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The healti o~eAu$ralua’s vital mineralsrnd istry should not be taken for
granted. ~

It is a mistaketo assumethat the minerals industry is robust and self sustaining.Capital
marketsarenot allocatingsufficient capitalto exploration.And profits from mining arenot
being fed back into exploration.As a consequencethe long termstability of the industry is
underthreat.

In the late 1990sandearly2000s,theability of themining industry to sustainits activities in
Australiahasbeensteadilyeroding.The evidenceis in explorationspendingfigures, both in
Australia, and abroad.An explanationcan be found in sharemarket returns from mining
shares.

The availability of capital for exploration spending is driven by the perceived
competitivenessof the returns from exploration, when comparedagainstother available
investments.Putsimply, moneygoeswhereinvestorsbelievetheycangetthe bestreturns.

Since1982, the returnsfrom mining and explorationhavebeenworsethanmostotherasset
classes.TheASX All Mining Index,at918 points in October2002, is just 60%higherthanit
wason averagein 1983. It is also 35% lower than its peakin 1987, and 10% lower than it
wasfor mostof 1994. By contrasttheASX All Industrialsindex is 500%higherthanit was
in 1983, 60% higher than the peakof 1987, and also 60% higher than 1994 levels. As an
investmentclass,mining and explorationwas desertedfor greenerpasturesin about 1998,
andhassinceremainedout of favour.

Thefirst reactionofmining companiesaroundtheworld hasbeento halt newdevelopments,
shrink explorationbudgetsand concentrateon extractingmaximum returns from existing
mines andplants. The effect on output,and evenore reserves,is not immediate,asreturns
are squeezedfrom pastexpenditure.Consequentlythere is a dangerthat casualobservation
of the industry would passit with a clean bill of health, when indeedurgent action is
required.

Investorswill eventuallyreturn to mining and exploration,when metal prices once again
promisesufficient rewardsto mining companiesfor finding and developingnew projects.
Theproblemis that while wewait for this marketsolution, theexpertiseandservicesbaseof
the explorationsectoris beingdismantled.Australiabecamea world leaderin exploration
sciencesandservices,by virtue of the moneyspentin the late 1980sto mid 1990s. If this
accumulatedknowledge is dispersedto other industries it will be difficult to reassemble.
Moreover the processof explorationand developmenttakesup to ten years on averageto
beareconomicfruit. Action now to reinvigorateexplorationis a vital step in preparingthe
industryto respondto futurepricerises,both in termsofexplorationanddevelopment.

continued overleaf/



Minerals exploration needs assistancenow. The core problem is the
perceptionofpoorreturnsfrom exploration,both by investorsand mining companies.
The solution is to directly improve returns from exploration expenditure.A flow
throughtax incentive is onemechanismthatwould fairly direct investmentback into
mineralsexploration.

The basicprinciple of a flow throughtax incentive is to allow companiesto renounce
the tax benefit accruedfrom mineral exploration expendituresin favour of the
investorwho subscribedthe funds.No newtaxbenefitneedsto be issued,andthesole
cost to the governmentcomesfrom the accelerationof claimson specifiedmineral
explorationexpenditure.

Flow through shareswould assist junior, or non~taxpaying,mineral exploration
companies,a sectorthat is acknowledgedby investorsand larger mining companies
alike, asbestequippedfor makingnewdiscoveries.

Flow through shareshavebeenissuedsince1983 in Canada,the only other country
that supportsa mineral explorationsectorcomparableto Australia’s. From 1983 to
2001, $C9.1 billion was raisedunderflow throughshareissues,resultingdirectly in
numerousmineral discoveries.In October2000 the Canadianfederal government
extendedthe tax credit availablefor eligible explorationexpenditures,in responseto
falling exploration levels. Flow through shares are popular and demonstrably
successfulin Canada,from both investorandgovernmentstandpoints.

For further exploration statistics and detaHs of flow through shares
please refer to the attached submission given to the Government
MembersCommittee

24
th June2002.
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~VHMNt AUSTRAUA’S ENG~NE~,o_
In 2001, Australia produced:~

$ 12.4b World’s biggestexporter

$ 6b

$ 6 b World’s 3rd biggestexporter

$ 5.8 b World’s biggestexporter

$ 4.2b

$ 4.2b

$ 4.1 b World’s 3~biggestexporter

$ 3.9b

$ 2.4b

$2b

$2b

$ 2b 3
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\Jalue of Mm Prod~n ~Min Expn Expenditure

1: Vakie of AustraHan ii andLñe~~ ~dct~onanc~1 ~
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TheMining Sectoraccountsfor 4.4% of Australia’s GDP
exceedingAgriculture at3.5%~

Hence,the industrygeneratessubstantialpositiveeconomic
activity in termsof directanddownstreamemployment
opportunities,investmentandexport incomeand is oneof the
country’smajorexportearners~

80,000personsaredirectly employedby theAustralianminerals
andenergyindustry. For everypersonemployedin the industry
another3 to 4 jobs arecreatedelsewherein theAustralian
economy.
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The;vSueof m~nera~andenergyexports:hasmorethandouffled ~

1Q87-8R rl&ng ~n2000-01to a record$54b~
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~UST1LWA’S ENG~NEROOM

Mineral andenergyexportscurrently represent46% of
AustraUia~smerchandiseexportsand36% of total exports.

A recentsurveyby the MineralsCouncil of Austraha
showedthat the industrypaid $2~7bin total directtaxesand
$460min indirect taxesto StateandFederalgovernments
in 2000/01.

Many regionalcentresandremotetownsareheavily
dependenton the mining industry. A largeproportionof
the public andprivateinfrastructurein remoteareaswas
built andin somecasesmaintainedby the industry.

7
~ABC

World Markets



_ flf~
— ~ AN ~!NDUWfltY n~

i;E>iD!oration expe.nditu re (exdudingpetro~eurn),fSfrom ~

1996/97yearto the2001/02year,down from $1 l4kBrn to
$640.m. i qc~ig~

k...,. t.jL’! M

I fl~”~

I QOR100~j t~j’’tj~.Ji tJ%J

I 000/nfl

oflflfl/flI

flflfl4 iflt%

zUu uuz
~tu~s.meansthatsince the high
Ams~rm~a’sprivate expenditure

$ 1,148 m
~: I flC~Q
4/ ~ h

$ tSiB rn

S

S

;‘ a~

cub fli

r~$?Q.

4’ b4U~fl

in 1996/197 ~ lilRrn
nn n~ne~~~!r~’rflr.~V.r~~I ~ ~ c— ~ — &

(excflJthnqpetro~eum)has faflen a staggering44% or the
eau~va~ent.of s 508m,.. 0

1asS4a~1
.\~.

B



RAL ~]~PLO~AT~O~A WORL~WH~~‘1U~S

ExplorationExpenditureGlobally at 9 yearlow

1997 US$5b
1998 US$3~8b
1999 US$2~2b

World Bankstatesreductiondueto Global economic
slowdownandcyclical downturn, reductionby larger
companieshighlight’s theneedto providefundsfor Junior
Explorationcompanies.

World Bank injected in excessof US$300million into
explorationprogrammesin developingcountries,proofof the
flow~oneconomicbenefitsfrom explorationexpenditure.
Source: World Bank

World Markets
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AN ~NDU~11Y U•~©~IS~5~~ ~3r~
55% fewergeoscientistsworking in 2001 thanat end of 1996.

The Unemploymentrateof 14% masksa muchhigherrateof
underemploymentof the 20% of geoscientistswho describethemselvesas
self~employedcontractorsand consultants. Many talentedgeologists
havemovedoverseasin orderto remainemployed.

The mineral explorationsectorin Australia hasundergonemassive
structuralchange.The pool of geoscientistsdrainedasmanyhave
abandonedtheir profession,forced to obtain gainful employmentin other
industriesand not being replacedby youngertrainedgeoscientists.

Currentlysome37% of Australiangeoscientistscurrentlyemployeddo not

feel that their positionsaresecure.

52% of geoscientistsareemployedin Mineral Exploration.

60% of world’s mining softwarecomesfrom Australiaworld $1 billion p.a.

Source: Australian Institute of Geoscientists. 11
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~flU~E UIPLICATIONS

The level of exploration expenditure is a crucial indicator of
the future of the mining industry. It has a direct correlation
with the value of mineral production and thus the net worth of
the mining industry to the Australian economy.

~n1997 Exploration Drilling totalled 4.2 million metres

in 2001 Exploration Drilling totalled 0.8 million metres

~tfollows that if one wants to predict the industry’s future. wnac.
~shappening with exploration expenditures P2W is a good
place to start.

12
¾tw~&Markets



Gold, a mineral importantto WA, hasbeenparticularly hard
hit.

Gold Exploration

Expenditure

1997/98 $648m

1998/99 $486m

1999/00 $375m

2000/01 $ 385 m

Source: Australian Mineral Statistics 13
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:1
~~F~CT ON GOLD PRODUCTION

Gold Production is at a 7 year low.

Quarterly Gold Production to 31 March 2002 was 65.7
tonnes the lowest quarter since 1995 and down 4~5%on the
Dec 2001 quarter.

Only 20% of Worldwide Gold Production each year ~sbein9
replaced by discoveries.
Australia-wide Gold Mines are being exhausted: exarnp~es
are Kidston and Mt.Leyshon.

Fewer new discoveries are being made, due to tower
exploration expenditure.
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RESPONS~L~1YFALLS O~JU~HORS

Finally, a trend hasdevelopedin the industryoverthe past
severalyearswherenationalandmulti~nationalcompanies
havedown~sizedtheir mineralexplorationdepartments,
making large numbersof staff redundant.

At thesametime thesecompanieshavebegunto strikedeals
with smallerpurely explorationcompaniesandthe resultis
that in manycasesthesesmall companiesarenow effectively
actingastheexplorationarm of the biggercompanies.

‘—1 15
~ABC

World Markets



thLt

:fl9
83 ‘i*3I

C
c: CL * ci

34 1*1020232 *23*3023*4 -t-] *4

02 *334~3838333*4331

1
çJJ ~

\~~J *~ - *3 1

~-41% - ~i”i
t ~i}) 2*4*430-3838*4 ‘*5~ -8*445- 443338, *1

*4 ~ *02*133*334

~i1z*8-oS I*4S-8*t~ 33 8*3*03143 - 4*41*3:1r~ r’*
~~3~*3g3f~ 14~4j w-*o***s*

~ ~2
*4 33*1103* ~ 433*0313 43338* 3* 430238133

%~ tP’) r30
~% 33421*4 ~31L~*’~

~o to Cu
*4 *8*4*2433*43 ~ 888*8

(38~ ~ -+83~a ~
t-s~ CO :~ ‘844

CX
803518803

551110343

27;~ - 034112*4 *8+4338

4~.C ‘~‘ UI ~‘~*48a3~

~0rCOS-_ 4*303384*

~ -jCL) *1

- ~‘ 40313443*33

Ct 438434: C-LCD CD
*13*1*438*15384 ~ 423833

1383834 S02351L51 \tF L~’ 4a*4
- - 9*3*28*4*38 3*33*4358*8*1c~

CD C)- >< C 0
~ 341434 tI ‘4 43

ci S,~4J r-’ v*4o**n84k32338
~% ~‘844284 f’~’1~

ss*,**t*

(J* ~ C13
33:3880328 35*4~ -* ~~1~*1

13 3033838*3 cs:)

8433 ~ np**~ ,~

*4 ---t’i** *1 ‘i
41 ~ 4~

4~-%J ~42 32*3303

ft?-
tm33

“‘~~‘~“ &*3tm *413331 &3i3-8

*10*1)3*4*1*3 r4*nc) ~ ‘-~ ~,‘L; 4243)3
3:333*438 - ~ \iL? ~ t~

C

-~
3~ R:;-

1\

CD
4’~ :~

-c

;L’) )3c ‘it

(4*)
43*~

:z: rj ?i
i-I, ~

*8 40323024

E C

(02 S33384a 4*4*84
p384334

38~ CO

~ 844388*4

cD’0
- ‘~ *44 *03343843

438334) Ci ~

U) ~c cc83*423534~ *3443433130 - 4g

84*53889 ~

3838380

2*43851* *9* 44*4 ~L3�138 *Lt ,j
438*3351

CU ti ~
~%53~ ‘*2*142

1 43*1*8433* r~4
~*4*4**62t ~*4**’

~C
~ C) ~-c
(11 (1) 13]

C02
1

- ~-
7

P~ ‘***~~*~‘

%~:t;) 2:381-

CO

p-i
3*4
- 2*4

*433*)

-4

~u*)

-*

fri



FLOVW~THROUG-HSNAI~E~iCHE~VIE

Ba&c conceptof flow4hrough~sthata person(the
“subscriber”)subscribesfor sharesof a corporationand
thecorporat~onusesthesubscnpUonproceedsto rncur
certainresourceexpenditures~The incurredexpenseswill
thenbe renouncedto the relevantinvestorandwill be
treatedasif they hadbeenincurredby thesubscriberfor
the purposesof the IncomeTax AcL

C~ 17
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C~flAF NO EXPLORATWN !! N ‘

uar~~athanDomesfic ex ~orat~on~ev&sare currenfly at very bw ~ev&sas samor

comnarues ~r~creashig~yspend th&r expbration doflars overseas and u.nbr

compan!es find ~tdifficifit to raSe financ~ngfor theh~acth’kles-. hi~ha brief :42~the

i1~~rb-esEifinSters~Confe-rence, the PDAC urged the FederM Government to rentrolscct)

a NfinerS ExnP3orafion Dep~edonAflowance (MEDA) to make to ow4hrr-uph shares

more attractive to hivestors. Restorhig the h~gh~ysuccessful program, wh~~chrac ~1r~:

~m~•country durmq the mulal98O’s, would reheve the currenc cnsm m ekpoEat~~on

SveS and hi future ore sustahiabThty8 The PDAC S ca~hngfor a MEDA isrem rs &

between 3-3 1/-3 per cent and 50’ per cent ~n~t~aDy,foflowed by a graduaL1 Cehucttlor, \‘iiie-*)

recovery hi the ~ndustrys-tarts to take hoki. Foflow4hrough shares were ~nstcrL4rcsr3tahi

hi the cuscovery of thamond’s hi the Northwest Terrftocles-, the1 Lc~ouvcourt base cithS

mi~nehi Quebec, and two high*8g*rade predous and base meta~m~nes Eskay Creeh 13

Bdtish CokMmbhi and UndaJey hi Ontar~o,
Source: C/BC World Markets from Canadian Newspaper Article 1999 18
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~U~POSE OF ~LOW~THROUGH SI ‘ARES

Thereis no statementof generalpohcyintent relatingto flow4hroughshares
in federalbudgetdocuments~However,governmentpolicy statementsin
respectof tax~basedincentives(egearneddepletion)anddirectgrants(eg
CanadianExplorationIncentiveProgramgrants)indicatethatflow4hrough
sharesareusedto supporteconomicandsocial policy by:

Encouragingadditionalexplorationanddevelopmentin Canada
~ Promotingequity investmentsin mining and petroleumcompanies;

and
Assistingjunior (typically non4axpaying)explorationcompanies
whoseaccessto internalsourcesof financing (Le. cashflow) may be
limited.

Sinceflow4hroughsharesallow investorsto accessincometax deductions
for explorationanddevelopmentmorequickly thatthecompanieswhich
issuethem,they resultin a tax costto governmentThenetfederaltax cost
of explorationfinancedby flow4hroughsharesis estimated
at$563 million for theperiod 1987to 1991; it feD eachyearfrom $283million
in 1987to $14 million in 1991.

19CIBc
- World Markets



~&N~JE FLOflTH ROUGH MiNI DC b

Notes:
0 - 1. Fundsraisedestimates nased

QOA ACifl 4Qfl <—~r-— — I -

LOU - LuU on u~(t~ana0LanExoloradon
1985 340 340 Expense) renumdated h~1mLrrng
1986 840 ~4Q and oil & gas exploration
1987 1260 240 1500 conipan~es:cUeoartmentot

L-Lnance uanaoa.
1988 900 120 1020

‘) Data for 1Q00
1980 320 120 445

unavaflabie/assumed to oe
1990 200 140 340 comparable to 1991 (slow vear~
lOQI 100 100 2orL
I 3. 1 993-95 data sflowed no
1997 100 100 200 breakdownbetweenoii&cas

1993 75 208 263 and mining; assumed 26%
1994 8.1 224 :305 miningperi996-1999

1995 7’2 199 271, breaKdown.
1996 260 468 Sources:
1,997 293 620 913 -“Evaluation Report 1994”

1998 116 548 664 DepantmentotFinance Canana.
- ~ -‘flQO 9-i1999 116 451 567 !Oi ye ~cJ-~.

~ 1 *Djscussions with Deoartment CT
~uUiJ . ~2

EL 106 “‘rIp rai~t :~CcC Im
A~ ~. . - 99399

TOTAL 1963—2001 53562 35539 9~i01

~‘rst 10 ~enrs (1qB3~-92i 4280 820 5 100 20
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~StJPER~’FLOW~THROUGHSHARES

In October2000,the Canadianfederalgovernmentintroduceda 15%
non~refundabletax credit. The credit is in addition to the existing
100%deductionof eligible explorationexpendituresfrom the federal
portion of one’s taxes. To distinguish it from thefully deductible
regularflow4hrough, investorsarecalling this newcredit~enhanced
version“super” flow4hrough

Ontario
In May, Ontario proposeda 30% bonustax deduction

Q~c
Extendedthe maximum175%deductionof certainqualifying
expensesin certain locationsfor provincial tax purposes

Yukon
Announcedit will increaserefundabletax credit to companiesfrom
22% to 25% of eligible mineral explorationexpenditures

C~ 21
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~F~E©T8 OF FLOW-THROUGH SHARE SC~E~

Flow4hrough shares:

Raised equity-based financing primarily for mining and

petroleum exploration, especially gold explorations

Accounted for a large share of all funding for mining

exploration (averaging 60% for the period 1987 to 1991)

Resulted in significant spending on mining exploration from
C$llOm in 2000 to C$160m in 2001 due to additional benefits ot
“Supe?’ flow-through incentives.

Benefited the economics of Alberta, British Columbia, Ontario

and Quebec; and

Benefited non-taxpaying junior exploration companiesa

C1t~ 22
WoddMarkets



EXECUTfl1E SUMMARY -

AustraHarelieson mining industrymorethananyother.

MineralsandenergyareAustralia’sbiggestexports.

Explorationhaslead-lagcorrelationto Productionlevels.

Exploration levels indicatefuture of themining industry.

Exploration levelsareat crisis point, if neglected
conditioncould becomepermanent,crippling the net
worth of the industryandits contributionto the nation.

Needto reversecurrenttrendwith commerciallydriven,
tax effectiveinitiative, proveninternationallyin Canada,
anothermineral powerhouse.

Flow-throughsharescould be theanswer.
23CIBc
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