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2005 Minerals Industry Survey launch address

I would first like to acknowledge the Ngunnawal people, the traditional owners of the land on which we meet
today, and extend my respects to their elders.

Distinguished guests, ladies and gentlemen, | am very pleased to launch the 2005 Minerals Industry Survey.

This is the 29" time the Survey has been conducted since 1976/77. And for 25 of those 29 years,
PricewaterhouseCoopers has conducted the Survey on behalf of the MCA.

It is appropriate therefore that the MCA acknowledges the significant investment made in the industry by PwCin
this Survey, and extends a special welcome to PWC's Mr Chris Dodd who is with us this moming.

Why does the MCA, and PWC, go to such time and effort to produce the MIS?

The survey provides timely, interesting and accurate data on the Australian minerals industry, and highlights the
contribution of the industry to the national economy.

Most importantly though, the MIS is ameans to an end.

It provides us with an empirical base to promote an informed debate on the policy settings that shape the
environment in which the minerals industry operates.

And that will be the focus of my remarks this moming.

Safety and health

The first survey finding | will highlight is also the most disturbing.

There were ten fatalities in our industry during 2004/05.

That is an unacceptable result. \We must do better.

We must re-commit our industry to our goal of an Australian minerals industry free of fatalities, injuries and

diseases. That is an ambitious goal, but the community expects and deserves nothing less.
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Overview of 2005 Survey Results

To the broader survey findings, the 2005 MIS report confirms one straightforward proposition.

The minerals industry is enjoying good times.

Most of you are aware that good times have been rare for the Australian minerals business over the last two
decades.

But when they are here, we should unashamedly enjoy them. But we should not be seduced into a false sense
of comfort. WWe must work even harder to ensure the industry’s upswing lasts as long as possible, and makes the
greatest possible contribution to society.

On each of the key indicators, the state of the industry is strong.

[Slide 1 —Net profit on average shareholders’ funds]

Profits are at their highest levels since the late 1980s. The net profit return on average shareholders’ funds in
2004-5 was 14.0 per cent, compared with 7.4 per cent the previous year, and the ten year average of 7.8 per
cent.

[Slide 2—Real spending on fixed assets]

Investment is also strong.

Net capital expenditure on fixed and deferred assets almost doubled in 2004-5, rising by 96 per cent to
$10.1 billion.

[Slide 3—Total Direct Employment]

Not surprisingly, given this record investment, employment in our industry is continuing to grow.

Direct employment rose by 4 per cent in the year to June, on top of a 12 per cent increase the previous year.
The strong industry gronth will have also driven increases in indirect employment in 2004-5

The number of contractors in our industry also grew strongly, and more than 25% of full-time equivalent positions

in the industry are now contracted out.
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An explanation for the slower growth in direct employment is the scarcity of skilled professionals and
tradespeople. Thisis an issue which also impacts the broader econony. Government and industry need to work
together to find both short termand long term solutions to this challenge.

Projects are at risk of being delayed or mothballed because of these shortages. Moreover, the
competition for scarce skills is also forcing up costs, a trend | expect will be even more starkly evident
in next year's survey.

[Slide 4 —Broad allocation of exploration expenditure]

Another area of concem is our faltering effort to replenish our national minerals inventory

The survey findings showa 9 per cent dip in spending on exploration, to $551 million down from $606 million.

This data conflicts with the official ABS data, which show that Australian minerals industry exploration
expenditure rose by 31 per cent between 2003/04 and 2004/05.

This is most likely explained by the fact that most exploration is now carried out by junior explorers not covered in
the MCA's sunvey.

That said, Australia’s share of global exploration expenditure has fallen further, continuing a downward trend
since 2001. Australia’s share of global exploration spending was just 12.6 per cent in 2005, substantially lower
than the 17.6 per cent recorded in 2002, and the 15.5 per cent share achieved in 2003.

For several years, the Minerals Council has advocated a number of policy options that seek to address the
structural impediments to mineral exploration expenditure in Australia.

The centrepiece of the plan is a flow-through shares scheme. This is yet to be embraced by the Government.
The other key element is better resourcing for the mapping of pre-competitive geological data.

Both of these initiatives are modest, and targeted. They address specific obstacles to exploration. They are not
designed to provide an special incentive or advantage for the minerals sector. Instead they are designed to

correct a market failure. The modesty of these initiatives is put into perspective when judged against the

minerals industries contribution to federal and state treasuries.
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[Slide 5—Taxes and Royalties]

Although the share of taxes and royalties relative to profit decreased, reflecting the increased profitability of the
industry in 2004-5, there were significant increases in taxes and royalties paid.

According to the survey, the total amount of direct and indirect tax liabilities incurred by respondents in 2004/05
was $3.7 billion, 60 per cent higher than in the previous year.

Income tax expenses rose by 204 per cent. This rise largely reflects the increased level of profitability in the
industry.

Mineral royalties increased by 2 per cent, payroll tax payments fell by 12 per cent and government rail and port
charges fell, reflecting the privatisation of some parts of the rail and port network in New South Wales. There
was a large rise in fuel excise payments and other taxes, reflecting in part the reversal of the one-off reduction in

fuel excise payments.

Respected economic consulting firm, Access Economics recently noted that as commodity prices have
increased and the industry has expanded, the river of gold flowing into Federal and State treasuries has turmed
into a ‘torrent’.*

Separately, the minerals sector has also contributed to a sharp improvement in Australia’s terms of trade, which
has produced a $40 hillion boost to Australia’s national income.

In sum, the industry is strong, and its contribution to the Australian economy is robust.

Before moving to the outlook for the industry, it is important to acknowledge the Federal Government's
performance in not resting on its laurels over the last 12 months, and commend it for a number of reform

initiatives of interest to our industry, including:
0 the passage of much-needed industrial relations reform
0 the establishment of the Future Fund

o the passage of legislation paving the way for the sale of the Federal Government's 51 per cent
stake in Telstra

0 the expansion of the Skilled Migration Program.

o thelaunch of negatiations on a comprehensive free trade agreement with China, and

! Access Economics, Business Outlook, Canberra. October 17,2005.
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0 the abolition of the Tariff Concession Scheme which imposed $300 million in costs to

Australian business

At this point | want to briefly explore the outlook for the industry, and particularly the challenges we must confront

and overcome to ensure this contribution endures.

The first challenge to be overcome is that of complacency and short memories.

As | mentioned earlier, the upturn in the minerals sector’s fortunes is a recent phenomenon. Throughout the
1990s, rates of return on investment for the global minerals sector were the lowest of any industry sector.

Moreover the scale and pace of the current expansion is unlikely to be sustained, at least at current levels.

While the strong demand for Australian minerals commodities is expected to persist, prices are expected to
moderate as new supply comes on stream. Respected analysts, including the Financial Review’s Alan Mitchell
and Access Economics have expressed concern that the Federal Government is unwisely assuming that new

revenue streams are likely to stay at high levels indefinitely.

In our view, the Federal Government must not be lulled into a false sense of economic security based on the
current commodity price strength.

Instead the 2006-7 budget should be seen as an opportunity to lock in today’s prosperity for the longer-term. In
short, its defining principle must be to ensure we do not squander the considerable opportunities on offer as a
result of recent growth in demand which has been driven by China, and also by US consunmption.

In this context, the strength of the Federal Govemment's fiscal position has rightly generated interest and
momentum in further taxation reform, both personal and corporate. In the MCA's view, three principles must

guide the consideration and the design of further reform.

First, taxation reform should be affordable in the medium term, not just in the short term.

Second, tax changes should be directed at emphasising wealth creation in preference to short-term domestic

consumption.

Third, the scale of tax reform should take into account the importance of continued development and renovation

of the nation's ‘soft and hard’ infrastructure.
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In a similar vein, we must ensure that the minerals sector’s contribution is not limited by constraints on its
growth.

Our export infrastructure must cater for the needs of today and the demands of tomorrow.  This means longer
term integrated planning, reflecting a whole of government, whole of chain approach centred on market-based
solutions, a light regulatory touch and timely decision-making.

More broadly, the government’s current review of red tape must be guided by one simple criteria - business
regulation must be the minimum necessary for the economy to operate effectively.

We must work with governments of all levels to ensure that our schools, vocational educational system and

tertiary education provide a pool of skilled professionals and tradespeople.

We must embrace a third wave of change in sustainable development in the minerals industry to help companies
differentiate their performance in the market place to gain a competitive edge. In short we must fashion a way to

enable the market to become the driver of continuous improvement in the minerals sector.

The first wave of change was the industry coming to grips with the threat to the social licence to operate, which is
integral to our relationships with communities. The second wave was capacity building —the challenge of

implementing the principles of sustainable development.

In third wave, it will be the market rather than regulations, standards, international treaties and ‘after the fact’

punitive remedies that will increasingly bring about real change.

And it will do so by delivering bankable benefits to those who perform best, by enabling them to differentiate their

sustainable development performance in the marketplace.

Anocther area in which we have made great strides, is in our relationship with Indigenous Communities. We must
continue to refine and streamline the native title system to the mutual benefit of Indigenous communities, local
communities,the minerals sector and Australia. We must put flesh on the bones of the MoU we signed with the
Federal Government this year to promote Indigenous employment, enterprise facilitation and community

development.

We must negotiate market opening agreements, especially the free trade agreement with China, with purpose

and determination.
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These are the variables that we, in concert with government, can shape and influence.

Thankfully the one variable we cannot influence - the international environment — continues to look very

favourable.

Qur traditional markets, Japan, Korea and Taiwan remain firm. Our largest minerals market, Japan, has
emerged fromits lengthy post-bubble adjustment, and economic growth in Korea is expected to accelerate from
4105 per cent in 2006.2

The outlook for China, and India, is also strong. The urbanisation and industrialisation of China, including the
moverment of an extra 400 million people into the cities by 2020, will mean a robust dermand for resource imports

over the mediumand long term.

China’s emergence as a global economic power will be one of the defining features of the economic history of
the 21t century. Australia in general, and the minerals sector in particular, can play a big part in that economic
story. But only if the macroeconomic settings, the microeconomic reforms and the industry strategies

complement rather than contradict each other.

Conclusion

The single message | want to leave you with this moming is one of optimism, tempered by the caution that is

conditioned into an industry that has seen more hard times than good.

After years of under-recognition, the global market has tured our way. We should capitalize on the
opportunity, rather than squander it. Ve should be vigilant, not complacent.

I commend the Minerals Industry Survey 2005 to you all.

Thank you.

2 OECD, Economic Outlook No.78 , Paris. Novemkber 2005.
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