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IDENTIFICATION

The Association of Mining and Exploration Companies (Inc) (AMEC) was formed in 1981 to represent companies engaged in mineral exploration and mining in all matters impinging on their business interests.

AMEC now represents more than 200 mineral exploration, mining and associate member companies (which supply goods and services to the minerals industry) and individual members.  

While AMEC represents some national and multinational mining corporations, the bulk of AMEC’s full members are medium-sized to small production and mineral exploration companies.

AMEC is an issues based lobby group which operates at a State, Federal and Local Government level.

FOCUS AND PHILOSOPHY

The purpose for which the Association was incorporated is encapsulated in two Constitutional objectives.

· To promote in general the interests of the Mineral Exploration and Mining Industry in all its branches.

· To assist in any lawful manner in the growth, stability and economic well being of the Mineral Exploration and Mining industry.
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BACKGROUND

The Right Honourable The Prime Minister, Mr John Howard, in a letter dated 28 May 1999 to the former leader of the Australian Democrats, Senator Meg Lees agreed to an Energy Grants (Credits) Scheme (EGCS) to replace both the Diesel Fuel Rebate Scheme (DFRS) and the Diesel and Alternative Fuels Grants Scheme (DAFGS).

The DFRS was introduced in 1982, replacing a similar scheme that had been in operation since 1957.  The scheme provides for the rebate of excise to eligible purchasers of diesel fuel used in off-road vehicles and equipment.  The objective of the DFRS is to refund to businesses the payment of a tax (excise) on an intermediate good, namely diesel and like fuels, and to enhance the global competitiveness of export oriented industries, including mining, agriculture, forestry and fishing.  In the financial year 2000/01 $ 1.9b was rebated under the DFRS.

The DAFGS was introduced in July of 2000 as part of the Howard Government’s New Tax System.  Under the Scheme a cents per litre grant is made available to users of diesel and alternative fuels in on-road vehicles, with the exception of vehicles having a GVM of between 4.5 tonnes and 20 tonnes which are used for trips solely within defined metropolitan areas.  The objective of the DAFGS is to lower transport and production costs for businesses.  The total of the grants paid in the financial year 2000/01 under the DAFGS was $ 558m.

The legislated purpose of the Energy Grants (Credits) Scheme is to provide active encouragement for the move to the use of cleaner fuels, while at the same time maintaining entitlements equivalent to those available under the DFRS and DAFGS.  Originally scheduled for introduction on 1 July 2002, the Scheme’s commencement has since been deferred until 1 July 2003.

It is acknowledged that the Senate Committee in its advertised notice in the Australian Newspaper on 12th March, 2003, recorded the following statement:


“The Senate Economics Legislation Committee is conducting an inquiry into the provisions of the above bills.  Their purpose is to replace the Diesel Fuel Rebate Scheme and the Diesel and Alternative Fuels Grants Scheme entitlement provisions with a single entitlement called the Energy Grants (Credits) Scheme.  The provisions of the bills are intended to replicate the existing entitlement provisions in the Diesel and Alternative Fuels Grants Scheme Act 1999, the Customs Act 1901 and the Excise Act 1901 to create an on-road credit and off-road credit, amend the eligibility criteria for the existing schemes to clarify the Government’s position on certain activities and address current administrative inconsistencies between the two schemes.”

In the statement the words “amend the eligibility criteria for the existing scheme to clarify the government’s position on certain activities” gives AMEC some concern

Over several years Government and the Department of Customs made numerous attempts to reduce the scope of the Diesel Fuel Rebate Schemes through sometimes subtle and sometimes less than subtle means.  

AMEC has not had sufficient time to completely review the legislation but draws to the Committee’s attention the need to carefully define what is meant in terms of “amendment of eligibility criteria” as a critical matter in meeting a seamless future delivery of existing benefits under new legislation forming an Energy Grants (Credits) Scheme.

Unspecified amendments to eligibility criteria would be a prime means of winding back Government liability to fund the new scheme.

THE POLITICAL EFFECT OF PARLIAMENTARY PROCESS

The Mining Industry is concerned that irrespective of the work of Government in drafting legislation, the Parliamentary process is littered with failed Bills and in some cases legislation, which has been so changed during parliamentary process as to be virtually useless for its intended purpose  (The Native Title Act 1993 is perhaps the best or worst example).

The Australian Democrats, in a discussion paper dated May 2001, canvassed five options concerning how the EGCS might work in practice.

1.
The diesel fuel rebate received by an individual or company could be replaced with ‘credits’ that have the same total value as the rebates and grants, but cashing them in would depend on a proportion being spent on designated activities that reduce diesel or alternative fuel usage and are ‘greenhouse gas friendly’.

2. An EGCS could be designed to increase the rebate for alternative fuels relative to that for diesel, in order to directly encourage the use of cleaner fuels.

3. A third option would be to reduce the rebate given to diesel and alternative fuels to create a pool of funds for expenditure on measures such as subsidising vehicle conversions to cleaner fuel usage and improving the efficiency of existing diesel operations.

4. Another option would be to allow the conversion of the current rebates and grants to lump sums whereby recipients could borrow in advance against their entitlements to create funds for capital investments in cleaner fuel conversions and equipment.

5. A rebate schedule could be introduced where the level of rebate is determined by the pollution standard met by the particular diesel engine, eg vehicles with Euro 111 engines would attract the maximum rebate once Australia had the necessary low-sulphur fuel.

The discussion paper distributed for comment by the Australian Democrats contains few references to the mining sector and therefore it is not entirely clear what stance the Democrats are now taking in relation to the industry.  AMEC made the following public comment on the five options outlined in the Democrats’ paper:

The first two options which refer to introducing credits and changing price relativities would severely impact on exploration companies, in particular smaller companies, the reason being that mineral exploration in a field sense is usually completely off-road and mostly in remote locations.  Restricting the availability of the diesel fuel rebate would seriously impact on the vital activity of mineral exploration, increase costs, reduce in-ground work and affect the future production of minerals.

Pooling as described in option 3 in the Democrats’ paper would result in the EGCS not meeting the stipulation that it maintains benefits equivalent to those currently available under the schemes it is intended to replace, the DFRS and DAFGS.  A pool of $ 100m, the amount referred to in the discussion paper, would not provide sufficient funds to subsidise road vehicle conversions and relevant infrastructure as suggested.

Democrat Option 4, which would allow the conversion of diesel fuel rebates and grants to lump sums, would be administratively complex, susceptible to compliance problems and could have limited appeal in terms of recipients being prepared to borrow against a forecasted future entitlement.

The final option, option 5, which suggests altering the fuel rebate schedule according to pollution standards, has effectively been addressed by the Government’s intention to restrict the entitlement under the EGS from 1 January 2006, when a mandatory standard of 50 parts per million of sulphur in diesel fuel will come into effect.

ECONOMIC REALITIES

The entitlements currently available to the mining sector under the DFRS and the DAFGS represent a significant component of the overall financial position of small to medium-sized exploration and production companies.  Any reduction in the level of the benefits under the EGS, following its introduction on 1 July 2003, would have a direct impact on operating costs and thus the level of employment within the mineral exploration, mining and mineral processing industries.  Moreover, AMEC is firmly of the view that any reduction in the level of the existing benefit will lead to the possible closure of some existing sites and thus a further loss of employment.

OTHER REVIEWS

On 8 July 2001, the Treasurer, Peter Costello and the then Minister for Industry, Science and Resources, Senator Nick Minchin, announced the terms of reference for an inquiry into fuel taxation.  The Committee of Inquiry, to be chaired by the managing director of ACIL Consulting Pty Ltd, David Trebeck, would examine the total existing structure of Commonwealth and State taxation of petroleum products, including the proposed Energy Grants (Credits) Scheme.  The Committee handed its report to the Government  in March 2002.

In the event, in a media statement he issued on 14 May 2002, the same day he handed down the Federal Budget, the Treasurer rejected the following four main recommendations of the Committee of Inquiry:  

· To tax fuel on the basis of energy content.

· To reintroduce twice yearly indexation of all fuel excise.

· To replace the existing diesel fuel schemes with a business fuel credit scheme.

· To abolish the fuel sales grants scheme and the petroleum products freight subsidy scheme.

The Bills to implement the Energy Grants (Credits) Scheme introduced into the House of Representatives on 13 February 2003 and which are currently under Senate review, present the best chance of settling a long-term equitable framework which will provide a stable platform for maintaining Australia’s international competitiveness in global metal markets.

LACK OF INFORMATION CREATES UNCERTAINTY

The Federal Government appears committed to ensuring that the existing entitlements under the current on-road and off-road fuel schemes are retained.  However the Bill does not detail the amount of the rebate that will be given under the combined scheme or the mechanisms under which it will be calculated.  

The failure to disclose the details of the mechanism and the credit rates to be applied to each fuel type makes it very difficult to assess what impact this will have on the bottom line of mining and mineral exploration companies.

It is an awkward situation for companies who are anxious to review their existing fuel contracts with suppliers.  The uncertainty of the situation is heightened by the short lead time until the scheme’s intended commencement and the uncertainty over fuel price levels given the problems with Iraq.

Presumably, the Government will provide the requisite detail concerning the rebate amount and the calculation mechanism in the regulations, but these are yet to be finalised, adding to the atmosphere of uncertainty in the industry.

Presumably the Committee must, for its own satisfaction, determine what the requisite rates to be applied to the scheme are during its investigation, or the equity and impact of the new scheme will be unable to be assessed prior to locking in the new legislation.

THE ISSUES – IN SUMMARY

1. AMEC’s members predominantly operate in remote locations and consequently consume large quantities of diesel fuel in off-road mining vehicles and equipment and in the generation of power to maintain these remote exploration and mine sites.  In many locations access to alternative fuels (ie. LNG, CNG) is restricted due to geographical and economic constraints.  


For many mineral explorers and producers there is no choice but to use diesel fuel.  Few mines are serviced by electricity grids or gas pipelines.  Where gas has become available, mining companies have taken the opportunity to switch from diesel to gas for their energy needs where this has been shown to be cost-effective.

2. Leading off-road vehicle manufacturers are predominantly focusing on ensuring the latest models of off-road mining equipment comply with European emission standards and are capable of operating using the latest breeds of low-sulphur diesel fuel products.


Additionally, there are moves within the vehicle manufacturing sector to produce large scale mining equipment capable of consuming alternative fuels.  However, the lead-time to move from an experimental version (currently being assessed) to a successful prototype, to a full-scale production run, will take a considerable number of years.


Hence, the mineral exploration, mining, and minerals processing industries are still extremely reliant on maintaining existing fleets.  Consequently, should the Commonwealth Government impose covenants on the payment of rebates and grants dependent on the alternative fuel capability of fleets, Government and environmental stakeholders need to be mindful of the large capital expenditure required to procure new and compliant vehicles.

3. The entitlements currently available to the mining sector under the DFRS and the DAFGS represent a significant component of the overall financial position of small to medium-sized exploration and production companies.  Any reduction in the level of the benefits under the EGS, following its introduction on 1 July 2003, would have a direct impact on the level of employment within the mineral exploration, mining and mineral processing industries.  Moreover, AMEC is firmly of the view that any reduction in the level of the existing benefit will lead to the possible closure of some existing sites and thus a loss of employment.
4. The Commonwealth Government has not adopted any standards in relation to emissions from off-road mobile equipment.  There are European standards available and these cover industrial drilling rigs, compressors, bulldozers, highway excavators, forklift trucks and road maintenance equipment. 


Were the Commonwealth Government to impose similar emission control standards on off-road equipment and vehicles, mineral exploration and mining companies would need to immediately assess the impact on their:

· existing diesel powered vehicles and equipment to ascertain their capacity to meet the ‘new standards’; and 

· identify future purchases of off-road mobile equipment and confirm whether suppliers and manufacturers were able to comply with the ‘new standards’.


The capital costs associated with purchasing new capital equipment for a mining operation are significant and the planning and lead time required to ensure all financial and management considerations are adequately addressed is primary to the successful operation of a mine.  Any additional burden placed on an operation of a mine (i.e. an arbitrary requirement to source and purchase new mining equipment) to meet new standards without the necessary lead time and due commercial consideration, could potentially impact on the viability of mining and exploration activity.

5. In some submissions to the Committee of Inquiry into Fuel Taxation, particularly those from conservation and environment groups, the view was expressed that the diesel fuel rebate represented a “subsidy” to the mineral exploration and mining sector. 


The rebate is not a subsidy - it is a refund of excise duty and should be expressed in the Commonwealth budgetary payments as such.  It refunds, in part, to the minerals exploration and mining sector overpaid taxes.  


The rebate is restricted to prescribed usages.  Light vehicles, used off-road and powered by diesel fuel, are excluded from the DFRS.  There is no rationale for this exclusion which penalises in particular smaller mineral exploration and mining companies.  It is purely a revenue-saving device on the part of the Commonwealth Government.

RECOMMENDATIONS

1. That the entitlements currently flowing from the Diesel Fuel Rebate Scheme and the Diesel and Alternative Fuels Grants Scheme be retained at present levels, consistent with the undertaking given by the Commonwealth Government, when these two schemes are subsumed by the introduction of the Energy Grants (Credits) Scheme on 1 July 2003.

2. That the Energy Grants (Credits) Scheme not be used as a legislative measure to undermine the entitlements currently afforded to Australia’s export oriented sectors, by so qualifying the eligibility of companies and individuals to receive the rebates/grants that the entitlements made available through the present schemes, the DFRS and DAFGS, are  effectively eroded.

3. That the introduction of the Energy Grants (Credits) Scheme be seen by the Commonwealth Government as an opportunity to enhance administrative and compliance systems and to correct deficiencies in the DAFGS, notably to deem as eligible diesel used in light vehicles off-road.

4.
That the introduction by the Commonwealth Government of emission control standards and low-sulphur fuels be phased in over reasonable time frames to allow the mining industry to make the appropriate financial and operating adjustments, without damaging the viability of mineral exploration and mining companies.

5.
That the Commonwealth Government as a matter of some urgency act to combat the atmosphere of uncertainty in the industry by finalising and promulgating the regulations for the Scheme, especially concerning the rebate amount and calculation mechanisms.

CONCLUSION

AMEC is grateful for this opportunity to have input to the Senate Review and is prepared to further engage in a positive way in any ongoing debate or investigation, which might flow from the current legislative review.
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