13 September 2013

Economic Regulation Authority
Level 4 Albert Facey House
469 Wellington Street

Perth WA 6000

Dear Sir/Madam

AN INQUIRY INTO MICROECONOMIC REFORM IN WESTERN AUSTRALIA:
IMPROVING THE EFFICIENCY AND PERFORMANCE OF THE STATE’S ECONOMY

CME appreciates the opportunity to provide comment on microeconomic reform with the
aim of improving productivity and efficiency and the streamlining of unnecessary
regulation.
CME has focused our commentary on practical and relatively simple to administer items
which we consider will bring about the greatest impact to business and efficiencies in
Western Australia.
These ideas centre on the:
¢ Removal of regulatory approvals duplication to encourage economic activity and
increase the amount of productive time businesses spend generating wealth
rather than complying with government legislation;
e Removal of inefficient fees and charges to remove deterrents to economic
investment;
e Privatisation of electricity assets which would lead to efficiency gains and
improved consumer choice;
e Public Private Partnerships to reduce burden on the state’s finances and see
services/infrastructure delivered more efficiently than if delivered by government
alone; and

e A more flexible training system to ensure people are up-skilled more quickly so
as to deliver gains in productivity.

Further details surrounding the concerns identified are expanded upon below. CME has
sought to provide detailed recommendations that are straight forward to implement for
government and should deliver significant benefit relative to the cost and time involved
in implementation.

Please refer to Appendix 1 for the recommendations summary table.

Appendix 2 contains data relating to approvals process times and Appendix 3 details tax
impost, charges and some international comparisons.

CME and the WA resources industry
The Chamber of Minerals and Energy of Western Australia (CME) is the peak resources
sector representative body in Western Australia.
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Having been in operation since 1901, the role of CME is to champion the Western Australian
resources sector and assist it to achieve its vision to lead the world in sustainable practice
through innovation and to underpin Australia’s position in the global economy. CME strives
to be a persuasive industry voice, adding value to our member companies in a dynamic and
increasingly complex operating environment.

In order to achieve this, CME aims to:
e |ead policy development on issues impacting on the resources sector;
¢ Promote the value of the sector to the community;
¢ Represent the views and advocate the needs of our members; and
¢ Provide an avenue through which members and stakeholders are able to collaborate.

With policy expertise spanning industry and research activities, occupational safety and
health, education and training, the environment, exploration, Indigenous affairs and
workforce development, infrastructure, economics and tax, CME provides stakeholders and
members with an avenue for undertaking extensive collaboration on all industry matters.

The Western Australian resources sector is diverse and complex covering exploration,
processing, downstream value adding and refining of over 50 different types of mineral and
energy resources. The sector is also a significant generator of power, predominantly for its
own use, and identifier and developer of water resources. Besides being the largest private
employer in regional and remote Western Australia, the sector is also the largest employer of
Indigenous Australians.

CME represents companies directly involved in the resources sector (including mining, oil
and gas) or those providing services to it. CME's member companies generate 95 per cent
of all mineral and energy production by value and employ more than 80 per cent of the
resources sector workforce in the state.

Background

For a number of years now, the cost of doing business in Western Australia and Australia
has escalated. The increase can be attributed to a number of factors such as a tight labour
market, an increase in red and green tape, push for cost recovery of government services
and the Federal Government’s policy position of “spreading the benefits of the boom”.

Recent studies show Australia’s cost competitiveness is declining and that our positive terms
of trade (gained through high commodity prices and significant capital investment) has
predominately been the driver of income growth since 2005.

When combined with decreasing ore grades and the emergence and development of new
minerals rich regions around the world, the level of competition in the global resources
sector is increasing for Australia, and particularly effecting Western Australia. This is both in
the attraction of investment capital and the capture and maintenance of market share.
Falling commodity prices and Australia’s reducing terms of trade have now placed an even
greater spotlight on the increasing costs of developing mining and energy projects in
Australia.

Australia’s resource sector is heavily reliant on foreign investment, more so than any other
industry. Rising costs for both project development and operations pose a threat to attracting
this foreign investment as it can impact significantly on returns. These rising costs have
significant implications when comparative costs and returns for investing in different
jurisdictions are considered by resources companies. Western Australian resources
companies need to remain cost competitive in order to attract investment for new projects
and to ensure sustainable operations that can compete against our global rivals.
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Recent CME research into the cost of doing business shows that this is an increasing
challenge for many energy and mining companies as they grapple with global market
dynamics, increasing input costs and policy and regulatory settings that are volatile, complex
and at times costly.

Additional increases in costs in Western Australia include:

* Imposed business costs including the uncertainty of the settings of the introduction of
new and changing federal taxation imposts such as MRRT and the carbon pricing
regime;

* Productivity challenges for the sector;
* Project approval processes, duplication, time delays and complexity;

* Increasing cash costs for gold companies, capital costs for iron ore development in
the Pilbara, non-Pilbara and emerging regions, and LNG projects already sitting at
the higher end of the international cost curve;

* Increasing salaries and labour shortages; and
* Increasing energy demand and rising energy costs for resource projects.

While the Western Australian resources sector has an important foothold in the global
industry, it does not dominate any one market. Therefore it remains susceptible to changes
in policy that alter its attractiveness against resource sectors in other jurisdictions that
compete for market share.

Minerals Council of Australia research estimates if Australia can maintain market share
through the next 20 years, the nation’s mineral revenue could increase by $121 billion per
annum by 2031 — a 65% increase for a sector already twice the size it was in 2006". Recent
work CME has undertaken with KPMG highlights that just a 10% growth in Western
Australian resources exports would deliver a $2.7 billion increase in Western Australia’s
standard of living (GSI) and an additional 20,353 jobs in Western Australia over 5-10 years.

Western Australia’s existing investments in mining and oil and gas are the culmination of
significant project development processes. These investments cannot be taken as an
indicator or guarantee of future development. The global resources sector will always assess
other locations, which have significant potential, and Australia must remain internationally
competitive in order to attract resources investment, economic development and
employment growth into the future.

CME considers real efficiencies can be realised through the identification and
recommendation of practical solutions to policy and guideline duplication, uncertainty,
transparency and communication. The comments below provide a high level indication of
CME’s main concerns; please refer to the attached tables for CME’s detailed responses.

Infrastructure

Currently, the state government is unable to fund all multi-user infrastructure due to the high
upfront capital input required and the current state debt limit. This lack of funding will impede
the continued growth and investment in exploration and mine development, removing
incentive to expand if the railways and ports do not have the capacity to handle the extra
load. The government should use a capital recycling method and encourage joint investment
with private companies. Flexible financing arrangements including public private
partnerships will reduce the burden on the state and have the potential for infrastructure to
be delivered more efficiently.

1 Port Jackson Partners/MCA ‘Opportunity at risk: Regaining our competitive edge in mineral resources’ September 2012,
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The Western Australian government’'s decision to merge government-owned electricity
utilities will decrease competition and increase risk in the electricity market, potentially
diminishing the appetite for greater private sector investment. The government, as a priority,
needs to remove anticompetitive barriers and encourage greater competition from the
private sector. Privatisation of electricity assets would give consumers choice and enable
government to invest in, a range of infrastructure which further encourages economic
activity.

The government does not have a longer term coordinated process for planning and
prioritising infrastructure projects which is independent of the political cycle, resulting in
planning inefficiencies. CME recommends that the government establishes an independent,
arm’s-length infrastructure planning agency to coordinate, develop and report on
infrastructure planning. A transparent, coordinated infrastructure prioritisation body would
reduce duplication and inefficiencies across government agencies.

Environmental and Land Access Approvals

A significant portion of industry costs are expended in meeting the requirements of approvals
and application processes related to the environment and land access matters. Recently
industry has reported that tenement approvals are increasingly taking longer to process.
Often processes are complex and overly prescriptive, duplicated and cumbersome,
introducing additional cost pressures and a higher degree of uncertainty for applicants.
These all act as disincentives to exploration and development.

An efficient and effective approvals system for both land access and environmental
requirements is vital to the continued international competitiveness of the resources sector in
Western Australia. Minimising duplication in assessment and approvals of resources sector
projects is the most significant way this can be achieved.

A number of reform areas have been identified through Reforming Environmental Regulation
(RER) process led by the Department of Mines and Petroleum. These have the potential to
reduce delays and other costs to industry. The current inefficiencies in environmental
approvals to a large extent would be improved through the implementation of RER
recommendations. CME encourages the government to focus on progressing these
reforms.

The expansion of the DMP’s approvals tracking system across the Departments of Water,
Environment Regulation and the Environmental Protection Authority so that timetables are
enforceable and departmental accountability is strengthened, should be an immediate
priority. The current “stop the clock” mechanism used across agencies creates unclear and
ambiguous timelines that have not been adequately explained and impact upon resources
companies costs.

The removal of regulatory approvals duplication, implementation of the RER and expansion
of the approvals tracking system will enable stronger economic activity, increasing the
amount of productive time businesses spend generating wealth.

Taxation (imposed cost, inefficient charges and royalties)

CME encourages the government to review “dead weight” fees and charges (stamp duty,
payroll tax) to assess their impact on efficiency in revenue collection for the state. While we
understand the need for state driven revenue, CME considers there should be a state wide
review into the state tax system to ensure that broadly accepted tax principles of simplicity,
predictability, equity and efficiency are maintained.

Western Australian resources companies compete on an international level with both
established and emerging markets for capital investment, it is critical that Western Australian
taxation and imposed costs are internationally competitive.
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While it is difficult to make direct comparisons between regions due to different taxation and
imposed cost structures, CME has provided data from our Cost of doing business report that
assesses the major taxes for resources companies including royalties, carbon pricing
mechanisms and resource taxes around the world. The international comparison table
provided does include taxation and costs that are imposed by the federal government and
therefore outside the scope of this review, but the table provides a broader comparison of
the international market in which Western Australia is competing.

There has also been significant change in taxation legislation in Australia impacting the
resources sector over the last 5 years including the:
¢ Introduction of MRRT for iron ore and coal following debate around the original
proposed Resource Super Profits Tax.
¢ Introduction of the carbon pricing regime following several years of debate and
uncertainty about its introduction and dimensions.
e Uncertainty regarding the longevity of the carbon pricing mechanism.
Increased royalty rates for iron ore in WA.
e Royalty review currently being undertaken in WA.

These significant changes cause uncertainty detracting from Western Australia as a safe,
stable and attractive place in which to invest and our ability to attract of capital for
exploration and future development.

CME will work closely with the government to ensure industry views are factored into the
current review of Western Australia’s royalty rates. The growing importance of royalty and
broader resources sector revenue to the state budget (approximately 25% of state revenue
in 2012-13) underscores the importance of ensuring a royalty regime which takes into
account the broader economic conditions in which the industry operates and the importance
of a continuing strong and internationally competitive sector.

Training

Currently inefficiencies in the public provider training network result in overall higher delivery
cost for vocational education and training. CME encourages the government to further de-
regulate the training market and allow further competition in this sector. A more flexible
training system will ensure people are up-skilled more quickly and increasing the number of
quality training providers will deliver important productivity gains across the Western
Australian economy.

Occupational Safety and Health

There have been notable improvements in efficiency gains in occupational safety and health
in the Western Australian resources sector with electronic reporting, the administration
regarding safeguarding of machinery and plant codes of practice and the ability to see and
use audit tools prior to inspections. Further efficiencies could be gained through a reduction
of onerous equipment inspections, batching of audits with early follow up of
recommendations and a reduction of duplication which is detailed in tables attached.

CME is concerned that uncertainties surrounding harmonised legislation is impacting on the
ability of businesses to plan safety strategies. Certainty regarding timing of legislative
change would alleviate costly difficulties with safety planning. The uncertainty regarding the
future of the model legislation in Western Australia is causing businesses to incur costs as
they are forced plan for the introduction of legislation that may never eventuate, or may be
heavily changed from its current form.
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Conclusion

CME appreciates the opportunity to contribute to the Economic Regulation Authority’s
microeconomic reform to improve the efficiency and performance of the Western Australian
economy. We look forward to continued consultation and the opportunity to represent the
views of our membership further once the discussion paper resulting from the initial
submissions has been prepared.

Please do not hesitate in contacting Sarah Hooper (s.hooper@cmewa.com) or Shannon
Burdeu (s.burdeu@cmewa.com) if you have any further queries.

YOUss sincerely,

Reg Howard-Smith
Chief Executive

Att: Recommendations summary table and Appendices.
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