability was also carried out; and

· in the Central West region of New South Wales, a number of new mining projects, including the Ridgeway underground gold and copper mine, have commenced and the impact of the water reform process is now better understood by the mining industry and factored into costing for new and expanding projects.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Output 1.2

TOPIC:
GOLD EXPLORATION

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

53. There have been reports that gold exploration has dropped off in recent years.  Are these reports correct?

ANSWER:

These reports are correct.  Gold exploration dominates exploration expenditure in Australia, taking up 54 percent of total exploration expenditure in 2000-01.  However, the real level of gold exploration expenditure and the relative importance of gold to total exploration expenditure have been declining steadily from the high points reached in 1996-97, as is shown in the following table: 

	Financial Year
	Exploration Expenditure on Gold

(A$ million, 1999/2000)
	Gold Exploration Expenditure as a Percentage of Total Exploration Expenditure

	1996-97
	796.97
	63

	1997-98
	709.78
	61

	1998-99
	525.24
	58

	1999-2000
	395.93
	55

	2000-01
	385.00
	54


Source:  ABS Catalogue No 8412.0, Australian Commodity Statistics 2001

QUESTION:

Senator O’Brien asked:

54. What was the level of exploration in Australia over the past financial year relative to the year before and over the five previous years?

ANSWER:

See answer to previous question.  Data for the current financial year is not available.

QUESTION:

Senator O’Brien asked:

55. The level of funding going into gold exploration has it increased or decreased over the last five years?

ANSWER:

See answers to previous questions.  Exploration expenditure for gold has declined by more than half since the peak in 1996-97.  The ABS quarterly surveys indicate that gold exploration spending further declined in the December and March quarters and is down 11% on March 2001 figures.  Total exploration spending has fallen by a similar amount (10%) in this period.  In seasonally adjusted terms mineral exploration expenditure for the March quarter was down 3% on the previous quarter.  The fall in the level of gold exploration has closely followed the decline in mineral exploration overall both in Australia and overseas.  One of the major reasons behind this has been poor metal prices as a consequence of over supply.  The industry is continuing to undergo major changes involving consolidation and rationalisation that have seen major changes in ownership of Australian gold operations.

Recent media reports (eg, AFR, 13 June 2002) note an increase in investment funds going in particular to the junior exploration companies.  The reasons behind this include the recent stronger gold price and encouraging drill intersections recently reported from several new prospects.

QUESTION:

Senator O’Brien asked:

56. How much of a problem does this represent for the future of this sector and how much work is being done to develop strategies to address this problem?

ANSWER:

Movements in the level of exploration activity are often an indicator of the future levels of mining activity since discovery rates have historically been broadly tied to levels of exploration spending.  The recent rise in the gold price has had a positive effect on gold exploration in Australia, with renewed interest being shown through increased investment in junior resource floats.  The impact of this has yet to be seen on levels of exploration spending.  Any increase in gold exploration activity is unlikely to impact on gold production levels for some time.

Australia is the third largest gold producer in the world behind North America and Africa.  Australian gold production in 2000-01 was 295 tonnes.  Australian gold production peaked in 1997-98 at 317 tonnes.  ABARE has forecast gold mine production to increase to 296 tonnes in 2002-03 due to new start-ups and expansion of existing operations.  For the remainder of the period to 2006-07 however, mine production is forecast to decline to 277 tonnes due to the downturn in exploration expenditure (ABARE, Australian Commodities, March 2002).

Australia has the potential to remain a substantial world gold producer.  Geoscience Australia has identified Australia’s economic and sub-economic gold resources at 6,329 tonnes, or equal to around 21 years supply at current (high) production rates if all these resources ultimately prove to be commercially viable.  Current reserves reported by industry are sufficient for about 10 years at present rates of production.  The timing and extent to which identified resources are brought into production depends on a number of factors, particularly the prevailing gold price. 

The global nature of the gold market means that the international factors that impact on the gold price are outside the control of the Australian industry.  The fall in the gold price in the late 1990s led to a restructuring of the Australian gold industry, which resulted in the closure of high cost mines in Australia.  Australian gold producers have been focussing on lowering production costs and there are significant investments in new, more efficient mines being commissioned or developed.  For example, Newcrest opened it’s A$380 million Ridgeway gold mine in New South Wales in April 2002.  With its low operating costs, the mine is expected to pay for itself within four years.

Ridgeway’s success is set to support Newcrest’s redevelopment of the Telfer mine in WA by the end of 2004.  Telfer’s operations have been suspended since mid 2000 because of ongoing high costs.  With redevelopment, however, it could potentially be Australia’s largest gold mine.

In the September 2001 quarter, gold production fell to a five year low – although $A gold prices reached a five year high at the same time.  This is explained in part by miners taking advantage of higher prices to treat lower grade ores, thus maintaining profits and extending mine life.

The establishment of indexes such as the Gold Index and the Explorers Index is also helping to promote the mineral exploration and mining industries as investment opportunities.  Since the start of the year they have risen by 26 percent and 17 percent respectively.

QUESTION:

Senator O’Brien asked:

57. Does the department have any plans to arrest the decline in new gold exploration?

ANSWER:

Future growth in gold exploration will depend largely on movements in the gold price and other commercial considerations.  The recent level of takeovers in the gold industry reflects the general trend towards consolidation in the mining industry and the scope for rationalisation of exploration activity.  Productivity improvements through technological advances in exploration and extraction methods are also relevant to future exploration activity.

Nevertheless, there are several activities in which the Department will be involved to better identify problems and evaluate policy options to address them.

Proposed Mineral Exploration Action Agenda

The mining industry has put up a proposal in the current round for an Action Agenda on Mineral Exploration.  If successful, it is anticipated that an announcement will be made in early July. 

Inquiry by the House of Representatives Standing Committee on Industry and Resources

On 24 May 2002 the Minister for Industry, Tourism and Resources, the Hon Ian Macfarlane MP, referred the following inquiry to the Standing Committee:

That the committee inquire into and report on any impediments to increasing investment in mineral and petroleum exploration in Australia, including: 

· An assessment of Australia's resource endowment and the rates at which it is being drawn down;

· The structure of the industry and role of small companies in resource exploration in Australia;

· Impediments to accessing capital, particularly by small companies;

· Access to land including Native Title and Cultural Heritage issues;

· Environmental and other approval processes, including across jurisdictions;

· Public provision of geoscientific data;

· Relationships with indigenous communities; and

· Contributions to regional development.

The Inquiry has been initiated and submissions have been called for by 19 July 2002.

ABARE Economic Assessment of Mineral Exploration Policies in Australia

The Department has commissioned the Australian Bureau of Agricultural and Resource Economics (ABARE) to assess mineral exploration policies including the taxation treatment of exploration costs.  Work on this is continuing.

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
OUTCOME 1, Outputs 1.1 and 1.2

TOPIC:
LIGHT METALS ACTION AGENDA

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

58. The Light Metals Action Agenda is a report that contains 21 recommendations identified by Industry and Government to maintain and build on Australia's international competitiveness in light metals production.  Please list the 21 recommendations?

ANSWER:

The recommendations of the Light Metals Action Agenda are provided below.

	Announced
	Launched

	18 October 2000
	10 December 2001

	Key Themes of Recommendations

	· Investment

· Energy

· Industry leadership

· Market development

· Innovation

· Sustainable development

	Implementation Plan

	Recommendation 21

The Minister for Industry, Science and Resources establish a steering committee to oversee the implementation of the agreed recommendations arising from the Action Agenda.  In particular:

· membership of the steering committee will be at the invitation of the Minister and will comprise industry leaders and senior representatives from the research community, industry associations,  Commonwealth and State governments;

· the committee will report regularly to the Minister on the progress made in the implementation of the Action Agenda recommendations;

· the committee will organise an annual National Light Metals Forum with key industry, government and research stakeholders to review progress and develop further actions as necessary to progress the Light Metals Action Agenda.

	Responsibility for Implementation 

	The Steering Committee referred to above is responsible for implementation, assisted by ITR and a Group of Officials drawn from State and Territory Governments.

	 Implementation Steering Committee - announced 14 June 2002:

Mr Paul Hallam, Director - Victorian Operations, Alcoa;

Mr John Hartwell, Head, Resources Division, Dept Industry, Tourism & Resources

Dr Rod Hill, Chief, CSIRO Division of Minerals;

Mr Ron Knapp, Executive Director, Australian Aluminium Council

Mr Malcolm Mackintosh, AD, Generation & Retail, Electricity Supply Association of Australia

Dr Ray Shaw, GM, Technical Support, Rio Tinto

Mr Ray Soper, Director, SAMAG

Prof Warren Thorpe, Director, PELM Centre, Central Qld University

	Implementation Group Meetings

	Date:   1st Meeting proposed for 19 July 2002, Melbourne


Recommendations, Primary Responsibility and Progress

	No.
	Recommendation
	Responsibility
	Status
	Significant Outcomes

	1
	Government consider enhancing Invest Australia's role in working with industry to promote the benefits of new and continuing investment in the light metals sectors in Australia including:

· facilitate further investments in the aluminium industry;

· investigate options for attracting investment partners for magnesium projects and related research activities;

· investigate attracting a major titanium metal producer to invest in or re-locate to Australia.
	Government(s) 
	In progress:  including investigating options for approaching titanium producers in conjunction with States.
	

	2
	Commonwealth continue to work with governments to ensure Australia offers advantages, including the provision of appropriate infrastructure, that allow it to compete as an investment destination. There should be consistency on investment promotion strategy
	Government(s)
	In progress:  Group of Officials drawn from all S/T Governments established to ensure full opportunity for governments to participate in the LMAA implementation
	

	3
	Industry and governments monitor the taxation regime as it affects the light metals sectors to ensure it supports an ongoing investment in Australia by these industries
	Government/

Industry
	On going
	

	4
	Governments maintain their commitment to energy market reform and the development of a National Energy Policy
	Government(s)


	In progress:  including development of a national energy policy and progress through the Ministerial Council on Energy
	Ministerial Committee on Energy held its 2nd meeting on 15 March 2002.  

	5
	The light metals industries identify opportunities for partnerships/alliances with energy producers and distributors
	Industry
	Options to be discussed by Steering Committee
	

	6
	Government continue to provide a framework that allows industry to develop financial instruments and a liquid, robust derivatives market, to manage the risk of exposure to the volatile wholesale electricity market …
	Government(s)


	In progress:  including release of the 1st issues paper from the COAG’s Review of Energy Market Directions 
	(submissions closed 19 April 2002)

	7
	Governments develop for industry an easy to understand guide to energy market reform, covering issues such as what the reform has entailed, the aims and benefits of NEM and the effective use of financial markets that are critical to the effective operation of
	Government


	In progress:  information being prepared on NEM
	


	No.
	Recommendation
	Responsibility
	Status
	Significant Outcomes

	8
	Industry pursues reduction of greenhouse gas emissions through improved process efficiency and the increased use of cost competitive, less emission-intensive fuels in the production of light metals
	Industry
	Options to be discussed by Steering Committee
	

	9
	Government maintains its commitment in international negotiations to pursue cost effective greenhouse gas abatement policies that minimise the burden for business and the community, so that industry remain competitive and avoid measures that divert invest
	Government
	Discussions on Government’s options, including Kyoto negotiations, continues.
	

	10
	Industry and Government develop a forum to: investigate opportunities for effective offset projects to help meet greenhouse objectives while maintaining competitive growth; & raise awareness of gov programs on energy, greenhouse & technology diffusion
	Government/

Industry
	Options to be discussed by Steering Committee
	

	11
	Light metal producers & manufacturers investigate the creation of infrastructure to provide industry leadership & foster cooperation amongst all players. The purpose would be to pool resources to focus on common issues for growth and est links downstream
	Industry
	Options to be discussed by Steering Committee
	

	12
	Companies, particularly in the downstream industries, work with industry associations and governments to develop inter-company co-operation and networking
	Industry
	Options to be discussed by Steering Committee
	

	13
	Convene a high level meeting of metal producers, metal manufacturers, researchers and the automotive industry to examine the benefits of working closely together, linking with similar international initiatives.  Framework for greater interaction through a
	Government/

Industry


	In progress: Consultation with industry on focus of proposed meeting in development.
	

	14
	Industry [through the leadership infrastructure referred to in Recommendation 11], promote the use of light metals across a wider range of end users and/or products
	Industry
	Options to be discussed by Steering Committee
	

	15
	Industry and government work through existing mechanisms to: address specific market access barriers; and increase industry awareness of processes for addressing import tariff matters, including classification disputes
	Government/

Industry


	In progress: Information on tariff and non-tariff barriers.
	Paper distributed to over 150 LMAA stakeholders 13 May 2002


	No.
	Recommendation
	Responsibility
	Status
	Significant Outcomes

	16
	Establish a task force to measure the effectiveness of existing technology transfer processes and examine ways to encourage innovation within light metals processing and manufacturing. Benchmarking  technology diffusion activities; technology transfer
	Government/

Industry


	Options to be discussed by Steering Committee

In the interim, ITR is developing options through  the Innovation Access Program.
	

	17
	The light metals industries develop and pursue ambitious goals for improvement in the sustainable development of their sectors
	Industry
	Options to be discussed by Steering Committee
	

	18
	Industry and Governments monitor domestic and international initiatives focusing on sustainable development but also look for options for major step initiatives.
	Government/

Industry
	Options to be discussed by Steering Committee
	

	19
	Industry and governments to investigate existing research and conduct further studies on the life cycle analysis (LCA) of light metals and the implications for its markets because of increasingly stringent environmental and other regulations affecting the use of light metals
	Government/

Industry
	Options to be discussed by Steering Committee
	

	20
	Governments and industry to look at options to build on the recycling advantages of light metals
	Government/

Industry
	Options to be discussed by Steering Committee
	

	21
	The Minister for Industry, Science and Resources establish a steering committee to oversee the implementation of the agreed recommendations arising from the Action Agenda.
	Government


	Steering Committee formed.
	Minister Macfarlane announced Steering Committee membership on 14 June 2002


QUESTION:

Senator O’Brien asked:

59. The SLG met six times between November 2000 and August 2001 to work through the major issues being investigated under the Action Agenda Process.  ITR supported SLG by providing a secretariat.What was discussed at these meetings?  Were any recommendations suggested?  If so, please list them and what is being done in this regard?

ANSWER:

The key issues discussed at each of the six meetings are listed below.

Recommendations came out of the development of the five issues papers:  aluminium, magnesium, titanium, downstream and energy that took place during the strategic planning phase of the Light Metals Action Agenda.  The draft recommendations were discussed at the 3rd ,  4th   and 5th SLG meetings, as well as out of session between drafting group members.  A list of the SLG Members is included for your information below.  

What is being done against each of the recommendations is outlined in the response to Question 58 above.

1st SLG Meeting 9 November 2000 discussed:

Formation of a ‘Vision’ working Group;

Formation of four working groups to look at Strategic Analysis of their sectors’ Competitive Position; 

Identification of initial key issues to start focusing the LMAA;

Agreement to the provisional timetable for the LMAA; and

Appointment of SLG’s Chair

No recommendations suggested at this stage.

2nd SLG Meeting 21 December 2000 discussed:

1. The Vision to include specific targets.

2. Major issues identified through strategic analysis carried out by the four sectoral working groups, Issue Groups: Energy, Market Access/Product Development and Investment/Downstream with Innovation - R & D as subsets of each.

3. Major issues to be pursued through stakeholder consultation  process including contributions from outside experts from various disciplines. 

4. Stakeholder consultation on major issues to be commenced asap, hopefully early February.

5. Next meeting to be in late February/early March 01 to analysis outcomes from consultation on the major issues.

No recommendations suggested at this stage.

3rd SLG Meeting 22 March 2001 discussed:

1. Report of progress on Downstream issues.  Issue of inadequate data on end use of light metals discussed – options for collection of better data a possible recommendation for Action Agenda.

2. Agreed 4th SLG meeting to include a presentation from Allens Consulting Group on the outcomes of the Downstream consultancy.  Industry participation to be invited beyond SLG, with Australian Aluminium Council to provide guidance on attendance list.

3. Report and discussion of Titanium research being undertaken by CSIRO, technical synergies with production of aluminium and magnesium metals noted.

4. Report on progress of Energy issue.  Agreed that early recommendations flowing from the Energy Workshop on 20 March 2001 can be drafted for SLG comment. 

Recommendations from the Energy Workshop were discussed.

4th SLG Meeting 10 May 2001 discussed:

1. Structure for the SLG’s report and Milestones to end July 2001.  Report to include presentation of ‘business case’ for each of the light metals and downstream, followed by major issues identified in the LMAA’s strategic planning phase 

2. Issues identified for inclusion in the SLG Report to Government - energy, downstream processes, product and market development etc. 

3. Five working/drafting groups, (Aluminium; Magnesium; Titanium; Energy &; Downstream) headed by industry, to draft issues and actions, with secretariat support from the LMAA Team in ISR. 

4. Finalise the outcomes from the Energy Workshop (to form the basis of the energy segment of the final report).  SLG considered, out-of-session, the Executive Summary, Recommendations and Actions in the draft report from the Energy Workshop and provide feedback to the LMAA.

5. Presentation of findings from industry consultations on downstream issues by LMAA Team and  presentation by The Allen Consulting Group on the downstream industries consultancy.

Development of Recommendations for the major issues (including those already identified ie Energy) discussed, flowing from the working groups’ business cases. 

5th SLG Meeting 13 July 2001 discussed:

1. Amendments to the Vision statement:

2. Decision that the Issue Documents from Aluminium, Magnesium, Titanium, Downstream and Energy are to be made public documents;

3. Discussion on industry response to draft recommendations at industry workshop on 12 July and refinement/compression of over 40 draft recommendations drawn from these issues papers into 1st draft of SLG report.

4. Structure and timetable for the SLG Report.  

5. Decision on the final timeframe of the Light Metals Action Agenda, and the responsibility for the implementation of recommendations.

6. Establishment of SLG drafting group for the final report to Government.

This meeting discussed draft recommendations to be contained in the SLG report in detail. Actions to implement the recommendations from the SLG report are provided in the above response

6th SLG Meeting 13 August 2001 discussed:

1. Amendments to the Draft report, including removal of priorities in Chapter 5 and the inclusion of recommendation 21;

2. Acceptance of the final working papers on aluminium, magnesium, titanium, downstream users and energy ;

3. Briefing to the Minister on the draft report;

4. Date for meeting the Minister to present Strategic Leaders' briefing on final report;

5. Advice on Cabinet process for government acceptance of recommendations; and

6. Discussion of ministerial launch of the report.

Recommendation 21 - and its progress in implementation, is in the above response

Members of the Strategic Leaders Group

Mr Peter Burgess (Chair), General Manager, Alcoa World Alumina Australia

· Mr Malcolm Farrow, Head of Division, Coal and Mineral Industries Division, Department of Industry, Science and Resources

· Mr Andre Creis, Managing Director, Pechiney Pacific P/L

· Mr George Bujtor, Managing Director, Energy, Environment & External Affairs, Comalco

· Professor Gordon Dunlop, CEO, CRC for Cast Metals Manufacturing, Dept of Mining & Metallurgical Engineering, University of Queensland

· Rodney Ruston, MD & CEO Tricor Limited

· Dr Rod Hill, Chief, CSIRO Division of Minerals

· Mr Graeme Luxford, General Manager, Nissan Casting Australia Pty 

Mr Wayne Osborn, Managing Director, KAAL Australia 

· Mr Graeme Salthouse, Iron Carbide Australia Ltd 

· Mr Rod Sharp, Chief Executive Officer, Australian Magnesium Corporation Limited

· Mr Ray Soper, SAMAG Ltd

· Dr Warren Thorpe, R& D Manager, CSIRO Division of Manufacturing Science & Technology

· Mr Ross Greenhalgh, Chief Consultant, Projects, QAL

· Mr David Coutts, Executive Director, Australian Aluminium Council
AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
Invest Australia

TOPIC:
STRATEGIC INVESTMENT COORDINATION – AMC/SAMAG PROPOSALS

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

60. Australian Magnesium Corporation (AMC) based at Gladstone in Queensland was the recipient of quiet substantial government financial assistance.  What form was the financial assistance in?

ANSWER:

In November 2000, the Commonwealth Government committed a $50 million loan to the CSIRO to further develop the Australian Magnesium process technology, jointly owned by the CSIRO and AMC.  In 2001, the Commonwealth Government provided a $100 million loan guarantee to AMC.

QUESTION:

Senator O’Brien asked:

61. How much money was involved?

ANSWER:

The guarantee involved no cash outlay.

QUESTION:

Senator O’Brien asked:

62. Do you have an evaluation process in place whereby you are able to measure any benefits that may accrue as a result of Federal Government assistance in such instances?

ANSWER:

The Strategic Investment Coordination process includes extensive consideration of net economic benefits.  A similar process for measuring benefits was used in this instance.

QUESTION:

Senator O’Brien asked:

63. Describe the process?

ANSWER:

Information on “Strategic Investment Coordination” is attached (see page 32).

QUESTION:

Senator O’Brien asked:

64. What was the basis for declining The South Australian Magnesium Corporation (SAMAG) Federal assistance?

ANSWER:

SAMAG did not meet the Strategic Investment Coordination criteria but have indicated they are submitting a proposal for assistance outside of the SIC process.

QUESTION:

Senator O’Brien asked:

65. What exactly was the criteria on which you based your decision and in what way did SAMAG's request differ from that of Australian Magnesium Corporation's?

ANSWER:

Each request for an investment incentive is considered on the basis of their individual merits on a case by case basis against published criteria.

QUESTION:

Senator O’Brien asked:

66. What is the status of the project now, in so far as the department is concerned?

ANSWER:

The Commonwealth Government is awaiting SAMAG’s revised proposal for financial assistance.

ATTACHMENT
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Strategic Investment Coordination

In the global environment investment capital is highly mobile and competition for investment is vigorous.  It is common for companies with prospective investment projects to seek from governments the most lucrative package of investment attraction measures available.  Australia’s key advantage as an investment location will continue to be the strength of our economic fundamentals, underpinned by reforms to the taxation system, financial system and the labour market.

The Government is not disposed towards providing across the board investment incentives.  The Government does, however, acknowledge that in some circumstances there may be a need for specific incentives to be provided to secure strategic investments for Australia. 

The underlying rationale of the Strategic Investment Coordination process is to attract to Australia projects with significant net economic and employment benefits that would have otherwise located offshore.  The process recognises the global mobility of foreign direct investment and that projects may be competing for footloose capital.

The Strategic Investment Coordination process also takes into consideration the impact of the Government’s broader taxation reforms on very large capital intensive projects.  In addition, recognising the importance of regional development to Australia, the Government is mindful of the regional impact of proposals when considering them for incentives. 

The process is designed to generate additional investment not subsidise investment that would have occurred anyway.  Importantly, the process is not an assistance mechanism or an avenue to support the fundability of a project, nor should it be viewed as an infrastructure fund.

Through the Strategic Investment Coordination process, the Strategic Investment Coordinator, Mr Fergus Ryan, advises the Prime Minister and the Cabinet on requests for investment incentives.  In this role, the Strategic Investment Coordinator is supported by Invest Australia. Requests for incentives are considered on a case by case basis against published criteria.  Similarly, the delivery mechanisms for incentives vary from case to case and can be delivered through for example, taxable grants or tax relief.

Proposals for incentives need to address in detail the Strategic Investment Coordination criteria. The onus is on the proponents to provide the necessary information in a suitable and acceptable form to facilitate an assessment against the criteria.  The type of information required under each of the criteria, an economic benefit checklist and a flow chart outlining the process for consideration of an incentive request are attached.  However, this is not a recipe from which a desired outcome can be guaranteed.  

Proponents are encouraged to critically assess the prospects of meeting the criteria before committing significant resources to developing a proposal.  Also, it is recommended that proponents submit a proposal to the Strategic Investment Coordinator only when the project is substantially developed and when a decision has been made regarding in which State or Territory the project would be potentially located.

When evaluating a request for assistance through the Strategic Investment Coordination process, Invest Australia takes advice from a range of sources which are both internal and external to the Government.  This evaluation balances the Government’s need for rigour and transparency with the proponent’s need for confidentiality and for a timely outcome.

The Strategic Investment Coordinator considers Invest Australia’s advice and decides whether a proposal warrants Cabinet’s consideration.  As there are no program funds allocated in the Budget for the Strategic Investment Coordination process, each proposal represents additional funding for which Cabinet’s approval is required.  Proponents should recognise that even if a proposal satisfies the criteria, it does not necessary follow that either the Strategic Investment Coordinator or the Cabinet would favourably consider the proposal.

Should the Government decide to provide incentives to a project, it would be necessary to publicly disclose the quantum and nature of assistance to be provided, the benefits the Commonwealth expects to receive in return for the incentive, and the broad nature of the proponent’s reciprocal obligations in receiving the incentives.  The details of these disclosures would be agreed in advance between the Government and the proponent.  

The granting of an incentive is not conditional on prescribed levels of Australian industry involvement.  However, local industry participation’s is encouraged and Invest Australia works with the Industrial Supplies Office Network (ISONET) to ensure that Australia’s capital equipment and services capabilities are promoted in the design and development phases of major investment projects.

Preliminary inquiries on investment incentives should be made to:


Mr Murray Fearn



Senior Manager, Investment Attraction Projects



Invest Australia




GPO Box 9839



CANBERRA ACT 2601



Phone:
61 - 2 - 6213 7560



Fax:

61 - 2 - 6213 7843

Submissions for investment incentives should be made to:



Mr Fergus Ryan



Strategic Investment Coordinator



C/- Invest Australia



GPO Box 9839



CANBERRA  ACT  2601

More information can be found at:

http://www.investaustralia.gov.au  or  http://www.isr.gov.au/growth/index.html
Strategic Investment Coordination Criteria
Criterion 1: The investment would not be likely to occur in Australia without the incentive.  

This criterion requires the Government to be convinced that the investment would occur in another country but for the incentive.  When considering this criterion, the Government recognises the global mobility of foreign direct investment and that projects may be competing for footloose capital.

Consequently, investment incentives may be required to overcome differences in the investment climates of competitor countries.  In determining such a differential, the Government needs to be satisfied that the costs to the investor of undertaking the project in Australia compared to alternative locations are soundly based and their consequences have been properly reflected in comparative financial projections.

Ultimately, it must be demonstrated that the location of the project is contingent on the provision of an incentive and, importantly, if an incentive was offered it would change the investment decision outcome. 

Criterion 2: The investment provides significant net economic benefits through:

· a substantial increase in employment; 

· substantial business investment;

· a significant boost to Australia’s R&D capability;

· a significant benefit to, or investment by, other industries, either users or suppliers (cluster investment); and

· ensuring that it does not involve substitution of existing production capacity which would provide an unfair advantage over other competing projects.
Under the net economic benefits criterion, the Government examines whether the provision of investment incentives has merit from the point of view of the broader economy and community.  There are a number of reasons for this.

· The funds used by governments to provide incentives come directly from taxpayers.  Taxpayers have a right to expect that investments made on their behalf will yield a reasonable return to the community.

· Limited funds are available to governments.  Funds provided as investment incentives reduce governments’ ability to provide other services like health, education and welfare.

· An intervention which may make sense when viewed by itself may not be sensible when viewed in the context of the whole economy.  The extent to which this is an issue will depend on the linkages between the industry/sector under consideration and other areas of the economy.

· An intervention to assist one individual/industry/sector can also affect the behaviour of others.

The onus of demonstrating net economic benefits rests with the applicant.  It is crucial that the economic impact analysis of the project takes into account the direct and indirect effects of the project in a way that considers not only the benefits, but also the costs, of the project.  Such an analysis of the project should go beyond a simple input-output approach, which says little about the net (as opposed to gross) benefits. 







Continued
Criterion 2 continued. 

The Net Economic Benefit Checklist may be useful to proponents in preparing an economic impact study.  Response to the checklist would assist the Government to identify, from the perspective of the broader economy, the range of costs and benefits which are likely to result from the proposed investment.  Some of the checklist questions may be more relevant to certain projects than others, depending on the characteristics of each proposal.

While the list is intended to cover most issues, each project will be unique in its own way, and further information may be sought at a later stage.  Where project proponents consider that information additional to that sought is relevant and available, this should also be included eg., project proponents may have commissioned economic or environmental impact statements, or detailed economic modelling of their proposal.

Criterion 3: The investment complements Australia’s areas of competitive advantage.

Under this criterion proposals must demonstrate that the investment would build on Australia’s competitive advantages which would support the long-term viability of the project.  Importantly, the investment should enhance Australia’s industrial base through the introduction of new technologies, processes and skills transfer. 

Criterion 4: The investment is viable in the long term without subsidy.

The intent of the criterion is to ensure that a project is financially viable and will not be an ongoing financial burden to the taxpayer.  Proponents need to demonstrate that should the proposal attract an incentive the project would contribute to the Australian economy over an extended period.  

In assessing the viability of a proposal the Government would look at the project as a stand-alone business.  Determination of commercial prospects requires financial modelling against a range of assumptions including lead times; exchange rates, input costs, taxes, and discount and interest rates.  All inputs and outputs should be set at arms length prices even though inputs may be purchased from and product sold to related companies.

While the ability to raise finance in the market place is the ultimate test of the financial viability of any proposal, the Government needs to conduct its own analysis of the information provided by applicants.  Consequently, information is required from the proponent’s balance sheet, profit and loss and cash flow projections over the life of the project. 

Criterion 5: The incentives are open to foreign and domestic investors.

This criterion recognises the mobility of the global investment environment.  Hence, an investment incentive may be granted to multi-national corporations, individual foreign investors, domestic investors or consortia of foreign and domestic investors.  Proponents should describe company structures and project partners as part of their proposal.

Criterion 6: The quantum of project specific assistance takes into consideration the availability of other assistance from the Commonwealth or State and Territory governments.

This criterion ensures that the total package of assistance from all levels of government is taken into account.  All possible avenues of assistance from existing Commonwealth, State and Territory programs need to be investigated.  

Before the Commonwealth Government can consider the merits of an incentive request, the decision on site location for the project is required to be made and the proponent will need to provide details of any state and territory government assistance whether financial or in kind.

The proposal can then be assessed to determine what additional incentive is necessary to attract the project to Australia.  The Commonwealth liaises closely with relevant agencies at all levels of government to verify and coordinate an incentive package.

Criterion 7: Any incentives are consistent with our international obligations, including under WTO.  

The delivery mechanism of an incentive may be granted in various forms such as via a taxable grant or tax relief.  Importantly, in granting an incentive, the Government needs to ensure that Australia does not contravene international agreements such as the World Trade Organisation’s (WTO) Agreement on Subsidies and Countervailing Measures.

The WTO rules apply to all forms of subsidies in the territory of a WTO Member.  The Commonwealth government, as the signatory to the WTO on behalf of Australia, is obliged to take such reasonable measures as may be available to it to ensure observance of WTO rules by State, Territory and Local governments, including rules on prohibited subsidies.  Subsidies prohibited by the WTO are those contingent, in law or in fact, on actual or anticipated export performance, or subsidies contingent on the use of domestic over imported goods.

The Indicative Net Economic Benefit Checklist

Employment Impacts

· How many new, full-time equivalent, jobs are likely to be directly generated by the proposal

· In the construction phase?

· In the operational phase?

· Where will these employees come from?  Please indicate numbers.

· The company’s operations overseas

· The company’s operations elsewhere in Australia

· Local area

· Elsewhere in Australia

· What level of skills will be required of these employees?  Please indicate the number of employees required in each category, and from where these employees will be sourced (see previous question).

· Professional/managerial 

· Low skilled blue collar

· High skilled blue collar

· Low skilled white collar

· High skilled white collar

· Will additional training be required by employees?

· Will this be provided on-the-job, or as a formal training course provided in-house by the company or by an external contractor (please specify)?

· Will the benefits of additional training be transferable to other companies/industries/sectors or are they specific to this project?

Investment

· What is the estimated project expenditure in the construction phase?

· Is the project likely to generate further investment, for example, through future expansion?  What is the likely timing and magnitude of future investment?

· How will the investment be funded?  Please indicate the level of funds likely to be generated from each source and the type of funding (eg. debt or equity).

· From domestic sources

· From overseas sources 

· Does the company’s business plan specify how profits will be utilised?  For example, will profits be reinvested in the project, repatriated to an external parent, or employed in a range of other company activities in Australia or elsewhere?

Research and Development

· Will the project transfer new technologies, without close substitutes, to Australia?  Please specify how these technologies will be transferred and what they will be.

· Will R&D associated with the project’s construction/operation be undertaken in Australia?  What is the likely level of this R&D expenditure?

· What proportion of the total staff will be employed in R&D activities in Australia?

· Will R&D be in an area in which Australia has not previously been involved?

· Will any new technologies developed be made available to other users?  Under what conditions?

· Is the project likely to lead to further innovation along the supply chain?

Impact on Other Industries

· What other industries will be affected by the proposed investment project?  For example, there may be impacts on industries that supply inputs, on industries which consume the output of the project, on the construction industry, on the demand for transport services, and on the retail industry.

· How will these industries be affected?  (For example, increased use of road transport may increase the need for maintenance.)  If possible, please provide some quantitative assessment of the impact.

· Is the project likely to generate significant macroeconomic impacts?  For example, if it generates large exports, will the exchange rate be affected?  What will be the impact of such exports on other industries/national welfare?  Alternatively, will the project cause significant import replacement? 

· Is the project likely to generate additional investment by other industries, either existing or new industries?  If possible, please provide some quantitative estimate.

· What are the likely regional impacts?

· What is the estimated employment impact on other industries?  Please explain why employment in these industries is likely to expand or contract.

· Does the project raise any other community or environmental issues, either positive or negative?  Please describe.  For example, while a project may generate greenhouse gas emissions, these may be significantly lower than similar projects using different or older technologies.

· How does the proposed project fit with other government policies, like National Competition Policy (NCP) or tariff policy?  For example, will the project affect the cost or the availability of infrastructure services like electricity or gas?  Are either outputs or inputs protected by tariffs or affected by Action Agendas?  What impact is the project likely to have on innovation or R&D?

Competition

· Will the project replace an existing Australian capacity, owned either by the project proponents or by a competitor?

· Will the project promote competition, eg. through the provision of additional supply in a tightly held market? 

· Will the project reduce risk and uncertainty in existing markets, eg. by giving greater stability of supply?

· Are there other similar, substitutable, or competing projects under consideration elsewhere in Australia?

AGENCY/DEPARTMENT:
DEPARTMENT OF INDUSTRY, TOURISM AND RESOURCES

OUTCOME/OUTPUT:
Invest Australia

TOPIC:
ASSISTANCE TO RIO TINTO

REFERENCE:
WRITTEN QUESTIONS ON NOTICE

QUESTION:

Senator O’Brien asked:

67. On pages 144 and 145 of budget paper number two there is a reference to funding of $100 million to Rio Tinto to assist with the commercialisation of the Hlsmelt iron smelting technology at Kwinana in WA.  What are the conditions that were applied to the export licences granted to Rio Tinto?

ANSWER:

The Letter of Offer to HIsmelt includes a clause that the intellectual property as embodied in the HIsmelt technology remain with an Australian incorporated entity and any HIsmelt licence fees derived from proliferation of the technology be required to be repatriated to that Australian incorporated entity.

QUESTION:

Senator O’Brien asked:

68. Is Rio Tinto required to commit some of the profits they made from exploiting these deposits into down stream processing?

ANSWER:

No.

QUESTION:

Senator O’Brien asked:

69. If so in what form specifically?

ANSWER:

N/A

QUESTION:

Senator O’Brien asked:

70. Has Rio been allowed to doubled dip?

ANSWER:

No.  Rio Tinto’s Strategic Investment Incentive request refers to the commercialisation stage of the HIsmelt technology.
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