COMMONWEALTH OF AUSTRALIA

Officia Committee Hansard

SENATE

ECONOMICS LEGISLATION COMMITTEE

ESTIMATES

(Supplementary Budget Estimates)

WEDNESDAY, 20 OCTOBER 2010

CANBERRA

BY AUTHORITY OF THE SENATE

THISTRANSCRIPT HAS BEEN PREPARED BY AN EXTERNAL PROVIDER






INTERNET

Hansard transcripts of public hearings are made available on the inter-
net when authorised by the committee.

The internet address is:
http://www.aph.gov.au/hansard

To search the parliamentary database, go to:
http://parlinfo.aph.gov.au







Wednesday, 20 October 2010 Senate E1l

SENATE ECONOMICS
LEGISLATION COMMITTEE
Wednesday, 20 October 2010

Members: Senator Hurley (Chair), Senator Bushby (Deputy Chair) and Senators Cameron,
Pratt, Williams and X enophon

Participating members: Senators Abetz, Adams, Back, Barnett, Bernardi, Bilyk, Birming-
ham, Mark Bishop, Boswell, Boyce, Brandis, Bob Brown, Carol Brown, Cash, Colbeck,
Coonan, Cormann, Crossin, Eggleston, Faulkner, Ferguson, Fierravanti-Wdls, Fieding,
Fifield, Fisher, Forshaw, Furner, Hanson-Young, Heffernan, Humphries, Hutchins, Johnston,
Joyce, Kroger, Ludlam, Macdonald, McEwen, McGauran, Marshall, Mason, Milne, Minchin,
Moore, Nash, O'Brien, Parry, Payne, Polley, Ronaldson, Ryan, Scullion, Siewert, Stephens,
Sterle, Troeth, Trood and Wortley

Senators in attendance: Senators Back, Bernardi, Birmingham, Mark Bishop, Brandis,
Bushby, Cameron, Coonan, Faulkner, Ffield, Hurley, Ludlam, Mason, Pratt, Ryan, Williams
and Xenophon

Committee met at 9.00 am
INNOVATION, INDUSTRY, SCIENCE AND RESEARCH PORTFOLIO
In Attendance
Senator Carr, Minister for Innovation, Industry, Science and Research

Senator Sherry, Minister Assisting on Deregulation, Minister for Small Business, Minister
Assisting the Minister for Tourism

Department of I nnovation, I ndustry, Science and Resear ch
Executive

Mr Mark Paterson, Secretary

Ms Patricia Kelly, Deputy Secretary

Ms Sue Weston, Deputy Secretary
Cor porate Division

Mr Michael Schwager, Head of Division

Ms Cherie Ellison, General Manager, Business Collaboration Branch

Mr Richard Byron, General Manager, Human Resources and Facilities Branch
Auslndustry Division

Mr Paul Sexton, Acting Executive General Manager

Mr David Wilson, General Manager, Research, Devel opment and Venture Capital Branch

Ms Merryn Kennedy, General Manager, |nnovation Branch

Ms Wendy Launder, General Manager, Business Development Branch

Dr Russall Edwards, Acting General Manager, Customer Services Branch
Australian Astronomical Observatory

Professor Matthew Colless, Director

ECONOMICS



E2 Senate Wednesday, 20 October 2010

e-Business Division
Mr Craig Pennifold, Head of Division, Chief Information Officer
Mr Mike Sibly, General Manager, Online e-Business Services Branch
Mr Steve Stirling, General Manager, ICT Systems Branch
Mr Neil Kinsella, General Manager, ICT Systems Branch
Ms Trish Porter, General Manager, VANguard
Enter prise Connect Division
Ms Judith Zid ke, Head of Division
Mr Paul Trotman, General Manager, Trade and International Branch
Ms Jane Urquhart, General Manager, Enterprise Connect Branch
Finance Division
Ms Vanessa Graham, Chief Financial Officer
Mr Brad Medland, Deputy Chief Financial Officer
Industry and Small Business Policy Division
Mr Barry Jones, Head of Division
Mr Terry Lowndes, Principal Advisor
MsAnn Bray, General Manager, Business Registration and Licensing Branch
Mr Andrew Joyce, General Manager, Small Business and Deregulation Branch
Mr Richard Snabel, General Manager, Industry Policy and Economic Analysis Branch
Mr Andrew Lancaster Acting General Manager, Business Conditions Branch
Innovation Division
Mr Ken Pettifer, Head of Division
Ms Tricia Berman, General Manager, | nnovation Policy Branch
Mr Peter Chesworth, General Manager, Pharmaceuticals, Health Industries and Enabling
Technologies Branch
Mr Tony Weber, General Manager, |nnovation Analysis Branch
Mr Doron Ben-Meir, Chief Executive Officer, Commercialisation Australia
M anufacturing Division
Mr Steve Payne, Head of Division
Mr Mark Durrant, General Manager, Automotive Branch
Mr Mike Lawson, General Manager, Competitive I ndustries Branch
Dr Michaegl Green, General Manager, Innovation and Space Branch
Mr Murray Fearn, General Manger, Working Groups Unit
Mr Ivan Donaldson, General Manager, Australian Building Codes Board (ABCB)
National M easurement I nstitute
Dr Laurie Besley, Head of Division/Chief Executive Officer
Questacon
Professor Graham Durant, Director
Research Division
MsAnne Baly, Head of Division
Dr Anne Byrne, General Manager, Research Funding and Policy Branch
Dr Caraline Perkins, General Manager, Compacts and Co-ordination Branch
Ms Stella Morahan, General Manager, Cooperative Research Centres Branch

ECONOMICS



Wednesday, 20 October 2010 Senate E3

Science and | nfrastructure Division

MsAnne-Marie Lansdown, Head of Division

Ms Katharine Campbell, Acting General Manager, International Science and EIF Branch

Mr David Luchetti, General Manager, Science Policy and Programs Branch

Ms Julia Evans, General Manager, Research Infrastructure Branch
Australian Nuclear Science and Technology Or ganisation

Dr Greg Storr, General Manager, Nuclear Operations, Acting Chief Executive Officer

Mr Steven Mclntosh, Senior Policy Advisor

Mr Lubi Dimitrovski, Manager, Waste Operations

Mr Peter Arambatzis, Chief Financial Officer
Australian Research Council

Professor Margaret Sheil, Chief Executive Officer

Ms Leanne Harvey, General Manager
Commonwealth Scientific and I ndustrial Resear ch Organisation

Dr Megan Clark, Chief Executive

Mr Craig Roy, Deputy Chief Executive Science Strategy and People

Mr Mike Whelan, Deputy Chief Executive, Operations

Dr Andrew Johnson

Dr Alastair Robertson
IPAustralia

Mr Philip Noonan, Director General

Ms Fatima Beattie, Deputy Director General

Mr Doug Pereira, General Manager, Corporate Services Group
Office of the Chief Scientist

Professor Penny Sackett, Chief Scientist

CHAIR (Senator Hurley)—I declare open this public hearing of the Senate Economics
Legislation Committee. The Senate has referred to the committee the particulars of proposed
expenditure for 2010-11 and related documents for the Innovation, Industry, Science and
Research portfolio, Resources, Energy and Tourism portfolio, and the Treasury portfolio. The
committee has set Monday 25 October as the date by which senators are to submit written
guestions on notice and has set Friday 10 December 2010 as the date by which answers to
guestions on notice are to be returned.

Under standing order 26, the committee must take all evidence in public session. This
includes answers to questions on notice. Officers and senators are familiar with the rules of
the Senate governing estimates hearings. If you need assistance, the secretariat has copies of
the rules. | particularly draw the attention of witnesses to an order of the Senate of 13 May
2009 specifying the process by which a claim of public interest immunity should be raised
and which | now incorporate in Hansard.

The document read as follows—
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Public interest immunity claims
That the Senate—

(8 notes that ministers and officers have continued to refuse to provide information to Senate
committees without properly raising claims of public interest immunity as required by past
resol utions of the Senate;

(b) reaffirms the principles of past resolutions of the Senate by this order, to provide ministers and
officers with guidance as to the proper process for raising public interest immunity claims and to
consolidate those past resol utions of the Senate;

(c) ordersthat the following operate as an order of continuing effect:
@) If:
(8 a Senate committee, or a senator in the course of proceedings of a committee, requests
information or a document from a Commonwealth department or agency; and

(b) an officer of the department or agency to whom the reguest is directed believes that it may not
be in the public interest to disclose the information or document to the committee, the officer
shall state to the committee the ground on which the officer believes that it may not be in the
public interest to disclose the information or document to the committee, and specify the harm
to the public interest that could result from the disclosure of the information or document.

(2) If, after receiving the officer’s statement under paragraph (1), the committee or the senator requests
the officer to refer the question of the disclosure of the information or document to a responsible
minister, the officer shall refer that question to the minister.

(3) If aminister, on areference by an officer under paragraph (2), concludes that it would not be in the
public interest to disclose the information or document to the committee, the minister shall provide
to the committee a statement of the ground for that conclusion, specifying the harm to the public
interest that could result from the disclosure of the information or document.

(4) A minister, in a statement under paragraph (3), shall indicate whether the harm to the public
interest that could result from the disclosure of the information or document to the committee could
result only from the publication of the information or document by the committee, or could result,
equally or in part, from the disclosure of the information or document to the committee as in
camera evidence.

(5) If, after considering a statement by a minister provided under paragraph (3), the committee
concludes that the statement does not sufficiently justify the withholding of the information or
document from the committee, the committee shall report the matter to the Senate.

(6) A decision by acommittee not to report a matter to the Senate under paragraph (5) does not prevent
asenator from raising the matter in the Senate in accordance with other procedures of the Senate.

(7) A statement that information or a document is not published, or is confidential, or consists of
advice to, or internal deliberations of, government, in the absence of specification of the harm to
the public interest that could result from the disclosure of the information or document, is not a
statement that meets the requirements of paragraph (1) or (4).

(8) If aminister concludes that a statement under paragraph (3) should more appropriately be made by
the head of an agency, by reason of the independence of that agency from ministerial direction or
control, the minister shall inform the committee of that conclusion and the reason for that
conclusion, and shall refer the matter to the head of the agency, who shall then be required to
provide a statement in accordance with paragraph (3).

(Extract, Senate Standing Orders, pp 124-125)
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[9.01 am]
Australian Nuclear Science and Technology Or ganisation

CHAIR—I welcome Senator Carr, the Minister for Innovation, Industry, Science and
Research, and officers from ANSTO. Minister, would you like to make an opening statement?

Senator Carr—No.

CHAIR—Officers?

Dr Sorr—No.

CHAIR—We will then proceed with questions for ANSTO.

Senator LUDLAM—I understand that Dr Paterson is not able to join us today. Dr Storr,
would like to introduce yourself and your position in the organisation?

Dr Sorr—I amthe Acting Chief Executive Officer of ANSTO.
Senator LUDLAM—How long have we lost Dr Paterson for?
Dr Sorr—Dr Patersonis currently overseas for atotal period of two and a half weeks.

Senator LUDLAM—OKkay. | have got a couple of issues | would like to raise. | have not
raised with ANSTO before the issue reported in the press about a release of radioactive
xenon-133 from the facility when | think it was being commissioned. | just wonder if you
could provide us with a quick background of that event, and particularly for some of the
material that ANSTO provided—and thank you for providing some information so quickly on
receipt of my letter. You provided a table of monthly discharges of radioxenon between
November 2008 and February 2009. What | am seeking would be something more like real-
time monitoring reports that would actually show us that spike, rather than something
smoothed out across a whole month.

Dr Sorr—That information is available on ANSTO’s website. If you go to the website you
will be able to find real-time monitoring data for discharges.

Senator LUDL AM—OKkay, so if we go to the dates when it was alleged in the newspapers
that those releases occurred, that will actually show us the xenon spike that was detected in
Melbourne?

Dr Sorr—I will have to check that it goes back that far.
Senator LUDLAM—WelI, it is not that long ago—only two years.
Dr Sorr—I will take it on notice.

Senator LUDLAM—OKay. If it is not there could you undertake to provide us with that
please? Giving us the monthly averages does not really help us when it was an event that
occurred over a couple of days. Is anybody able to tell us what the highest rate of release was?

Dr Sorr—During the period to which you refer the highest release was something like a
little bit less than seven per cent of the allowable release for that radionuclide.

Senator LUDL AM—Allowable over what sort of period—over a year or a month? What
does ‘alowable’ mean?

Dr Sorr—That would be the allowabl e release over a month.
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Senator LUDL AM—So seven per cent of the all owabl e release over a month was rel eased
over aperiod of aday or so? What kind of period are we talking about?

Dr Sorr—The allowable limit is over a four-week period. The release from that particular
event would have been through maybe one or two processing runs from the molybdenum-99
processing facility.

Senator LUDL AM—Does a processing run go for a couple of hours; isit like a shift?

Dr Sorr—Yes, a processing run goes for approximately 24 hoursin total.

Senator LUDLAM—So maybe for two days, one or two runs. Please provide us with
some more detail perhaps on notice because | have a couple of events that | want to run
through with you. Were those releases expected? Is that what you would consider routine for
the kind of commissioning process that you are undertaking or was it an unexpected rel ease?

Dr Sorr—It was an expected rel ease.
Senator LUDL AM—Was or was not?
Dr Sorr—It was.

Senator LUDLAM—Did you notify the IMS in Mebourne? Were they expecting or
looking for the trace gases that they picked up in Melbourne or did you get a phone call from
them asking what you were up to?

Dr Sorr—No. To go back to the releases, the releases were planned for as part of the
routine process of production in the radiopharmaceutical facility. My understanding is the
international monitoring station in Melbourne is designed to pick up very small activities
from radionuclides and this was part of their testing process.

Senator LUDLAM—The Sunday Telegraph reported that they picked up 10 specific
events between November 2008 and February 2009. Maybe you can corroborate whether that
is true, whether there would have been 10 spikes. You said that it happened over a period of
one or two days and that is not really congruent with what was reported, but | will probably
rely on your direct testimony rather than what | read in the paper.

Dr Sorr—I will take on notice whether there were 10 events or not. | point to the fact that
an article was produced by officers from ARPANSA and ANSTO and an organisation in
Austria on the testing of the international monitoring station and it was from that journal
article that the Sunday Telegraph were able to get their information.

Senator LUDLAM—That is what they picked up. On notice, please provide us with some
more fine-grain detail of exactly what was released and when if it is not on the website. If itis
on the website, | would be happy to be pointed to where | can find it. Minister, can you
confirm that Dr Zigmund Switkowski’s term as chairman of ANSTO is up at the end of 2010?

Senator Carr—Yes.

Senator LUDLAM —Are efforts under way to find a replacement? Has somebody been
identified or will Dr Switkowski be continuing in hisrole?

Senator CARR—I am discussing that with the board.
Senator LUDLAM—So a processis under way?
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Senator Carr—I am discussing the whole membership with the board.

Senator LUDLAM—Is that position automatically spilled or do you have the option of
just allowing him to continue into a fresh term?

Senator Carr—There are arange of options in the selection process, but ultimately it isa
decision of government.

Senator LUDL AM—So he does not automatically continue.
Senator Carr—No.

Senator LUDLAM—Will you be making any alterations to the guidance you provide to
him, given that he repeatedly fails to flag his opinions as his own, particularly in relationto a
domestic nuclear power industry in Australia?

Senator Carr—I think that Dr Switkowski has performed an extremely val uable function
at ANSTO and has, in all my dealings with him, acted with the utmost professionalism. We
have a view of the research community that we want to encourage debate. He has expressed
his views. At no point has he suggested that it is government policy and nor has it affected the
work that he does as the chair of ANSTO, so | would not see any need to change the advice
that | have given to him.

Senator LUDLAM—Do you have any concerns when he repeatedly fails to flag the
opinions as his own? For example, he might turn up at taxpayer events and speaking
opportunities around the country advocating nuclear power, which is directly at odds with
what | understand to be government policy.

Senator Carr—No, | do not have any concerns about the manner in which he has
presented his case.

Senator LUDLAM—I want to come to a budget allocation about which | spoke briefly to
DEEWR officers earlier in the year, an allocation in the federal budget of just over $8 million
for addressing management of Australia’s radioactive waste through the Commonwealth
Radioactive Waste Facility that allocations quite heavily frontloaded with nearly $4%2 million
allocated to the current financial year. Has any of that money been allocated to upgrading
waste management or storage facilities at the Lucas Heights reactor complex?

Mr Mclntosh—The answer is no.

Senator LUDLAM—If the Northern Territory radioactive waste facility proposed for
Muckaty does not go ahead or it does not go ahead on the time line the department is
considering for it, when would work to upgrade the Lucas Heights waste storage need to
commence to meet the expected reprocessed spent fuel return dates of mid-2015 to 20167

Mr Mclntosh—As well as the physical work, you would be aware that would be preceded
by licensing processes and probably an examination under the Environment Protection and
Biodiversity Conservation Act. That paperwork would probably have to commence in 2011-
12—that would be my judgment. The physical work—it is afairly basic facility—would only
take six to 12 months, but the paperwork would have to be started in 2011-12.

Senator LUDLAM—You would commence a licensing process or licensing applications
the next financial year in order to meet areturn time line of 2015-16?
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Mr Mclntosh—Yes.

Senator LUDLAM—What does the actual construction time line look like? Is that a year
or less?

Mr M cl ntosh—The construction timeline would be somewhere around a year, yes.

Senator LUDLAM—That is helpful. If you could just confirm for us that there were two
incidents at ANSTO Health, which | understand is the new name for ARI, on Monday, 27
September, the first of which involved a spillage of yttrium in a glove box around 8.00 am
and a second that invol ved apparently the contamination of some clothing at around 12.45 am
on that day, isthis correct?

Dr Sorr—It was at 12.45 pm, the second one.

Senator LUDLAM—Yes, you are quiteright, 12.45 pm, thank you.

Dr Sorr—Yes, | can confirm that there were two events on that day.

Senator LUDL AM—Were theincidents logged on that day or the following day?
Dr Sorr—The incidents were reported on the day.

Senator LUDLAM—When is your written record of those incidents in your records?
Could you table the incident reports that arose for us?

Dr Sorr—The event reports, yes we can table them.

Senator LUDL AM—Does the data collected by the contamination monitors arising from
those events still exist or has it been deleted?

Dr Sorr—The data is recorded on the event reports for one of the monitors. | will have to
take on notice whether the data from the portal monitor which the person who first picked up
the contamination would have walked through is still available.

Senator LUDL AM—Whether that is kept, because that is routinely erased, is it not, or it
falls off the back of the log every eight or 10 days?

Dr Sorr—I will have to take the question on notice. | need to check the timing. | am not
sure whether the data is kept electronically but it is recorded on the event report.

Senator LUDLAM—Was somebody suspended in relation to serious misconduct about
that incident? Can you describe why that might have happened?

Dr Sorr—I am happy to explain it. In fact, there were two suspensions just recently but
they were not related directly to the events which you mentioned before. Let me be clear. The
suspension of two workers at ANSTO Health just recently was not related to safety concerns
they may have had; it was related to their alleged conduct at the time.

Senator LUDLAM—That does not give us much information. For what reason were they
suspended? | know one of them was a supervisor who tried to bring to the attention of
ANSTO Health the serious nature of one of those incidents and then found himself suspended.
If it was not for that, what wasit for?

Dr Sorr—I repeat my previous answer. That person was suspended for alleged breaches
of conduct in the organisation and at the moment there is an investigation into that.
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Senator LUDLAM—I do not want to tie the committee down any further on that matter
but if you are able to put anything on noticein relation to that—

Senator Carr—There are some privacy questions there, Senator. | do think it is unwise for
officers to go to the detail of that matter insofar as individuals being identified. Matters are
currently under investigation. The officers have indicated it was not a safety issue; it was due
to other aspects which are the subject of an investigation.

Senator LUDLAM—Can you tell us the status of Mr David Reid, who | have spoken to
you about at length in past sessions? Has ANSTO recently made a decision to remove the
protection from his protected disclosure application which he made in September-October
2009 in relation to the moly-99 incident at ANSTO which we have spoken of at great length?
If so, what part of your policy are you relying on to remove the protection from his
disclosure?

Dr Sorr—I will take that on notice.

Senator LUDL AM—Is that because you do not know or because it is complex?

Senator Carr—Perhaps | can assist in this regard. | repeat my invitation to you to get a
briefing on this matter.

Senator LUDL AM—BUt a private briefing does not help us. | am trying to get material on
the record here.

Senator Carr—It might inform your questioning.

Senator LUDL AM—I am reasonably well-informed as it is, Minister, but | am not getting
agreat deal from the officer.

Senator Carr—That is exactly the point.
Senator LUDLAM—What isthat?

Senator Carr—How well-informed you are. All | can suggest to you is that the offer is
there. The officers are constrained in terms of the discussion of an individual case which is
currently the subject of other proceedings. That isright, isit not?

Dr Sorr—Yes.

Senator LUDLAM—I do not come to Senate estimates hearings to be offered private
briefings, quite frankly.

Senator Carr—That is fine, so long as you are aware that that offer is still there. If you
choose not to takeit up, that is your prerogative.

Senator LUDL AM—The offer is appreciated but it is not why | turned up this morning. |
will come back after, if there istime, Chair.

Senator WILLIAM S—Minister, you would undoubtedly be extremely supportive of
Labor’s new alliance arrangements through the signed agreement with the Greens. What
discussions have you or anyone in your office had since the el ection with the Greens about the
future of nuclear policy in Australia?

Senator Carr—None.
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Senator LUDL AM—I can confirm that.

Senator WILLIAMS—None, confirmed by Senator Ludlam! Do you agree with the
Greens statement that the development of non-reactor technologies for the production of
radio isotopes for medical and scientific purposes must be promoted?

Senator Carr—There is a range of opportunities there. The government is committed to
the successful and safe operation of the facility at Lucas Heights. It performs an extremely
important function for the Australian people, not just in terms of medical research. | am on the
public record arguing this case. It goes to whole issues of civil engineering, water
conservation and research efforts in a multitude of fields. | am a strong supporter of the
effective operation of the facility. All the evidence coming to me suggests it is well run and
very closely monitored in terms of its regulatory reporting lines.

Senator WILLIAM S—I have been there myself and | am very impressed with the facility.
| take from that that you do not agree with the Greens’ policy that the OPAL nuclear reactor at
L ucas Heights must be closed.

Senator Carr—That is clear, but there is a range of facilities that we operate across this
country. Thisis onefacility and it is the pre-eminent facility in this field.

Senator WILLIAM S—We have already seen, even in the space of a few weeks, that the
ALP has caved into the Greens' demands on a number of issues—the carbon tax, for example.
What kind of guarantee can you therefore give to us and, indeed, to ANSTO that proposals
like those | have just cited for their nuclear policy statement will not be pursued in this term
of government, especially when they start putting pressure on Labor to adopt them?

Senator Carr—I have expressed my view. There are no plans that | am aware of in any
guarter within the government to change the policy of the government.

Senator WILLIAM S—Are you able to give us statistics on how many nuclear power
plants are operating in the world at the moment?

Senator Carr—No, | cannot.
Senator LUDLAM—436, give or take.
Mr M clntosh—If you are wrong, you are only out by one or two.

Senator Carr—I appreciate your interest in these matters, Senator Williams. Matters that
go to energy are ancther committee and ancther department’s responsibility. That is RET's
responsibility. This is not a facility for the production of nuclear power; it performs a whole
range of functions other than that.

Senator FAULKNER—BULt that is not really fair, is it, Senator Carr, because, after all,
Senator Williams has been given this series of questions by someone to ask. Even though they
are not particularly relevant, | think you have to be fair to him and let him ask them. | would
just say through you to Senator Williams that he does not actually have to ask them. He can
always say ho.

CHAIR—That may or may not be helpful to Senator Williams, but he has the call.
Senator WILLIAM S—Exactly, | have the right to ask the questions.
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Senator FAUL KNER—It was meant to be hel pful, Chair.
CHAIR—I do not want to continue this conversation across the table.
Senator FAULKNER—I can assure you | wastrying to be helpful.

Senator WILLIAM S—Thanks for your input. How long are you going to be here for,
Senator Faulkner?

Senator FAULKNER—I have been here since the committee commenced—if you mean
today.

Senator WILLIAM S—Yes, today. You said you were not going to be here for long.

Senator FAULKNER—WeI, if you keep asking questions like this | will leave, | promise
you.

CHAIR—We seem to have spent a lot of the morning asking each other questions or
answering questions.

Senator WILLIAM S—Anyway, we agree there are 430-odd nuclear power plants in the
world. Of that number, does anyone know how many are in OECD countries?

Dr Sorr—We will take it on notice.

Senator Carr—We will be here forever. Sorry, | think you should go down to talk to RET
and they will be more than happy to help you with these sorts of questions.

Senator BUSHBY —I thank ANSTO for coming along to assist us today. A copy of your
corporate plan and research selections landed in my mailbox yesterday, which | read with
great interest. | take it that the document titled Research selections is a selection of some of
the activities of ANSTO,; it is not intended to be a comprehensive document.

Dr Sorr—That is correct. They are headline research components that go across our broad
structure of research activities.

Senator BUSHBY —I had a good read through it and it was quite interesting. | particularly
like the bit about carbon dating Huon pine from Tasmania, my home state. | was very
interested to see that. How much of the activity that ANSTO undertakes, some of which is
highlighted in that document, is dependent on the continuing use of the OPAL reactor at
Lucas Heights?

Dr Sorr—Quite a large proportion. All the neutron beam science conducted at ANSTO is
done from neutron beams which come from the OPAL facility. The way we cost it is that
about 50 per cent of the neutrons that were utilise are utilised for neutron beam research.
Neutron beam research at ANSTO and from OPAL is aiming to be amongst the top in the
world. This is because the facilities we have at OPAL are cold neutron source, very high
quality beam instruments. There are other research activities also that are contingent upon the
reactor, including research radioisotopes, which people use to investigate diseases or
diagnostics, and also neutron activation analysis. That is a particular technique that uses
neutrons.

Senator BUSHBY—And that 50 per cent of research that you mentioned would not be
possiblein Australia without the existence of the OPAL nuclear facility?
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Dr Sorr—Neutron beam science would not be possible without a research reactor or a
spallation neutron source.

Senator BUSHBY—And you could not deliver the outcomes that you are getting as a
result of that research without having that facility in Australia?

Dr Sorr—Correct.

Senator BUSHBY—Looking at your research sdlections, the headings include ‘ Climate
and environment’, ‘Life sciences’, ‘Materials and ‘ Engineering’. Many of the activities under
those headings, delivering social, environmental and economic outcomes for Australia, are
made possible because we have a facility operating the way it does.

Dr Sorr—Many of those activities are related to the reactor.

Senator BUSHBY —One final question. | am looking at your ANSTO facts and figures.
On page 92, there is a summary, a financial statement. | notice that the federal government
funding is about $158%2 million. Your actual operation is about $165% million. So you
actually have atechnical shortfall in the funding that the government gives you but you more
than make up for that with outside funding, comprising primarily of private industry funding.
Isthat correct?

Dr Sorr—Just let me clarify the numbers for the financial year 2010-11. Our budgeted
revenue was $231 million. That includes appropriations from the government of $166 million
and therefore there is an earned revenue of about $65 million. The earned revenue comes
from the sale of radiopharmaceuticals and from a special production process called neutron
transmutation doping of silicon, which we do in the reactor. These products are sold into the
silicon industry for overseas companies. There are some research funding grants as well as
mineral s activities through the ANSTO Minerals unit.

Senator BUSHBY—I am looking at the figures from 2009. You are talking about the
budget figures for the current year.

Dr Sorr—Yes. | just thought | would clarify the figures for this financial year.

Senator BUSHBY —The figures are quite different. Thereis a $216 million total here. You
have got a $231 million, | think, budget for this year. It has significantly increased. What
percentage of that increase has actually come from an increase in government funding and
how much has come from your private activities?

Dr Sorr—The government funding is relatively static at the moment. As | said, the
government appropriation for this financial year is $166 million.

Senator BUSHBY —There is $166 million and you have a budget of $231 million.
According to these figures, a large percentage of your expenditure went into investments as
opposed to running what you do. Is that a similar case for this year out of your budget?

Mr Arambatzis—A very large proportion of funds that are invested are invested in
research and innovation activity.

Senator BUSHBY —When you say ‘investments’, you are not talking about putting it on
investments—

Mr Arambatzis—No. Interms of capital works, specifically to do with—
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Senator BUSHBY —It is avery summary financial statement.
Mr Arambatzis—Exactly.

Senator BUSHBY —It does not break it down at all. It just says ‘investments'. So you are
talking about putting investments into—

Mr Arambatzis—When | talk about ‘investment’ | talk about capital works. | would
hazard to say that over 90 per cent of the funds that are appropriated, especially of a capital
nature, go back into—

Senator BUSHBY —Devel oping the facilities, basically.

Mr Arambatzis—Devel oping the facilities. So it will be capital works for buildings, also
the cost of neutron beam instruments et cetera.

Senator BUSHBY —That explains it. Thank you.

Senator LUDLAM —I will ask for some more detailed information to be taken on notice
on yttrium-90 incident on 3 September 2007 that | was speaking about before. Maybe we will
pursue some of this stuff in a private briefing but | might get you to take some material on
notice. In relation to the data from the contamination monitors at the barrier and personal
dosimeters worn by the staff who were involved in those incidents, | am interested to know
what happened to that data—whether that material still exists or whether it disappears.

Mr Mclntosh—To clarify: this is not the incident you were referring to in your earlier
questions.

Senator LUDLAM —Yes.

Mr Mclntosh—This is the incident from September 2007, which was the subject of the
ARPANSA report that we provided to you a couple of weeks ago.

Senator LUDLAM—That is right. Thanks, Mr Mclntosh, that is the very same. From the
time line that has been provided, there seems to be some confusion as to whether Mr Reid,
whom we have spoken about in relation to the moly-99 incident, was actually on site at the
time. ANSTO have stated that he could not have witnessed the event because he was not on
site at the time. The time line itself contradicts this. That is an issue that | would not mind
stepping through with you at some length. But if there is any way you can clear up that
confusion, | would appreciate it because at the moment the time line—

Dr Sorr—To clarify one point: the time line does indeed show that when the event was
recorded it was monitored in the afternoon, and Mr Reid was not on site.

Senator LUDL AM—When the event was recorded he was not on site. What | am talking
about is when the contamination incident occurred. That was probably before 9 am when Mr
Reid was on site. When it was reported and logged was later in the day. | think it was in the
early afternoon after Mr Reid had gone.

Dr Sorr—No. We are certain of the time when the event was recorded. It is not possible to
determine at this stage when the event actually occurred.
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Senator LUDL AM—We know it was before 9 am because that was when he was working
with the beta-emitter. He was working with yttrium-90 before nine o'clock in the morning,
whichisinyour timelines. | amjust relying on your records for that.

Dr Sorr—No, that is an assertion that has been made by the AMWU and we have to take
that back and have a look at that. This was the subject of a letter which came to us late last
night.

Senator LUDLAM—I guess that is what | am asking you to do. We are out of time now,
but that particular chain of eventsisworth pursuing.

CHAIR—We have next Monday for written questions.

Senator LUDL AM—Chair, can | just ask whether the committee and the agencies treat the
following estimates session as a bit of an informal deadline for return of questions on notice
or whether the deadlines are treated as serious by the agencies. | am noticing more and more
that answers to questions on notice are being returned in the week prior to the estimates
session which can be three or four months after they were lodged, bearing no relationship to
the time lines that were given the agencies. Isthere an informal arrangement in place that | am
not aware of ?

CHAIR—NOo, indeed, there is not. We expect answers to be returned by Friday, 10
December. Most of the departments in this portfolio have been reasonably good, but we
constantly remind the departments that the questions should be returned by the due date.

Mr Mclntosh—As far as| can recall, we always comply.
Senator LUDLAM—ANSTO have been pretty good.
[9.33 am]
Office of the Chief Scientist

CHAIR—Welcome, Professor Sackett. Do you have an opening statement that you would
like to make?

Prof. Sackett—No.
CHAIR—We will go straight to questions.

Senator BUSHBY—How many staff are currently working in the Office of the Chief
Scientist?

Prof. Sackett—The actual staff levels vary because some may be part time and so forth. |
am happy to give you the number as of 30 September. | will refer the matter to the secretary
as he desires. As of 30 September, 15.65ASL.

Senator BUSHBY —So that is up dightly from the 13 at the last estimates?
Prof. Sackett—That is correct.

Senator BUSHBY —Of those 15.65—and | understand that probably comprises more than
15.65 people—what proportion would be scientifically qualified?
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Prof. Sackett—I do not have that exact number in front of me, but it certainly would be
more than would have been the case a year or two ago. So the scientific qualifications of the
office have been increasing.

Senator BUSHBY—You do not have the exact figure. Are you able to indicate whether
about half of them are scientists?

Prof. Sackett—If you would like the exact number we can provide that, but it would bein
the order of a half.

Senator BUSHBY —AIso the standard of qualification, whether it is a bachelor, a master
or aPhD.

Prof. Sackett—Some of each.
Senator BUSHBY —In your answer on natice, could you detail that?

Prof. Sackett—Yes, | am happy to do that. | just want to clarify that, while | am happy to
give the exact numbers, it would not be appropriate, of course, to list names.

Senator BUSHBY—No, | am not interested in the names. | am just interested in the
classifications.

Prof. Sackett—That is understood? Yes, very good.

Senator BUSHBY —Whereis your office currently located?

Prof. Sackett—15 Moore Street.

Senator BUSHBY —Isthat Industry House?

Prof. Sackett—No.

Senator BUSHBY —So you have moved from Industry House.

Prof. Sackett—Yes.

Senator BUSHBY—When you were appointed were you first working in Industry House
then?

Prof. Sackett—Yes.

Senator BUSHBY—So you have worked in two places since you became the Chief
Scientist?

Prof. Sackett—That is correct.

Senator BUSHBY —When did you move, just as a matter of interest?
Prof. Sackett—At the beginning of this calendar year.

Senator BUSHBY —And you were in Industry House prior to that?
Prof. Sackett—Correct.

Senator BUSHBY —In your time as Chief Scientist—and | am asking this question
because | have had a look at the advertisement that was in the Australian for your position,
before you applied for it—how often have you provided advice to the Prime Minister and on
what kinds of issues have you typically advised the Prime Minister?
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Prof. Sackett—The advice that | give to the Prime Minister occurs in many forms. It may
be in the form of a direct briefing, it may be in the form of briefings to ministers, it may be
facilitating the advice given to the Prime Minister's Science, Engineering and Innovation
Council. | would not be able to give you an exact number but | would like to note that thereis
avariety of formsin which that advice goes forward to the Prime Minister and to government.

Senator BUSHBY —What about direct briefings? How often would you provide a direct
briefing?

Prof. Sackett—I do provide direct written briefings when | feel there is a matter that
should be brought to the attention of the Prime Minister.

Senator BUSHBY —Would you be able to detail how often you give direct written
briefings to the Prime Minister—probably not today, but if you would take it on notice?

Prof. Sackett—Yes.

Senator BUSHBY —Have you given any personal direct briefings?
Prof. Sackett—One.

Senator BUSHBY —What was the subject matter of the briefing?

Prof. Sackett—I am just conferring about the appropriateness of the level of detail at
which | could share that information.

Senator BUSHBY —I do not want any detail. | just want to know what the subject was.

Prof. Sackett—I| can say that it was related to matters that were before the Prime
Minister’s Science, Engineering and I nnovation Council.

Senator BUSHBY—Did the Prime Minister request that briefing or did you seek an
audience to brief her. Firstly, which Prime Minister? What date was the briefing?

Prof. Sackett—This was to the prior Prime Minister.

Senator BUSHBY —Do you know what date it was?

Prof. Sackett—I do not the date off the top of my head.

Senator BUSHBY —Can you take on notice the date of that briefing?

Prof. Sackett—Yes.

Senator BUSHBY —Did he request the briefing or did you seek to brief him?

Prof. Sackett—The briefing was sought through Minister Carr’s office and myself to brief
the Prime Minister on matters related to the council.

Senator BUSHBY —Have you been asked by the government at any time to provide any
advice on the future of the Murray-Darling Basin and, if so, what kind of advice?

Prof. Sackett—No, | have not been asked to provide that advice.

Senator BUSHBY —Do you anticipate being invited by the government to participate in
the implementation of some of the recommendations of the Inspiring Australia report?

Prof. Sackett—I would not pretend to anticipate or not. | serve at the pleasure of the
government and any request that it may make.
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Senator BUSHBY —Have you been asked to participate?

Prof. Sackett—I have participated in events surrounding the activities of Inspiring
Australia. Yes, | havein the past.

Senator BUSHBY —And what form of participation has that been?

Prof. Sackett—I was involved in a committee that prepared a plan to go forward for the
Inspiring Australia report—I served on the steering committee; | am involved in many of the
activities that would fall under that such as National Science Week and so forth; | have had
conversations around science communication with a broad range of players that are involved
in Inspiring Australia; and | take part on occasions in Questacon events. So | would say that |
have been substantially involved in the past.

Senator BUSHBY—Are you able to provide us, on notice, with a list of the overseas
meetings and/or events that you have attended in your time as Chief Scientist?

Prof. Sackett—Certainly.

Senator BUSHBY—So we can get a proper understanding of how this works in practice,
does the government ask you in any cases to attend events and/or go to meetings overseas or,
when you travel internationally as part of your duties, isit really just an exercise of your own
discretion as to what you should attend and what you shouldn’'t?

Prof. Sackett—Both of those are true. | have, on occasion, attended at the request of the
government. | would say that the majority is at my own discretion looking at the complete
nature and breadth of my remit and where | think the most value will be returned to Australia.

Senator BUSHBY—When you provide the list on notice of where you went, can you
indicate, corresponding to each of those trips, whether it was at your own initiative or whether
it was at the request of government?

Senator Carr—The question is a little obscure because there is crossover on work that is
undertaken by the Chief Scientist, so you need to be more precisein your question.

Senator BUSHBY —I asked the Chief Scientist the degree to which discretion applies. She
indicated there were some occasions where she was asked and others where she decided it
was in the best interests of the position that she holds to attend. She did not appear to have
any difficulty answering that. She just needs to say, ‘ Yes, | decided to go at the request of the
government,’ or she could, if she choosesto, say, ‘A bit of both,” on some of them.

Prof. Sackett—In some cases it will certainly be a bit of both because | discuss my
advance trips with the government. | must receive permission to travel overseas, but also |
discuss it with government to make sure that | understand what else is happening within
government so that | can deliver best value back to Australia. It is quite often the case when |
travel that it is for more than one purpose on a single trip. That is another reason why there
may be a mixture involved in a particular trip.

Senator PRATT—I understand you and your office have looked at the issue of
phosphorous shortage. | am interested to know what the implications of a shortage are for
Australia. Isthere a global shortage? At what point will Australia need to start putting policies
and plans in place to address a potential shortage?
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Prof. Sackett—This is an issue for Australia; it is a global issue as well. It is one that was
discussed in Japan recently at the Science and Technology in Society forum, so it is a concern
that is being raised across the world. | would not be prepared to comment on the particular
speed or nature of palicies that should be put in place, but thisisanissuethat is actively being
studied by the Office of the Chief Scientist. The nature of the report that will come out is
broader and will only touch on the subject that you mentioned, but it is not yet ready to be
released.

Senator BUSHBY —As a philosophical principle, do you think one of the most important
things about science and the scientific method isits focus on rigorous analysis?

Prof. Sackett—That would be—
Senator BUSHBY —A given?
Prof. Sackett—That would be a given, yes.

Senator BUSHBY —Would you also agree that the best results are gai ned from continually
testing and retesting assumptions and that the most professional scientists are generally those
who dedicate themsel ves to establishing conclusive proof and not accepting a result to be true
until all conceivable doubt has been removed?

Prof. Sackett—You are now asking philasophical questions.
Senator BUSHBY —Philosophy of science, yes.

Prof. Sackett—It is not, in my opinion, the path of science to wait until all conceivable
doubt has been removed. The nature of science is to reduce the amount of doubt at any given
time; to report one's findingsin light of the assumptions that have been made—that is, to state
clearly what the assumptions are that have been made—and to clearly indicate any
uncertainties that may remain, but not to wait until all conceivable doubt is removed. So |
think | would probably take exception to that very last part of your statement because, in fact,
if one were to wait until all possible doubt were removed, one would probably be waiting a
very long time, if you see what | mean. The way that science progresses is by reporting
honestly both the assumptions and the nature of the uncertainty of one's results and then
exposing those to peer scrutiny, and by making that available so that others can question and
test those ideas in different ways. In this way, over time, the uncertainties reduce, the amount
of doubt reduces and the result becomes firmer and stronger as it is subjected to increasing
test. But that requires that scientists share their results frequently.

Senator BUSHBY—That is encapsulated, | guess, in the fact that something like the
Theory of Relativity isthe ‘theory’ of relativity. It is supported by the evidence, but it is il a
theory because ultimately it is not conclusively provable, although all the evidence suggests
that it isright.

Prof. Sackett—You use the word ‘theory’; you could easily just substitute the words ‘our
current understanding’. Our current understanding of how the world works is continually
tested by the evidence. It has been the case that theories have been modified as a result, which
issimply another way of saying that our understanding has improved through this process.

Senator BUSHBY—There is a reason | asked that question. | had seen reported some
comments from a speech you made in June this year in Sydney and one of the things you were
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reported to have said was that the speed of some of the impacts of climate change has been
exaggerated and that the scientific process itself has been misconstrued. | was just wondering
if the basis for your comments was that you would like to see paliticians of all sides better
engaging and questioning what scientists are telling them so that they can make truly
informed decisions and not jump to politically motivated conclusions?

Prof. Sackett—I would not say that those two statements were directly linked, although |
would agree with both of them. That is to say that claims have been made and/or reported, or
have been incorrectly reported in the press, and the scientific process has, | believe, been
misconstrued—it has certainly been misunderstood by many. And | think that paliticians
would stand to benefit by engaging scientists about what is very certain, what is relatively
certain and what is yet uncertain about climate change—or any other science for that matter
that bears directly on the health and welIbeing of the Australian people.

Senator BUSHBY —I have one more very quick question to which I am only looking for a
yes or no answer. You said earlier that you had provided no advice to government on the issue
of the Murray-Darling Basin. Have you provided direct advice to the authority?

Prof. Sackett—No, not on the science. | was asked to nominate some possible reviewers.
That report went through a peer review process. My office was asked to nominate some
potential reviewers for that report, but | was not asked to advise on the science itself.

[9.50 am]
Commonwealth Scientific and I ndustrial Research Organisation
CHAIR—Wecome, Dr Clark. Do you have an opening statement?

Dr Clark—No, | do not have an opening statement, but | would like to table for the
committee's records a copy of the showcase of CSIRO’s activities for the last year, a copy
which | have sent to senators and members this week.

Senator BACK—With regard to outcome 1, Innovative solutions for national challenges
opportunities to benefit industry, | want to ask some questions regarding the contribution of
the late Mr Les Bett, who was a Riverina grazier. | believe he contributed some $1 million in
the mid-1980s to the CSIRO from his estate and in the early 1990s contributed another $2
million in an attempt to come to some resol ution of the overwhelming problem of flystrike in
sheep. Could you give me some indication as to the outcomes and the work being undertaken
as aresult of those contributions and, no doubt, matching funds.

Dr Clark—The head of our Food, Health and Life Science Industries Group, Dr Alastair
Robertson, iswith us and he will have detailed knowledge of the flystrike area.

Dr Robertson—I| can give you a very quick answer to your question: not to my
knowledge. | cannot give you detail, but | can take that question on notice. | would be happy
to respond to that. It would part of our overall biosecurity of work.

Senator BACK —Is that the extent of the information at the moment?
Dr Robertson—Itis.

Senator BIRMINGHAM—I refer to an announcement earlier this week by Minister
Combet that CSIRO is undertaking work to assist the Department of Climate Change and
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Energy Efficiency on its clean-up of the home insulation debacle. What is the exact role of
CSIRO and when was CSIRO engaged in that role?

Dr Clark—Yes, we have been asked to assist. Mr Whelan has details of both the contract
and timing of that.

Mr Whelan—Senator, you are right. CSIRO has been contracted by the Department of
Climate Change and Energy Efficiency for helping the department for the purposes of their
home insulation safety screening program. CSIRO signed a formal contract with the
department on 12 July, although we were doing work with the department from 25 June in the
lead-up to the preparation and signing of that contract.

Senator BIRMINGHAM—How much is CSIRO being paid under that contract?

Mr Whelan—That will ultimately depend on the amount of work that is done. The
contract currently conceives arange of effort, somewhere between 68 and 111 days.

Senator BIRMINGHAM—Is CSIRO being paid on a daily basis? What is the nature of
the payment?

Mr Whelan—I am not sure of the basis of the payment, whether it is on specific
deliverables or on a daily basis. Based on 111 days the maximum value of the contract would
be approximately $182,000.

Senator BIRMINGHAM—From CSIRO'’s perspective, what is the exact nature of your
work with the department?

Mr Whelan—There are two phases to the work. In macro terms, we are helping the
department with the provision of statistical methods to help them identify dwellings with
higher risks of safety concerns, and to assist the department to validate the statistical design of
the inspection and rectification program that they are conducting. There are two phases to
that: an initial phase aimed at developing a sampling strategy and a subsequent phase of
developing arisk tool. We have already provided advice to the department with respect to the
first phase—that is, the sampling strategy.

Senator BIRMINGHAM—In relation to the sampling strategy, has that phase been
completed?

Mr Whelan—Not that | am aware of. | do know that we have provided advice to the
department on the sampling phase, but | am not aware if it has been completed or not.

Senator BIRMINGHAM—The department has already inspected some 40,000 out of
50,000 homes in the fail space, and around 58,000 homes out of 150,000 homes in the non-
foil space. They strike me that they already have extremely significant samples. | am curious
as to what particular advice CSIRO is providing as to how to better refine those samples from
here on.

Mr Whelan—What | can say is that the capability that the department has contracted from
CSIRO is world-class statistical modelling capability. It is a matter for the department as to
what they want CSIRO to do and the reasons as to why they want CSIRO todoit. | amnot in
a position to provide you with advice on that.
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Senator BIRMINGHAM —Is 58,000 out of around one million or so households usually a
fairly significant statistical sample?

Mr Whelan—I am not qualified to provide an answer on that. | would have to take advice
on that from the people doing the work.

Senator BIRMINGHAM—Did CSIRO tender for this contract, or was it a selective
tender approach from the department?

Mr Whelan—I would have to take that on notice; | do not know the basis for that.

Senator BIRMINGHAM—You do not know quite how the arrangement with the
department began in that sense?

Mr Whelan—I do know that we began providing advice to the department from 25 June
and we signed a formal contract on 12 July. | do not know what process preceded that.

Senator BIRMINGHAM—How many days have been expelled by CSIRO with the
department at present?

Mr Whelan—I would have to take that on notice; | do not have that detail with me.
Senator BIRMINGHAM —Isthis afrequent type of work for CSIRO?

Mr Whelan—Absol utely. Our division of mathematics information and statistics provides
statistical sampling advice to alarge range of Australian industry and government. We provide
advice to studies on Alzheimer’s. We provide advice to the wine industry on logistics. We
provide advice to the transport industry on delivering fuel to aircraft. Thisis exactly what we
do; thisis our bread and butter.

Senator BIRMINGHAM —In terms of the relationship that CSIRO has, is it with the
department of climate change or isit with PricewaterhouseCoopers—PwC?

Mr Whelan—We have a contract with the department of climate change.
Senator BIRMINGHAM—Do you have any relationship with PwC?
Mr Whelan—In the context of this matter?

Senator BIRMINGHAM —Yes.

Mr Whelan—Not that | am aware of.

Senator BIRMINGHAM —Are you aware of there being any contact between CSIRO and
PwC inrelation to this matter?

Mr Whelan—I am not.

Senator BIRMINGHAM —That is all | have on this topic at present. | might jump into a
bit of Murray-Darling, if that is okay, Chair.

CHAIR—Go ahead.

Senator BIRMINGHAM—CSIRO’s work has obviously formed a fair basis of some of
the evidence that the Murray-Darling Basin Authority has drawn upon for the release of its
draft guide, in particular the sustainable yields project. In coming to the conclusion of the
guide, did CSIRO have any role in the oversight or the final development of the guide or the
sustai nable diversion limits that are proposed within it?
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Dr Clark—With us today are two people: we have Andrew Johnson, but we also have Bill
Young from Water for a Healthy Country. So the detail of our commitment to Murray-Darling
Basin, the independent authority and our work with that authority, we can cover in quite
substantial detail.

Dr Johnson—It was hard to hear back there, could you repeat your question please?

Senator BIRMINGHAM —Certainly. | am particularly looking at what role CSIRO had in
the final development of the sustainable diversion limits and the publication of the guide to
the Murray-Darling plan.

Dr Johnson—CSIRO had no role in that. As Dr Clark indicated, our role in the
development of the basin plan was to provide scientific advice to the authority and the
authority has obviously taken that on board with a range of inputs to formulate the plan.

Senator BIRMINGHAM —AnNd the scientific advice that CSIRO provided? | am well
aware of the sustainable yields project, which of course is particularly looking at inflows into
the basin under a range of climate change scenarios. The authority has helpfully, but
somewhat unhel pfully, put 1,200 reference papers on its website, which is a nice way of
ensuring that you are drowned in material. What, in CSIRO’s opinion, are the benchmark
topics or areas that you have undertaken that have informed the work?

Dr Johnson—As you say, the work we did on sustainable yields definitely was an input
into the process. We have also supplied the best knowledge we have around ground water
resources. We undertook some work for the basin assessing the fit-for-purpose of their
modelling, their modelling approaches for the questions they have answered. We had a
number of staff on secondment to the authority during the development of the basin guide,
reflecting various expertises that they had. There are a number of other smaller projects that
the basin authority commissioned during the development of the plan that we contributed to
either ourselves or in partnership with other organisations.

Senator BIRMINGHAM —So while not contributing directly to the guide or the setting of
the SDLs, you did have staff on secondment to the authority?

Dr Johnson—That is correct.

Senator BIRMINGHAM —How many staff were on secondment and over what period of
time?

Dr Johnson—I would have to get the exact dates for you on natice. | think | had best take
that on notice; | do not have that detail in front of meright now.

Senator BIRMINGHAM—These were particular expertsin certain fiel ds?
Dr Johnson—Correct.
Senator BIRMINGHAM—What types of fields?

Dr Johnson—We had expertise in river water modelling, experts around ground water
assessment, expertise in socioeconomics—a range of skills, depending on what the basin
required.

Senator BIRMINGHAM—Obvioudly quite a number of staff across a number of —
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Dr Johnson—From time to time, yes.

Senator BIRMINGHAM—If you could provide that detail on notice, that would be
hel pful.

Dr Johnson—Sure.

Senator BIRMINGHAM—CSIRO claims to undertake research to support the adaptation
of irrigation communities in water scarce environments. | am aware of some of that work that
you do. Have you been asked to provide advice to the authority at al in relation to those
adaptation measures and how water savings may be achieved?

Dr Johnson—Not to my knowledge, no.

Senator BIRMINGHAM —Have you been asked by the department of water—I cannot
for the life of me remember what its actual name is nowadays—to provide such advice?

Dr Johnson—Not at this stage, no.

Senator BIRMINGHAM—OKkay, so as they have developed their on-farm infrastructure
efficiency programs, their off-farm priority projects with state governments for infrastructure
devel opment, they have not sought the expertise of CSIRO that you are aware of?

Dr Johnson—Just to be clear: if you are referring to within the context of the basin plan,
the answer is no; if you are referring to the broader portfolio of work that the department of
environment undertakes with respect to water use efficiencies, CSIRO has had extensive
engagement with that department over along period of time.

Senator BIRMINGHAM —So their current on-farm irrigation programs that they are
supporting, the guidelines and so on for those, have been devel oped—

Dr Johnson—Yes, CSIRO has been involved in that.
Senator BIRMINGHAM—That is fine for me for now, thank you.

Senator WILLIAM S—I have a question on staffing for CSIRO representatives. | read an
alarming little story just recently, and my concerns are for the Chiswick facility in Armidale.
Arethere any plansto cut any of the staff there?

Dr Clark—No, thereis not. We currently have 48 staff at Armidale.
Senator WILLIAM S—Anditistoremain at 48?
Dr Clark—We have no plans for any reduction there.

Senator WILLIAMS—That is good news—going on a media report in the Canberra
Times of 9 June.

Senator Carr—That isthe Canberra Times. | would be very cautious there, Senator.

Senator WILLIAM S—Do they not always print the truth, Minister? | was led to believe
that everything that went into the paper was fact and truth!

Senator Carr—Oh yes, but that particular reporter—I would be worried!
Senator WILLIAM S—You arereferring to Rosslyn Beeby.
Senator CARR—Yes, Miss Beeby.
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Senator WILLIAM S—I know that one of them did show some concerns. The Armidale
paper, | think, had a story about job cuts in the Chiswick facility. So it is good news that | can
report back that, at this stage, it does not look like there are any job cutsiniit.

Dr Clark—Not a problem.

Senator BIRMINGHAM—A colleague has given me an example in relation to their
region, and | went through some of this example with the authority yesterday as well. In the
Ovens system, in Victoria, there is a potential cut to irrigators in the vicinity of 10 gigalitres
out of 14 gigalitres that are available. From the work the authority has done, do cuts of that
level leave any potential for maintaining sustainable irrigation communities?

Dr Johnson—I think you really need to direct that question to the authorities. It is not
appropriate for me to comment on that.

Senator BIRMINGHAM—I might place a few of those questions in relation to Ovens on
notice. Is CSIRO a member of the MDBA or does CSIRO provide any members to the
MDBA's panel of consultants?

Dr Johnson—Not to my knowledge. | would have to take that on notice, but not to my
knowledge.

Senator BIRMINGHAM—If you could, please check on that. Do you expect to be
playing any role in the additional socioeconomic study that was announced by the MDBA on
Sunday just past?

Dr Johnson—What role we play, readlly, is at the discretion of the MDBA. But as they
know—and | reaffirm here—CSIRO stands ready to help wherever we can on thisissue.

Senator BIRMINGHAM—Have you made inquiries about tendering or otherwise to
assist in or develop that body of work?

Dr Johnson—No, we have not.

Senator BIRMINGHAM —The MDBA has based some if its forecasts on reduction in
rainfall into the basin, and inflows into the basin, at 10 per cent by 2030. Is this consistent
with CSIRO'sresearch, to date?

Dr Johnson—CSIRO’s position on that, as articulated in the sustainable yields, was an 11
per cent reduction by 2030—so it isin the same ball park.

Senator BIRMINGHAM—AnNd in terms of the scenarios modelled, is that 10, 11 per cent
reduction at the high, low or medium end?

Dr Johnson—I would characterise it as an appropriate figure based on the knowledge that
we have at the present time.

Senator BIRMINGHAM —So you would expect that, having settled on a figure of 10 per
cent—which aligns fairly closdly to your 11 per cent—that it is largely based on that body of
work.

Dr Johnson—Correct.
Senator BIRMINGHAM—What level of uncertainty exists around an estimate like that?
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Mr Johns—There is uncertainty around that. It is important to recognise that that is an
aggregate figure for the basin as a whole and that there will be significant differences,
spatially, through the basin. As you know, the basin has a very broad geographic extent from
Southern Queendland all the way through to South Australia. So there will be differences
based on local geographies.

Senator BIRMINGHAM—Does CSIRO expect to be undertaking any further work in
relation to inflows and those climate variability models as they affect the MDBA?

Dr Johnson—CSIRO has an extensive investment in water research in the Murray-Darling
Basin in the areas that you refer to and in others, and remains a significant priority for us.
Consistent with my earlier answer, we stand ready to assist government, the authority, local
communities and industry in this very complex issue wherever we can, with the science that
we have.

Senator BIRMINGHAM —The chairman of the MDBA, Mr Taylor, has been reported as
saying that the science till needs to be tested. Is that a view that you would share?

Dr Johnson—I have not seen those comments. | would have to understand the context
within which they were made.

Senator BIRMINGHAM—I will provide the detail of those on notice for you. Lastly, |
assume that CSIRO relies on the data of the Bureau of Meteorology in assessing the rainfall
patterns and so on?

Dr Johnson—Correct.

Senator BIRMINGHAM—There has been some suggestion in the last couple of weeks
that some of the bureau’s historical data published in August 2008 and again in October 2010
shows a reduction in rainfall figures for the same period of time. Have you seen any of those
criticisms?

Dr Johnson—I am unaware of those criticisms. But if you would like to put them on
notice | would be happy to look into it for you.

Senator BIRMINGHAM—I shall do that.

CHAIR—I have a couple of guestions around funding for multidisciplinary and more pure
research fields. The booklet that you distributed, Science: securing the future, is very
interesting. It may bejust the way it is organised but, apart from the climate change area, most
of them focus on one particular discipline. You say 90 per cent of your total expenditure is
directed towards Australia’s national research priorities. Is there any problem with getting
funding for multidisciplinary type areas?

Dr Clark—Currently about half of the funding is in our 10 national flagships which are
directed at the opportunities and challenges of the nation, so a substantial part of our
investment. | refer to our annual report which actually breaks down each of those flagships
and goes through what they are covering. Securing the future isreally just highlights. Some of
the impact areas and also some of the science that we have delivered to both industry and the
community has been delivered around building a sustainable future and environment for the
nation. So | would urge you to have a look at the annual report which has just been tabled.
You mentioned multidisciplinary—that is really the focus and the distinct and unigue role of
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CSIRO. We are mission directed. We have, as mentioned, the bulk of our investment in our
flagships and by their very nature they can draw on all of the expertise across CSIRO to
particularly address a problem. That is what sets us apart. Amongst our global peers in this
area we certainly have the most distinct and unique investment in that multidisciplinary area,
so it iswhat sets CSIRO apart from the other research institutions.

CHAIR—CSIRO has been pretty successful in securing private sponsorship and other
funding that is generally, and naturally, directed towards outcomes. What about any funding
for research that just arises that is not necessarily directed towards an outcome? What is the
situation for CSIRO with that kind of funding?

Dr Clark—That is a very important area for us to continue to explore new horizons. We
have a number of mechanisms in which to do that. We have transformational science
platforms where we invest in those areas that we need to develop fundamental science but that
will have application across a wide area, such as sensor and sensor networks and the areas of
molecular biology. So we address those and also within our divisions we look at those
capabilities that we need to develop and that have far-reaching applications as well. So we
cover both of those. | suppose in CSIRO it is really both the science and science with impact,
and it is bringing those two things together that we try to do with excellence.

CHAIR—So it is too simplistic to say that the funding for the more fundamental science
comes from government funding and the bulk of the remainder?

Dr Clark—It istoo simplistic because it is embedded, if you look at our road maps for our
flagships. Many of those challenges require developments in fundamental science and many
of our partnerships are in those areas. So it is not true that we can split them in that direction.
Some of our external projects address some of the most fundamental aspects of science,
particularly in plant genomics and some of those other areas. So it istoo simplistic, but we are
very mission directed and sol ution oriented as an organisation.

CHAIR—Science, like many other things, is becoming far more global. In a lot of the
areas you need to attract either Australians who have been working overseas or foreign
scientists who have been working in a particular area. All too often in science it is not money
that motivates people—they do it for the love of it. Does CSIRO have any trouble with paying
the right amount of money to international scientists?

Dr Clark—We certainly have no trouble attracting scientists. | think what is very
encouraging is that the greatest growth in our research scientists is in the under-35 group and
we do have global diversity in our scientists. What is attractive to our scientists is the capacity
to work on those things that really matter to this nation and increasingly those things that
matter to us around the globe. This is very attractive, as is the capacity to work in major
teams, as Dr Johnson has outlined, on some of the issues facing water in this nation. Thisis
what is attracting our young scientists and it is extremely pleasing to see the sort of growth we
are getting—20 per cent compound annual growth—in our PhD students and also postdocs
are growing at five per cent. In attracting the brightest and best from the globe and from this
nation, the way we work and the way we are focused is certainly an attraction for many of the
best.
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Senator BUSHBY—Thank you for appearing before us today. If |1 had more time | would
ask you about your staffing and reports about scientists being burnt out by bureaucracy and so
on. | might put some questions on notice about that.

Dr Clark—Not a problem.

Senator BUSHBY —In the brief time that | have, | will focus on the Tasmanian ICT
Centre. | recently read a report from Delditte that was commissioned to look into the work
that they do—the CSIRO Tasmanian ICT Centre impact study—and | noted that it is expected
that the research they are currently undertaking will have significant economic and other
impacts for Tasmania and Australia. Everything | hear about that centre is good and it is doing
agreat job. It is a great little thing that is very powerful and it is developing some great and
innovative ideas and concepts. | would like to know how it is funded and how secure its
funding islooking in the forward estimates and beyond.

Dr Clark—I concur with your comments that it is doing some terrific work across a
number of areas—in supporting the fishing industry in Tasmania, in supporting
communication as well as the health issues. In terms of the breakdown of funding, Mr Whelan
will cover that.

Mr Roy—The ICT Centre in Tasmaniawas originally initiated out of the Intelligent Island
program in 2006. As you may well be aware, $30 million was invested into it over a five-year
period. That funding lapses in September 2011. There are three partners to that—the
Australian government effectively through the department, CSIRO and the Tasmanian
government. | think it is fair to say that we are working up options going forward which are
subject to budgetary consideration by the various stakeholders at the moment so it would not
be appropriate to venture too much into that ground at the moment.

Senator BUSHBY —BLUt at this stage there is no guarantee of funding beyond 2011?
Mr Roy—We are working with the other stakehol ders at the moment.

Senator BUSHBY—Obviously you are working towards it, but you cannot tell me what
the recommendations may be. At this stage, it depends entirely on the outcome of budget
considerations that are currently being worked through.

Mr Roy—Yes, the discussions with those multiple parties is the depending factor.

Dr Clark—That is not inconsistent with many areas where we work with stakehol ders to
define the projects moving forward.

Senator BUSHBY —So just to clarify: you are saying that the funding is dependent on the
other stakeholders?

Mr Roy—I was indicating that, aswith all of these sorts of programs that run over a period
of time, you have conversations with the partners who fund you as those programs near their
end. Those discussions mature over time. These ones have not yet been brought to a
conclusion. | am really not saying much more or less than that at the moment.

Senator BUSHBY—BLt if the partners were not keen to continue participating in the way
that they have, it could actually pose a threat to the future of that centre?

ECONOMICS



E 28 Senate Wednesday, 20 October 2010

Mr Roy—Well, if all the partners did not want it to go forward for one reason or another,
then we would have to change the arrangements.

Senator BUSHBY —If all the partners did not, yes.

Mr Roy—Or you could look for aternative options as well. | think we are in the
exploratory stages at the moment. The centre has another 12 months to run, so it is not
unusual that 12 months out we find oursel ves in such discussions.

Senator BUSHBY—I have some more portfolio related questions. When you get the
science—and therefore the predictions—wrong, what kind of responsibility does the
organisation take for that? Presumably, you do not always get everything right, and
occasionally you may find things that have not turned out the way you intended. What kind of
internal and external accountability measures are there for when you get things wrong, like
when you predicted in the 1990s that unless radical action was taken more than a third of the
farmland in the basin would be under saline water by 2006?

Dr Clark—I think returning to the observations and data is where the excellence of science
comes from.

Senator BUSHBY—I am not being critical of the CSIRO for occasionally getting things
wrong.

Dr Clark—I understand that. We very clearly separate the observations and the data from
the interpretation and the uncertainties in all of our areas of science. Clearly, by separating
those you can always go back with additional data and revisit the interpretations and
conclusions. That isthe basis of all science.

Senator BUSHBY —To some extent, | canvassed that a little bit with the Chief Scientist
earlier.

Dr Clark—That isright.

Senator BUSHBY—How much risk planning would you do before embarking on any of
your science related projects?

Dr Clark—What do you mean by ‘risk planning’, Senator?

Senator BUSHBY —I will use the example that | used a minute ago. If you come out and
make a statement claiming more than a third of the farmland in the Murray-Darling Basin will
be under saline water by 2006, how do you approach that, given that the data that you used
might change due to the potential uncertainties that you just outlined? How do you build that
into the process when you are starting a science related project?

Dr Clark—What is built into the process very early onis a very clear statement about the
assumptions, the uncertainties and where the data comes from. So right upfront, in the way we
do science and report it, all of that is transparent for any of the stakeholders. It is very
important, just the way it is simply stated, that that can be revisited and looked at. As | said,
that is the nature of science.

We are focused on making sure our science is used in the community to support industry in
being more competitive and to create a sustainable future. So one of the things that we do
with our science all the way through is look at the path to impact. We map out the possible
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path to impact. We look at our approach to achieving those goals and we make that
transparent. | draw your attention to the annual report, which outlines that and demonstrates
that transparency.

Senator BUSHBY—I was asking because you would be aware of the legal action that was
recently taken in New Zealand against the New Zealand weather bureau for alleged
temperature data fraud. Given that you and the Bureau of Meteorology collaborate closely on
climate research and data, and have issued joint statements and publications on that research,
have you done any contingency planning at all for similar kinds of scenarios occurring in
Australia?

Dr Clark—You are absolutdy right: we do work very closedy with the Bureau of
Meteorology. Dr Johnson can go through how we do that and how we make sure we report
our data. We absolutely stand by the data and observations made by our scientists in any
forum—and we would be prepared to do so here.

Dr Johnson—I concur with Dr Clark. We have rigorous peer review processes with the
bureau and we are very clear in all areas of science on the assumptions we make. If | could
correct the record, with respect to the work on salinity you referred to, | need to go back and
double-check, but | would be very surprised if we made any blanket statements along the lines
that you suggest. We would have had a set of assumptions around what we thought may
happen in the basin with respect to salinity. As you know, that basin has been in extended
drought for a significant period of time and, as the groundwater levels dropped, the salinity
threat reduced. Should the basin get wetter over time, | think the material risk of salinity
becoming an issue again is significant. Confirming what Dr Clark said, we would have been
very careful about the basis upon which we made that assessment. Senator, | think you asked
if we had contingency planning with the bureau.

Senator BUSHBY —Yes.

Dr Johnson—No, we do not have formal contingency planning processes. As Dr Clark has
indicated, we have very robust peer review processes and formal review processes at the end
of our projects, and | think that provides a high degree of assurance for the Australian public
around the quality of the work that we do and the quality of the work that the bureau does. Of
course, as new knowledge comes to bear over time we will update our information and we
will be absolutely transparent around the assumptions we make in terms of the science that we
do.

Senator BUSHBY—It just concerns me that, no doubt, the New Zealand weather bureau
would have been saying the same thing. | am not for one minute casting any aspersions on the
Bureau of Meteorology and its data, but, if you are relying on data from other sources, the
New Zealand case indicates that there may well be problems with some of that data. Your
reputation essentially rests on what you conclude based on data that you are getting from
these other sources. | wasreally interested in the contingency plans that are made—

Dr Johnson—I am not aware of the case you refer to in New Zealand, but again | can give
you my assurance that any data that CSIRO accepts from third parties and any data that
CSIRO generates itself goes through extremely rigorous quality assurance processes because,
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asyou indicate, it has a material impact on the work we do and the reputation of CSIRO in the
eyes of Australians.

Dr Clark—As all scientists do, we clearly reference where the information comes from so
that it is very clear whether information has come from our own research or from reports. All
of that is very clearly referenced, and that provides additional transparency.

Senator BERNARDI—Dr Clark, in the assessment of the data that is provided to you, for
instance, from the Bureau of Meteorology, have you ever analysed whether the stations that
record temperature comply with world's best practice as far as distance from other heat
sources et ceterais concerned?

Dr Clark—I understand the issue that you are referring to. In effect, the detail of our own
stations and how we monitor those is in Dr Johnson's area. We would be happy to answer
guestions about our own stations.

Dr Johnson—Again, | think if you have concerns about the quality of any particular
stations that the bureau oversees they should be directed to the bureau. | know there has been
some commentary in the public domain around a couple of the bureau’s stations. Again, we
have sought assurance from the bureau and are satisfied that they have necessary protocolsin
place with respect to the data sources that they generate so that the sorts of issues that | think
you are implying could be problematic are dealt with in arobust and transparent way.

Senator BERNARDI—They have been identified overseas. What about your own data-
recording stations? Are they compliant with best practice?

Dr Johnson—Yes.
Senator BERNARDI—They all are?
Dr Johnson—Yes.

Senator BERNARDI—Going back to a previous answer you gave, Dr Johnson, it
surprised me when you said you were not familiar with the New Zealand case.

Dr Johnson—No, | am not. | was not aware that there was legal action in New Zealand
taken against the—

Senator BERNARDI—It is surprising because it is quite a significant resullt.
Dr Johnson—No, | am not aware of it. | will follow up post this hearing.
Senator BERNARDI—Would you like me to send you some information?

Dr Johnson—Yes, | would be delighted to receiveit. As | said, | actually do not follow the
New Zealand courts closdly.

Senator BERNARDI—Are you aware of it, Dr Clark?
Dr Clark—Yes, | am.

Senator BUSHBY —Has the well-known climate researcher Jim Salinger done any work
for or provided any professional advice to the CSIRO and, if so, what has been the nature of
that work?

Dr Johnson—I am not aware of that.
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Senator BUSHBY—Are you aware of Ken Stewart’s recent research which has indicated
that there has been artificial adjustment of temperature records in urban areasin Australia?

Dr Johnson—No | am not aware of that.
Senator BUSHBY —Is anybody aware of that?
Dr Clark—No | am not aware of that, Senator.

Senator BUSHBY —Given that you are not aware of it | will not ask any further questions
on it now, but I might give you some guestions on notice. Some of what he finds—and |
would be very interested in the CSIRO’s perspective on this, because it is obvioudy one
person’s findings—on the face of it, is very disturbing; about tampering with climate data that
was recorded 50 years ago and then changed 50 years later. | will look at putting some
guestions on natice to you.

Dr Clark—We would be happy to provide expert advice on those.

Senator BUSHBY—Thank you. Does CSIRO have any involvement with the Researchers
in Business program that is run under the auspices of Enterprise Connect and, if so, can you
outline what involvement you haveinit?

Mr Whelan—I think we do but | am afraid | do not have the details with me. | would be
very happy to take that on notice. We do work closely with the Enterprise Connect program,
and CSIRO provides advice and research to that; but | do not have the exact nature of the
detail of that and the numbers with me.

Senator BUSHBY—I am happy for you to take that on notice. Question to the minister—
whois not listening at the moment—

Senator Carr—Sorry?
Senator BUSHBY—When the Researchers in Business program was first announced, it

was a $10 million program focussed on bringing university researchers into individual
businesses.

Senator Carr—Isthisthrough Enterprise Connect?

Senator BUSHBY—Yes, but | gather that there has been at least one extension to the
program that was announced in June 2010 when Parliamentary Secretary Marles said that you
had widened it to include post-graduate students in maths and statistics. Can you confirm that
extension and advise us of any others that have been made?

Senator Carr—Do you mind if | check the precise detail ? It is actually through Enterprise
Connect, and if those officers are here | would rather get—

Senator BUSHBY—OKkay, not a problem. CSIRO is a partner of the Monash |ITB
Research Academy—is that correct?

Dr Clark—We have a number of partnerships with Monash. Can you give me a bit more
detail ?

Senator BUSHBY —I am talking in particular about how you sponsor 11 TB students from
Indiato study in Australia.

Dr Clark—Yeswe are a partner in that venture.
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Senator BUSHBY —Can you explain how you identify the students for sponsorship? Do
you run an application process? In which case, can you tell me how many applications you
receive and how you sort through those?

Dr Clark—The process for studentship is managed by the chief executive of the IIT
Bombay. There is a process of review, there is a selection committee and then the decision is
made on students.

Senator BUSHBY —So you call for applications?

Dr Clark—We call for applications. There is a select committee which has representations
from Monash and externally, and the process is managed by the chief executive of IIT
Bombay.

Senator BUSHBY—How are the applications advertised? How do the Indian students
know that—

Dr Clark—I do not have the details of the website for the applications, but | can certainly
provide you the application process for that.

Senator BUSHBY—How many students have been awarded sponsorships in each year
since it has been running?

Dr Clark—I can provide you that detail further.

Senator BUSHBY—I am interested particularly in seeing how recent negative publicity
about Australia and India has impacted it, if at all.

Dr Clark—To my knowledge there has been very good attraction to that program and
application.

Senator BUSHBY —What about the number of people applying? Could you also take that
on notice?

Dr Clark—As| mentioned, | will giveyou all that detail.

Senator BUSHBY —Not just the people who are successful, but the number of people who
apply aswell.

Dr Clark—Not a problem.

Senator BUSHBY—I might ask some questions about your staffing then, because | have a
little bit more time than | thought | had—I was under a misconception that it was finishing
earlier On page 109 of the 2009-10 annual report states that CSIRO moved away from a
whole-of-organisation staff opinion survey to more focussed topic specific qualitative ways of
measuring staff opinion.

Dr Clark—Yes.

Senator BUSHBY —The examples given in the report are focus groups and reference
groups. Can you elaborate further on the specific ways that the staff were engaged to obtain
their opinions?

Dr Clark—Yes we can, because we have just completed some of that work and Mr Roy is
with us who covers our area of HR, and can cover that area.
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Mr Roy—Thank you for the question. As you indicated, we use a range of different
methodologies to do that. Let me walk through the most recent one, if | may, which was
conducted in June and July this year with the assistance of Towers Watson.

We established 29 focus groups to work with staff to understand what was important to
them. There were four lenses used around that. There were their views around remuneration
and allowances; their views around leave and work-life balance; their views around career
performance and rewards; and the final lensinto that was the way we work at CSIRO.

We then received results back from that work which, again, were analysed by Towers
Watson. The focus groups were facilitated by our own HR people, who were trained by
Towers Watson to do that, to look at the attractors of people to CSIRO—I think Dr Clark
elaborated on some of those earlier in a response to a question—their motivation for staying
with CSIRO, the retention issues and also what would make them leave CSIRO. That is one
of many examples of the sorts of things we do in getting a pulse on what the staff are
thinking.

Senator BUSHBY —How many of the staff of the CSIRO wereinvolved in that process?

Mr Roy—There were 239 staff, who were randomly selected to match the profile of
CSIRO in location and general demographics in terms of age, level, gender and the like. We
asked Towers Watson about the degree of confidence around the survey findings given the
consistency of the feedback and the analytics they use. They have 95 degrees confidence level
in the results that were found coming back to us, so we are very satisfied with their
confidence levelsin the results coming back.

Senator BUSHBY —In representing the views of the staff as awhole.
Mr Roy—That is correct, yes.

Senator BUSHBY—What was the reasoning behind shifting from a whole-of-staff survey
to the focus group method?

Mr Roy—There were a range of reasons for that. Rather than the broad sweep of
questions, which in the past was in the range of about 120 to 130 questions, we wanted to
focus on something a little bit more consistent in interacting and pulsing with staff, if you
like, and also on issues that came up as being important to staff as well. Without just focusing
on the recent focus group example | used, since about 2006 we have been running an annual
survey with staff around their feedback to the delivery of support services they receive—for
example, the level of IT support, HR support, legal support, finance support and contract
admin support. That is done on an annual basis and we have a good trend line as to where that
happens. The other important aspect of selecting Towers Watson—which | should have picked
up on—was that they conducted the last insight poll you referred to in 2007. So, in some
circumstances, they were able to benchmark the staff results that they provided to the
organisation in 2007 to what their views werein June and July 2010.

Senator BUSHBY—I was going to ask whether you conducted your whole-of-staff
surveysinternally, but obviously you did not; you used consultants for that.

Mr Roy—Yes, we used the support of external experts, and it was Towers Watson.
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Senator BUSHBY —How does the cost of what you are doing now compare with the cost
of what you were doing?

Mr Roy—The cost of doing the current piece of work is significantly less. | do not have
the exact number.

Senator BUSHBY —Could you take that on notice for both the current work and the
previous work.

Mr Roy—I would be happy to.

Senator BUSHBY—How did you select the consultant? Obvioudy Towers Watson were
already doing it; did you just, because they were doing it, give them the nod to continue to do
this?

Mr Roy—No. | am happy to provide a headline answer, if you are comfortable with that,
and then take any further detail on notice. My understanding was that we went through a call
for applications—some form of tender process—and then sifted through who the most
appropriate tenderers to that were. As | said, | would have to take that on notice. | am not as
close to that as some others.

Senator BUSHBY —In general, how would you summarise the findings of the most recent
work?

Mr Roy—I will summarise those findings into four categories. What attracted people to
join CSIRO? It was the leading-edge science we conduct and it was the brand and what it
means to work for CSIRO. The fact that it was a great career launching pad was something
that was generally used in there, so that was a pleasing finding. What motivates staff to
perform well and highly inside the organisation? There is the interesting, challenging work
that makes a real difference. There are ongoing learning and devel opment opportunities in the
work they do. They enjoy the collaborative approach and the collegial atmosphere that they
work in as part of a diverse team. That comes back to the chair’s previous question around
working in a multidisciplinary organisation. | think the staff value that.

In terms of retention, why do we keep people—and as an aside | say that our voluntary
separation rate at the moment is at pretty much a 10-year low at just above four per cent—
they like the interesting and impactful work and, again, they enjoy the diverse range of people
and teams. What would motivate them to leave the organisation? Frustration with bureaucratic
procedures, complexities inside the matrix and not getting on with their peers or their leaders.
When we pushed Towers Watson around that piece of work we got that that was fairly
consistent with most groups, because we surveyed employees who are still with us and have
not exercised the right that every employee has to leave their employer at one stage or
another.

So we got some good input out of that and some areas that we will work on going forward.
I will just summarise the headline findings though. We spoke about the 2007 report vis-a-vis
the 2010 report. Towers Watson did some analytic work on two questions. In response to the
question: ‘I would recommend CSIRO as a good place to work’, compared to the 2007 poall
the number of staff who answered positively was greater than 10 per cent higher. They also
benchmarked against global R& D norms, so peer organisations—
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Senator BUSHBY—You have highlighted that, in answer to a specific question as to why
people would leave, there were some issues raised which you would expect in response to
such a question, but your overall take on it is fairly positive. According to media reports—and
| am referring specifically to one from the Canberra Times on 16 September—the CSIRO
Saff Association—

Senator Carr—The opposition should broaden their research. | think that would be the
first lesson we can draw from this.

Senator BUSHBY —Are you telling us that we should ignore things reported in the paper?
Senator Carr—No, | am just saying you should broaden your research tools.

Senator BUSHBY —I can assure you that we have looked at a number of things, but if it is
in the paper and it isrelevant then | am not going to ignoreit.

Senator Carr—No, | amjust offering some advice. | have been in your position.

Senator BUSHBY—I appreciate your advice, Minister. The CSIRO Staff Association does
not appear, according to that report, to read the results of this survey as rosily as you do. It
describesit asa ‘wake-up call’ for Australia's peak science agency. The article states:

... 62 per cent of scientists thought CSIRO’s top-heavy management structure created conflict over
research goals ... 54 per cent said an increase in administrative tasks ... was diverting valuable time
away from research.

You have painted a fairly rosy picture of this. Quite clearly, you do these sorts of things
because you want to find out if there are problems in the organisation so that you can make
appropriate management changes to address those. Are you listening to these concerns and
taking them seriously or are you saying: ‘This is pretty good and the organisation is
performing well above the global average for research organisations; therefore, we don't need
to take any action’ ?

Mr Roy—I think either you or the journalist has taken that out of context. The situation |
would say is we have a very positive dialogue with the staff association. They are one of the
inputs to our pulse on the staff. In terms of the staff association survey, CSIRO was not
directly involved in that. It was, as you aluded to, some work done externally with the
support of the CSIRO Staff Association. They ran two focus groups of 10 CSIRO staff
members to initiate that. There were 21 individual interviews that followed and a survey was
sent out to staff members, which asked a series of questions, and there were 2,100
responses—

Senator BUSHBY —So it was a vol untary response?

Mr Roy—I am being a little careful here. | can attest to the fact that there were 2,100
forms that were received in the office, but as | reviewed one of the forms mysef and
completed it for my own interest there was no way of having a personal identifier on there.
That is different from what we do in our surveys. Even keeping the individual confidential—
allowing them anonymity in responding—

Senator BUSHBY—Are you saying that these surveys could identify who the people
were?
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Mr Roy—No, you could not identify them. There was no marker on the survey. So, in
terms of the key finding that we need to do some more work in terms of matrix, systems and
processes, absolutely. | do not think we will ever get off that treadmill. We will continually try
to improve the way we do business as an organisation. | have sympathy for some of the
findings of the survey.

Senator BUSHBY—Just for the record: how many employees |eft the CSIRO in the 2009-
10 year?

Mr Roy—I can get that detail for you.

Dr Clark—In terms of the context, as Mr Roy outlined, our resignation rates, voluntary

leaving of the CSIRO, is at a five-year low, certainly for our scientists—in the year to date, it
isaround 1.7 per cent, which isadrop from over four per cent. That is a pretty clear measure.

Senator BUSHBY —Could you get those numbers for the last five years?
Dr Clark—Absol utely. We can provide those numbers.

Senator BUSHBY—AIso, how many stress leave claims have there been in the past 12
months?

Dr Clark—We can certainly provide that for you.
CHAIR—I thank officers from the CSIRO for coming in today. We will see you again.
Proceedings suspended from 10.46 am to 11.00 am
Australian Research Council
CHAIR—Welcome, Professor Sheil. Do you have an opening statement?
Prof. Sheil—No, | do not have an opening statement.

CHAIR—The Australian Academy of Technological Sciences and Engineering in their
latest newsletter referred to a report that was funded by the Australian Research Council. It
was conducted in 2009 and reviewed the state of aged-care technology in Australia and
Europe. | understand that you launched that report?

Prof. Sheil—Yes, | do not have a copy with me.

CHAIR—NQo, that is fine. | do not want to go into the detail. | am interested in how often
you commission those kinds of reports.

Prof. Sheil—That report was funded under a program known as the Learned Academies
Special Projects scheme, which has about half-a-million dollars a year to distribute. It is
distributed on a competitive basis amongst the four academies and the joint group, which is
the National Academies Forum. It is not so much that we commission the reports but rather
that they apply to us for funding on a particular area. An expert committee determines
whether that is worth funding. That has been an annual process up until recently. From this
year we have moved to a triennial funding arrangement with the academies whereby they
apply to us for funding for a range of projects within a common theme. That gives them the
flexibility to commission and undertake studies in a more responsive way than the scheme has
been able to address big issues previoudly.
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CHAIR—That in fact is the kind of answer | was looking for because | have been
speaking to a few people in the science and technology area who are a bit concerned about
funding for multi-disciplinary work and across ranges of areas. It seems to me that aged-care
technology is an example of that, where there are alot of disciplines that might be involvedin
addressing that particular theme.

Prof. Sheil—It is true that one of the larger grants that was given under that triennial award
in the last round was in fact for an interdisciplinary project across several of the academies.
We can get you the precise details of the funding. The academies have obviously played a
leadership role but we have encouraged them to collaborate and to bring together as many
disciplines asthey canin that kind of work.

CHAIR—So you are actively looking at that issue of interdisciplinary collaboration?

Prof. Sheil—We are looking at it in a whole range of areas, across both the national
competitive grants program and through the Excellence in Research for Australia initiative as
well.

CHAIR—RIght. | think it was in this article, certainly in this magazine, there was a quote
from the National Enabling Technol ogies Strategy which concerned me alittle. It said:

Outcomes should be demand-driven and not a result of technology-push.

| appreciate that to some extent but there is also a need occasionally for some exploration of
new technologies or new research.

Prof. Sheil—The National Enabling Technologies Strategy is the responsibility of the
department so there would be officers here who could comment on that in detail. But in terms
of the whole issue of user-pull and researcher-push, that is why we have a variety of funding
schemes and so some of our schemes are very much bottom-up driven by discovery and by
the researchers themselves. The discovery program is an example of that. In the linkage
program and in the CRC program, which is administered by the department, it is very much
user-pull and problem based. It is a different strategy and it is really important that you have
both.

CHAIR—Thank you.

Senator MASON—Good morning, Minister and officers. Much of the discussion at the
May estimates between senators and the ARC revolved around the implementation of the
Excdlence in Research for Australia program. Senators were told, Professor, | think, that the
ARC was preparing to open for submissions from institutions. The other issue, | think, for
senators on that day was about consultation around the rankings of various academic journals,
which apparently is a matter of much dispute and consternation among academics. What has
been the progress in the consultation since last estimates?

Prof. Sheil—Since last estimates we have rolled out ERA. We have received the
submissions. We have formed the committees to do the evaluations. They have been provided
with the information and they are actively working through those and will convene later this
year to make ratings and evaluate the submissions from the universities. In terms of
consultation, we are continuing to receive feedback on various issues. We are noting that

ECONOMICS



E 38 Senate Wednesday, 20 October 2010

feedback and we will take that into account before we have another round of ERA, if indeed
that is the decision.

Senator M ASON—What is the reporting timetable?
Prof. Sheil—We will be reporting the results of ERA early next year, in the first quarter.

Senator MASON—I remember—this is going back a few years now, | admit—that the
ranking of academic journals was always an issue of much dispute. How is that being dealt
with?

Prof. Sheil—There are over 20,000 journals on the list. There are probably 35 that are still
contentious, where we have received more than five pieces of correspondence. It has been a
massive exercise with an enormous amount of input and consultation from a range of expert
learned academies, from peak bodies, from 700 individual reviewers and so on. You would
understand that at some point you will get to a point where academics and different groups do
not always agree—

Senator MASON—OKh, | agree with that! They don't!

Prof. Sheil—but actually, when you look at the total of the numbers, the number that isin
dispute—where, as | said, we are receiving repeated correspondence—is very small.

Senator MASON—It isvery few at this stage.
Prof. Sheil—Yes.

Senator Carr—Can | just make some interpolations here. | think ERA is going very well.
All the evidence that | am getting suggests to me that it is very broadly supported. | am
genuinely surprised, given how hard it is to reach consensus on any major reform within the
higher education system.

Senator M ASON—-Particularly on the quality of research, very hard; | agree with you.

Senator Carr—This is a very sensitive issue. We are actually saying to people, ‘ We want
you to participate in a method of assessment which will verify whether or not your claims
about how good you are are actually able to be tested,’ or, as | say, verified. That is a very
sensitive issue.

Senator MASON—AnRNd difficult.

Senator Carr—And given the extent of collaboration in the project | think there is very
strong support for the claim | am making that this is very broadly supported within the
scheme. One argument that we put is that we are reliant too heavily on the journal articles,
and the CEO has outlined the issue around the journals themselves—the ratings of journals.
But, in total, in terms of the research program for this year, it is important to remember that
there were 333,119 research outputs, as they put it to me. There were assessments based on
4,912 books, 34,755 book chapters, 73,741 conference publications, 206,816 journal articles
and 12,895 non-traditional means. So it is not just the journal articles; that is the first point.
On top of that—

Senator MASON—NOo, but it isranking journals by virtue of academic standing, which, as
the professor knows, is an extremely difficult task.
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Senator Carr—But the context is important here. There are over 50,000 research staff
submitted and there are 149 expert panel members involved. It is, as you say, complex, but |
have reason to believe that we should have some confidence in the arrangements. So, while it
will invariably be said that we need to strengthen this or that aspect of the screening—

Senator M ASON—I appreciate that.

Senator Carr—that is the context in which we are working, and we will move in response
to later rounds of ERA to adjust to meet specific criticism whereit is found to be warranted.

Senator MASON—Can | ask about that, Minister. Have any of the complaints thus far
resulted in a readjustment of rankings?

Prof. Sheil—Perhaps | could answer that. We had one, | think, technical error where we
established that there had been an error. We have noted the remainder but we have not
adjusted after the final list was published because, if we had done that, you could imagine that
we would have had just as many complaints about the adjustments as the changes.

Senator M ASON—I appreciate that.

Prof. Sheil—Just for the record, | will give you the exact numbers. There are 20,712
journals on the list. There have been only 36 where there have been more than three
complaints. There have been only three where there have been more than five complaints that
we have noted. So, as | said, after the extensive consultation process, we really understand
where the issues are. We understand the small number of journals that we will review for next
time. We will do a big public consultation on the list. So we are reasonably confident that we
know where the issues are.

Senator M ASON—Professor, how does the ERA compare with any similar research
quality frameworks in other OECD countries? Are there precedents?

Prof. Sheil—We have taken quite a different approach, in that, in a sense, we had the
luxury of time, of seeing what some of the other jurisdictions have done, and have learnt from
that and also learnt from the work in the lead-up to ERA. We have sort of jumped over the rest
of theworld in terms of our thinking.

Senator MASON—OKkay. So you would say that, in a sense, it is a leading framework
internationally?

Prof. Sheil—Yes. Ms Harvey gave a presentation at the international research management
conference in South Africa earlier this year. There was standing room only at that. | will let
Ms Harvey talk in more detail, but there have been requests from all around the world for
members of her team to come and talk to them about ERA.

Senator MASON—The follow-up question is pretty obvious, | suppose. It is this: if our
system is different—and | am not saying that that is a bad thing—does that make it more
difficult to compare research quality with other OECD countries—you follow the question,
don't you—

Prof. Sheil—Yes.
Senator M ASON—because the frameworks are different, even if leading?
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Prof. Sheil—No, it does not, because what we are doing is using international benchmarks
in all our metrics. So we are comparing, for example, the citation rates of papers compared to
the rest of the world and compared to international citation rates. It would be almost
impossible to have a like-for-like comparison in any case. Whatever we did, and even if we
had followed davishly one of the other exercises, we would not have been able to replicate
that because of differences in the structure of our universities and our research structures. So,
within ERA, everywhere that it is available there is an international reference point.

Senator MASON—Okay, there are benchmarks. So you are quite happy that you can
compare the output of Australian academics with those in Britain, for example?

Prof. Sheil—Yes.
Senator M ASON—You can do that?

Prof. Sheil—We can. Ms Harvey has just pointed out to me that we have international
experts on our committees as well.

Senator MASON—I was going to ask that. Is there ongoing dialogue between, for
example, Australia and Britain and the United States about measuring the quality of research?

Prof. Sheil—Ms Harvey can talk about some of her recent meetingsin that respect.

Ms Harvey—I have just returned from a trip to the UK where we spoke to the Higher
Education Funding Council for England. We talk to them all the time. We share our learnings
and how we derive those benchmarks. They are looking to change to a metrics measure and
they are seeking advice from us about that. We also visit other jurisdictions such as Singapore,
Amsterdam and a whole range of different ones that are looking at it. We also visit New
Zealand, which has a different basis. One of the things we try and do is how they get
agreement about what is world standard, so you can do a comparison if you have different
bases. We have the luxury of the fact that we have every research output produced within the
reference period. We are then able to use bibliometrics to establish what is world standard on
citations, so we can categorically stand behind that international benchmark.

Senator M ASON—In the few years that | worked in a university, this was an issue even
then, a decade ago—trying to compare the Yale law journal with the university of Queensand
law journal and what weight is to be given to each one. Thisis not a criticism but | know how
difficult it is. How you weight is very difficult because it has an effect on peopl€'s careers,
obviously. Good luck with it all, because it is going to be an ongoing and very difficult | think
to objectify research. It isa very difficult project.

Senator Carr—Thank you for your support, Senator. We have put a fair bit of money into
this. It is very important. It will provide advice not just to our deliberationsin the portfolio; it
has much broader whole-of-government implications. It has an opportunity to drive some of
our international engagements to give people a better sense of where we fit internationally. It
is a way of ensuring we have genuine national and international benchmarks for research
quality. It should provide areal service to students to better inform them about where they go
for their PhD. It will provide opportunities to reward and assess university performance
because it will guide funding in aspects of the program.

Senator M ASON—In the context of compacts.
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Senator Carr—That is exactly the point. It is an important tool about the quality of our
research program and where we fit internationally. That is why we are putting the resources
intoit. | am satisfied the work that is being undertaken is producing the results that we need to
meet those policy objectives.

Senator BUSHBY—I refer you to a question on notice from the last round of estimates
and your answer to that—EI145. There was some detail missing from that answer which is
uncommon in answer to questions on notice. We have subsequently managed to piece together
what happened in regard to time lines. The question went to the timeliness of the decision-
making process for the assessment of applications for funding under various project rounds. Is
it correct that all applications for Linkage projects round 2, for funding commencing on 1 July
2010, were received on or before 18 November 20097 Is it also correct that the ARC did not
finish its assessment of the applications until more than six months later on 27 May 2010?
After you provided your recommendations to the minister on 2 June 2010, ancther three
weeks passed before he made an announcement about who had been successful—is that
correct? And therefore for projects that were supposed to be in on 1 July of this year—and we
are not talking about small projects, some of these are quite large—no-one knew who had
been successful until one week before it was due to start—is that correct?

Prof. Sheil—Those dates are correct. The funding is available from that date, but in
particular for Linkage projects there is a process whereby the applicants have to go through
with their industry partner to form an agreement and sign the funding agreement. They have
nine months, in fact, to commence the project from the time that the funding is announced.

Senator BUSHBY —BLU it still took six months. Those time lines were correct. During
that process, isit the case that you received complaints about the length of time it was taking
because some of the applicants saw that it was going to complicate their ability to undertake
the projects?

Prof. Sheil—We received one complaint. Normally, the Linkage grants are announced in
late May. There was not a magjor change to the time lines. That process of six months which
involves an extensive process of peer review and assessment, checking and committee
meetings and so on is the normal process.

Senator BUSHBY —Okay, but with respect—

Prof. Sheil—In this case, this was the first year where we had our new research
management system in place and we had some additional checks to do, so it took us a little
longer than normal to make the recommendations to the minister. But it was not
extraordinarily different from the normal time line.

Senator BUSHBY—Those new processes that you referred to having been in place one
year, you will have learnt from that and you will be able to get back at least to the few weeks
earlier that you would normally do it?

Prof. Sheil—Yes, we would expect that we would make an announcement several weeks
earlier.

Senator BUSHBY —In respect of the one complaint that you received, how did you deal
with that?
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Prof. Sheil—The Linkage Projects scheme coordinator would have spoken to the
individual concerned and advised them when the time line for the announcement would be.

Senator BUSHBY —In respect of that complainant and other applicants, are you aware if
any of them were forced to start up alternative arrangements while they waited, in order to try
and get their projects started?

Prof. Sheil—As | indicated, often it takes them up to nine months to commence the
project.

Senator BUSHBY —That is assuming they get funding.
Prof. Sheil—Yes, assuming they get funding.

Senator BUSHBY —I am more interested in whether people who had applied found that
the time that it took before they actually found out whether they were successful or not meant
that they went off and made other arrangements and did other things rather than continue the
process with you.

Prof. Sheil—That often happens. It is known that this is a long process. When the
applications are submitted, it is known that it will take more than six months to get an answer.
So it happens, in that particular scheme, where there are industry and other end-users
involved, that sometimes they start the project early with a different arrangement, or they
make other arrangements as priorities within the company change. It was not an extraordinary
year. It was a dightly longer time frame, but not an extraordinarily longer time frame.

Senator BUSHBY—Is there any scope to reduce the time that it takes to make these
decisions? | know you say there is a nine-month start-up period, but a lot of these applicants
are ready to go as soon as they can get the funding, and the delay actually delays their ability
to, in some cases, commence projects that are ready to go. It causes them practical issues.

Prof. Sheil—The minister announced recently a new dement to the Linkage Projects
scheme which will be known as research training awards where we will be making allocations
directly to ingtitutions on the basis of their track record of interacting with industry. There will
be 200 awards. And we will monitor very closdly how that scheme develops. But the intention
behind that scheme is to provide the funding and the certainty to the university partners in
advance of the negotiations with the industry partners so that, once the industry partner’s
commitment is secure and the student is in place, they can start straight away. So it is a
different way of thinking. In our Linkage Projects scheme Consultation paper that was out
last year, we flagged this as a possibility and there was some support for it. So we will be
trialing it in targeted aress.

Senator BUSHBY —For those who can take advantage of that—and it does not sound like
everybody can—no doubt that will be quite useful.

Prof. Sheil—The other thing | should point out is that the Linkage Projects scheme is
being evaluated this year, so we will look at modifications, improvements and changes as a
result of that formal evaluation.

Senator BUSHBY—One of the reasons why | was asking is because, in your answer to
guestion on natice BI-147, you actually acknowledge that it is crucial to provide successful
and unsuccessful applicants with advice about the fate of their applications well in advance of
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the start dates for grant funding. So, quite clearly, advising them one week before—even
though they have nine months to get up and running—really does not seem to fit with your
acknowledgement that it is crucial that they have advice of their success or otherwise well in
advance of the start date. And | would have thought that working that acknowledgement into
your processes is a reasonabl e thing to be doing in looking at ways you can i mprove that.

Prof. Sheil—Yes. We will obviously take that feedback on board.

Senator BUSHBY—Can you update us on the latest progress towards the i mplementation
of the Australian Research Integrity Committee?

Prof. Sheil—Yes | can. We are still on track to have that committee operational in the first
month of the new year. | recently met with my colleague the CEO of the NHMRC to consi der
applications to that committee, and we have a shortlist of candidates for that committee who
we are just undertaking some final interviews and reference checks on. So we should bein a
position to announce the membership—

Senator BUSHBY —How did you identify the candidates?

Prof. Sheil—We called for applications. We advertised and we have been through the usual
process of checking referees and so on.

Senator BUSHBY —How is the committee being funded?

Prof. Sheil—It will be funded through the agency. It is a joint committee that will be
separately constituted by each agency—if that makes sense. The ARC will consider matters
where it is ARC funding or where it is a university that we fund, and the NHMRC will
consider matters where it involves NHMRC funding or a medical research institute. The work
that has been done to date has been done by officers from both agencies in collaboration, and
the service of the committee will be done through that with us, again, with a sharing
arrangement from our internal resources.

Senator BUSHBY —It will be a secretariat set up for the committee which will be funded
jointly by different agencies?

Prof. Sheil—Yes. It will be more a sharing of resources rather than a joint funding of
separate resources.

Senator BUSHBY—S0 you are using in-kind resources to support it? Is that what you are
saying?

Prof. Sheil—Yes.

Senator BUSHBY —You will not actually be putting funding into a special pool ?

Prof. Sheil—No.

Senator BUSHBY—You will just be using resources that you already have in your
respective agencies and using those resources to provide the manpower?

Prof. Sheil—Yes.

Senator BUSHBY —So that will be taking resources away from other activities, but there
is always an evolving—
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Prof. Sheil—We have resources that deal with complaints around research misconduct
anyway. Both agencies do, and it is those teams that will be working on this committee.

Senator BUSHBY —Isiit true that a Centre of Excellence for the History of Emotions is to
be established by the ARC?

Prof. Sheil—Yes, that is correct.

Senator Carr—And avery good centreit is, too.

Senator BUSHBY —Isit established yet?

Senator Carr—I launched it.

Prof. Sheil—The minister has launched it.

Senator BUSHBY—So it is up and running?

Prof. Sheil—It has been announced. The funding will become available in the new year.

Senator BUSHBY—So funding has been announced for it, but it has not actually been
established yet.

Senator Carr—From my memory, they topped the round, didn’'t they?
Prof. Sheil—We do not comment on rankings, Minister.

Senator Carr—I expected to get a question on this; it did not surprise me. | must say that |
think it is an extremely good project and it has been selected because it was the best of the
round.

Senator BUSHBY —It was the best proposal. You said just now, ‘An extremely good
centreitis, too'. But, if it is not actually up and running yet, we do not know how goodiit is.

Senator Carr—I have had the opportunity to look at the material they are undertaking. |
read the briefs—because you realise, of course, that the way the process works is that these
are actually made independently of government. Yes, | had the choice; | could have done what
Brendan Nelson did and intervened on 10 separate occasions and told the ARC to take away
their suggestions on a humanities issue. This is a centre that was selected by the expert
process, and my recollection of the material is that this topped the round.

Senator BUSHBY—Thank you for your input, Minister. Be that as it may, going by
reports the purpose of this centre is going to be to help Australians deal with their everyday
problems. Isthat correct?

Senator Carr—It deals with the fundamental issues that motivate people—what is it that
drives people? It looks at it in historic context and looks at the issues. Particularly through
Europe, it has industry collaboration from Opera Australia, from the ABC, from the Globe
Theatre in London—

Senator BUSHBY —Did you say from Opera Australia?

Senator Carr—Yes, from Opera Australia. It has industry collaboration from very senior
performing arts institutions in Scandinavia, from my recollection. | was quite impressed. In
fact, | was more impressed when | listened to the people giving their presentation than | was
by some of the material that was published outlining what it was, such as the media release.
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But the fundamental issue goes to the question of what motivates people in times of crisis or
in periods of social change.

Senator BUSHBY—And Opera Australia and the performing arts are relevant to what
motivates people in times of crisis—

Senator Carr—That is right. What impact does music have? What impact does poetry
have? What impact does literature have in driving these social responses? For instance, it
looks at the questions that relate to major epidemics.

Senator M ASON—AItruism.

Senator Carr—It is quite open. There is the question of the baroque music. Our research
program does not just deal with medical research; it covers the full gamut of human activity,
and this is an important project. As | say, | chose not to intervene. My attitude stands in
contrast to the previous government on research issues.

Senator BUSHBY—M inister, that is your call on that. | would have thought that if the
purpose of the centre is to deal with people's everyday problems or what drives people—to
guote you—potentially, linkages with the government’s National Advisory Council on Mental
Health or other organisations like that would have been ones that you would be quoting to me
rather than Opera Australia and—

Senator Carr—All | am doing is quoting from the material that | had in front of me when
preparing for the University of Western Australia launch. | was very impressed with the
quality of the work. It deals with understanding everything from stock market crashes to the
housi ng bubbles to revol utions. That is alegitimate field of academic or research interest.

Senator BUSHBY —I guess we will follow that one closely—

CHAIR—We have concluded the time allocated, but do you want to continue, Senator
Bushby?

Senator BUSHBY—I was going to ask a question about skin cancer research, particularly
asit applies to Tasmanian devils, if we have time for a quick answer.

CHAIR—Yes. It isvery important.
Senator BUSHBY —I would just like an overview of the work in that area.

Prof. Sheil—Obviously | am not the expert in that area. Katherine Belov and her
colleagues at the University of Sydney are. That is a very important and exciting project
funded both by a Future Fellowship Discovery Project and a Linkage Project. It is an
unbelievably important project and we arereally proud of that one.

Senator BUSHBY—If you could take on notice to provide me with some more
information about that and what it is doing, | would appreciate it.

Prof. Sheil—We would be happy to do that.

Senator WILLIAMS—Could you take on notice to give me the research as far as
bushfires and what is going on in that area?

Prof. Sheil—Yes, we can give you a list of projects that we have funded in the area of
bushfires.
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Senator WILLIAM S—That would be wonderful, thank you.

CHAIR—Thank you to the Australian Research Council. Thank you for coming in today. |
will now ask IPAustraliato cometo the table.

[11.33 am]
IPAustralia

CHAIR—Wecome, Mr Noonan. Do you have an opening statement that you would like to
make?

Mr Noonan—No, thank you, Chair.

Senator BUSHBY—Thank you for coming along today to assist us. In the Cutler report
that was released more than two years ago now it was stated:

.. in new areas of patenting such as software and business methods, there is strong evidence that
existing intellectual property arrangements are hampering innovation.

In the two years since then | believe areview has been set up and is being run by the Advisory
Council on Intellectual Property, but there has not been anything recommended to the
government that is publicly available yet through that process. Can you give us an outline of
when you expect that process to finish, when the recommendations will be provided to
government and when the government is expected to provide afinal public response?

Mr Noonan—I think the review went on to talk about the general standards of
patentability within Australia being arguably lower than they were in other countries, and it
talked about the disadvantages of that. Since then, |P Australia has been putting out a number
of papers about how the law could be changed in that area. | think we put out the first papers
in early 2009. We had a round of consultation about that. A second, more refined set of
proposals was put out in late 2009 and we had a second round of consultation. We are now
working towards the preparation of a bill that would implement the proposals that we have
put forward.

Senator BUSHBY —Do you have any indication of timelines or when things are likely to
happen?

Mr Noonan—I do not have a precise indication. It depends on drafting resources and how
quickly the bill can be drafted within the Office of Parliamentary Counsel.

Senator BUSHBY—So you are up to the stage where you are ready to brief the
parliamentary counsel or have you briefed them?

Mr Noonan—We have issued instructions to parliamentary counsel.

Senator BUSHBY—So you are just waiting for them to come back with a hill.
Presumably, it will then go back to the minister?

Mr Noonan—In fact, the Office of Parliamentary Counsel has commenced drafting a bill,
but when they will complete that will depend upon the other bills that might come into the
office. Of course, when we have a bill that is ready to go we would present that to the
minister.

Senator BUSHBY —Then it is up to the minister asto what he will do with that.
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Mr Noonan—That is correct.

Senator BUSHBY—I also want to ask you about the agreement that was signed in 2008
between the I P officers of Australia and Vietnam. Can you outline what has happened in the
two and a half years since and what concrete outcomes there have been for Australian
businesses as a result of that arrangement?

Mr Noonan—This is an agreement for cooperation. We have a number of these
agreements. | would probably characterise them as agreements that are about helping less
experienced |P officers develop their skills. In the case of Vietnam there have been some
exchanges of staff and also there have been some joint projects involving public education
and awareness about |Pissues. | would not say that the state of the IP system throughout the
region is such that that converts quickly to concrete benefits for Australian businesses, but our
long-term goal isto benefit Australian exporters over time by encouraging the development of
strong | P systems in various countries in the region.

Senator BUSHBY—BY ensuring that their intellectual property is protected when they go
into those countries?

Mr Noonan—Indeed.

Senator BUSHBY —You mentioned that there are a number of such agreements. How
many of those kinds of agreements are in place, and with which countries?

Mr Noonan—I would have to take that on notice. | do not have a complete list.
Senator BUSHBY —That would be appreciated.
[11.38 am]|
Department of I nnovation, I ndustry, Science and Resear ch

CHAIR—We are now discussing outcome 2, Science and research, and | wel come officers
from the research division of the Department of Innovation, Industry, Science and Research.

Mr Pater son—While those officers are coming to the table, | would like to draw to the
committee's attention a correction to information on a return to order on appointments. The
return was tabled by the minister on 11 October based on information provided by the
department. We have identified an inaccuracy in that information tabled. The tabled return
indicated that Mr Greg L' Estrange, a member appointed to the Pulp and Paper Industry
Innovation Council, resided in the ACT. His state of residence is in fact Tasmania. On 19
October the minister provided the President of the Senate an amended single page for that
return, identifying the correction. It was a minor inaccuracy in the report. We became aware
of it and acted as soon as we were able to. | thought | would draw it specifically to the
attention of the committee this morning.

CHAIR—Thank you.

Mr Pater son—The minister had tabled information based on the advice we provided to
him. That advice contained an error and we have corrected that error.

CHAIR—Thank you.
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Senator MASON—I understand that the 13th Cooperative Research Centres Program
selection round closed on Friday, 2 July this year. Isthat right?

M s Morahan—That is correct.

Senator MASON—I understand that stage 1 of the 13th round is complete and 13
applications were invited to the next stage. Is that right?

MsMorahan—That is correct.
Senator M ASON—How does it work from there? What is the process until December?

M s M or ahan—We are currently finalising peer review assessments on the research project
proposals. Each of those applicants progressing to stage 2 have been required to provide their
example research project proposals. We are in the process of receiving peer review
assessments of those proposals. The CRC Committee is meeting on Friday this week.

Senator MASON—That isfine. Soit is underway.

Ms Morahan—There is that process and then there are interviews in early November. The
CRC Committee will meet immediately after those interviews and will then make their
recommendations for funding to the minister.

Senator M ASON—In December. Has interest been on a par with previous rounds?
M s Mor ahan—It has been much stronger.

Senator M ASON—It has been stronger?

M s Mor ahan—M uch stronger.

Senator MASON—What do you put that down to?

M s Morahan—I would say that the identification of priority areas has certainly stimulated
significant interest from the research sector and also from various end usersin Australia.

Senator M ASON—Are any patterns emerging in areas of applied research?

Ms Morahan—There was a very strong response from the social innovation and social
inclusion area, with people looking particularly to use new technology to find innovative
solutions to some of the very difficult challenges that Australia faces around social inclusion.

Senator M ASON—Can you give the committee an example of that?

Ms Morahan—For example, looking at health and ageing and some of the innovative
responses that might be generated.

Senator M ASON—In disabilities as well? Would that be an example?

Ms Morahan—In disabilities—that is true—and also in education and training: groups
looking at innovative ways of using that technology to tackle a range of issuesin that space.

Senator MASON—How do you measure the success of a CRC? Sure, you talk about
commercialisation, but how do you measure the success of it?

Ms M orahan—As part of the application and also as part of their contract and the ongoing
monitoring, we ask each applicant to identify the benefits that they would deliver. So we ask
them to tell us about what outputs they expect from their research, how those outputs would
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be used and what both the monetary and the non-monetary benefits would be. That is in the
application. That is built into the contract.

Senator M ASON—There isthe application and then there is a contract.
M s M or ahan—Then we ask them to report against that.

Senator M ASON—When?

M s M or ahan—Through the annual report process.

Senator M ASON—TFor how long?

M s M or ahan—For the duration of their contract. It is an annual report. So they will report
progress against their milestones and the delivery of benefits each year. They then undergo
independent performance reviews. The timing of those reviews will depend on the length of
their contract. For example, for a 10-year contract there would be a performance review in the
fourth and the eighth year. We then ask them to provide an exit report at the end of their
contract. The purpose of those reports is to identify where they have got to in terms of
delivering benefits. We will then undertake, approximately on a five-year basis, an impact
study. The research we have done to date would indicate that the full benefits do not start to
be realised until at least nine years after the commencement of a CRC. We then do
independent—

Senator MASON—There has been 13 years of it, so you are seeing the benefits flow
through now.

Ms Morahan—Absolutely. The last study we did into this was in 2006. That study
indicated that for every dollar invested in the CRC program there was a $1.16 returned in
monetary terms. So it is a positive return.

Senator M ASON—Isthat interms of commercialisation or a multiplier effect?

Ms Morahan—That is in terms of monetary benefit to Australia. It is not just
commercialisation.
Senator MASON—There is a public benefit aspect.

Ms Morahan—There is a public benefit aspect there. It is the monetary benefit of that
public benefit.

Senator MASON—It is hard to assess, though. It is nearly as hard to assess as research
output, Minister. It has to be done.

Ms Morahan—Yes, it has to be done. These are not easy things to do. It is also quite
difficult in some cases to draw a direct line between the work of the CRC to the actual
benefits. Again, there are people more expert in doing that sort of assessment than me that we
use and rely on.

Senator M ASON—Thank you. Chair, | have no further questions on CRCs specifically. |
have other questions for this area but not CRCs.

CHAIR—Are there any CRC questions?
Senator BUSHBY —Not CRC, no.
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Senator PRATT—I have a very quick one, which is to follow up on your question about
social innovation CRCs. | was wondering where that fits within the priority areas. Also, how
do you manage your level of resources when a new area balloons like that and it has a lot of
good stuff in it? How do you weigh up what is going to be prioritised?

Ms M orahan—The social innovation was a priority identified by the government for the
13th selection round. There were 22 applications out of the 30 applications received in the
13th round that identified themselves as addressing the social innovation priority. In terms of
managing the resources, the CRC committee undertakes a first stage assessment. Then we will
make a judgment as to which one should go through to the second stage for a fuller
assessment, a peer review and the interview process.

Senator PRATT—Just to be clear: that was 22 out of 32 for the 13th round of all priority
areas?

M s M or ahan—Twenty-two out of 30 were in social innovation. The other priority for the
13th round was manufacturing innovation, and there were seven applications in that priority,
from memory. | want to double-check that | have my number correct. Yes, seven in
manufacturing innovation.

Senator PRAT T—Which priority areas did not receive many applications?

M s M or ahan—Those were the two. There were only two priorities.

Senator PRATT—OKkay. Thank you very much.

CHAIR—I understand that Senator Bushby does have a couple of questions on CRCs.

Senator BUSHBY—Just one question, which may lead to other questions—but one
primary question. During the election campaign, the government announced that it was
intending to cut $32 million from the Cooperative Research Centres and Collaborative
Research Networks programs over the forward estimates. Can you outline for usin a bit more
detail where these cuts will be made?

M s M or ahan—For the CRC?
Senator BUSHBY —For the CRC particularly.
M s M or ahan—The CRC program reductions are $26.3 million over the forward estimates.

Senator BUSHBY —Can you break that down over the three years or over the years of the
forward estimates. Also, | am particularly interested in where those funding cuts will manifest
in terms of the CRCs themselves.

Mr Pater son—I think the number for the CRC program was $2%2 million in 2011-12; $9.6
million in 2012-13; and $14.2 millionin 2013-14.

Senator BUSHBY—Which suggests a progressive winding down of some of the CRCs
or—

Mr Pater son—I think the way the profile works is that the early out years are likely to be
more committed because you have previous years of CRC rounds that are multiyear rounds.
The further out from the start point you are, the less committed dollars—

Senator BUSHBY —Which makes sense.
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Mr Paterson—The profile reflects the profile of the existing commitments under the
program and resources available over those out years. It is planned to commence in 2011-12,
then dlightly morein 2012-13 and then more in 2013-14.

Senator BUSHBY —How will you deliver those cuts? Would they be part of the normal
CRC application round, where there will not be as much?

Mr Paterson—There will be less resources available to the program for the CRC
committee to consider applications and therefore make recommendati ons to the minister. So it
will be a reduction in the overall available money within the program over those three
financial years.

Senator BUSHBY—So the minister will not sit there each year and decide where it is
going to cut and dlash?

Senator Carr—The way it works—
Senator BUSHBY —I understand that. | am getting it straight for the record.

Senator Carr—It means less resources available for distribution for this purpose. But it
does mean—

Senator BUSHBY —Which may undermine the viability of some CRCs.

Senator Carr—No, because this is for new applicants. What we are doing here is that,
given the budget’s overall budgetary strategy, | am required for any new initiative to have an
offset. That is why in the dection campaign we did not have one extra dollar to add to the
overall budgetary obligations for the Commonwealth as a result of election commitments. So
every single commitment made had to be offset. In this case, we provided that other scientific
innovation activities would be offset against this expenditure. So it is not being lost to the
science, innovation and research—

Senator BUSHBY—You just think other vehicles are better vehicles than the CRCs. Quite
clearly, you have made a priority decision to strip some money from here—

Senator Carr—There is a clear implication of a budgetary commitment. We do not have
the situation you had with an $11 billion black hole—

Senator BUSHBY —We will get into that later with Treasury.

Senator Carr—We actually funded every promise we made, and the difficulty for that is
that we will have to make choices—

Senator BUSHBY —Exactly.
Senator Carr—in the coming years about where each of the dollars goes.

Senator BUSHBY—So, ultimately, you decided to put your dollar elsewhere rather than
here.

Senator Carr—We are now entering a very tough line of country. Because of the nature of
the challenges facing our budgetary situation we have to make some tough calls. | have been a
strong supporter of this program for a very, very long time. Activity is not being lost to the
science, innovation and research community; it means we are doing it in different places.
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Senator BUSHBY —Exactly. You have made a priority call that you would rather spend
that portion of the—

Senator Carr—Against future bids for money. That is effectively what has happened—
uncommitted moneys.

Senator BUSHBY—You are creating new vehicles or putting money into different
vehicles to conduct that research, and the CRCs have proven a successful operation.

Senator Carr—We have put money into the Science for Australia' s Future program. | had
to fund those commitments. That is the consequence of it. That is the budgetary discipline.

Senator BUSHBY —You have made a judgment call and decided that you would prefer to
put money into that vehicle rather than into the CRCs and that the CRCs were not going to
ddiver the outcomes sufficiently. In a comparative sense, you would rather ddliver the other
outcomes than the potential outcomes out of future CRCs.

Senator Carr—I have said what | have got to say about it. That is the reason for it.
Senator BUSHBY —That was my question on CRCs.

Senator M ASON—MTr Paterson, according to your figures, then, it was $26.3 million over
forward estimates for the CRCs. Does that mean that for the collaborative research networks
you had $4 million over that forward estimates that has been cut? Is that right? Is that a fair
assumption?

Mr Pater son—On those numbers, yes, but the real answer is no because there were a
number of offsets against both the CRC program and the collaborative research networks.
What | have given you isthetotal sum of the offsets from the CRC program—

Senator M ASON—Yes, the offsets from the—

Mr Pater son—From the CRC—so from the collaborative research centres program. The
numbers that | have in response to Senator Bushby's question were those numbers—

Senator MASON—Yes, | understand that.

Mr Paterson—and the total savings that were taken out of the collaborative research
networks program were $20.7 million, and they were used for different offsets in the program.
There was the total of the savings that | identified for the CRC and the total for the
collaborative research networks, and the $20.7 million for collaborative research networks
came out of the 2013-14 year.

Senator MASON—I understand. Minister, your answer would be the same as it was to
Senator Bushby’s question about a readjustment of priorities?

Senator Carr—It isthe inevitable choices that you—

Senator MASON—I know—I understand that—but that is your answer. All right. In
relation to the collaborative research networks, then, this was a new initiative in the 2009-10
budget—that is right, Minister, isn't it?

Senator Carr—Yes.

Senator MASON—AnNd it was to develop research capacity for assisting small and
regional higher education institutions by teaming up with other ingtitutions in areas of
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common interest. It is designed to foster collaboration. At the May estimates, officials said
that as a result of the consultation process program guidelines had been prepared and would
be released shortly. Is that right?

Ms Baly—That is correct. In fact, not only have guidelines been released but applications
have been called for and we have expressions of interest for the first stage of the program
from eligible ingtitutions.

Senator M ASON—-AII right. Very briefly, what is the content of the program guidelines?
What do they address? What makes it distinctive?

Ms Baly—The guidelines spell out the institutions that are digible to apply for funding,
the conditions under which that funding will be made and the expectations of institutions that
would be in receipt of that funding.

Senator MASON—BuUt how do the guidelines seek to foster collaboration, which is the
palicy link here? How do they do that?

Ms Baly—As | said, they explain what the expectations of institutions and the receipt of
funding would be, in that there is a requirement that they devel op research collaborations with
institutions in areas where they have research strength and an indication of the sorts of
measures by which we would look at assessing those applications.

Senator M ASON—How will you assess the effectiveness of the program?

Ms Baly—The effectiveness of the program or the effectiveness of the applications
under—

Senator M ASON—Both. The applications first.

M s Baly—In terms of the applications, we would look at a number of things, one of which
would be the strategic alignment of the application to the university’s mission. So we are not
being prescriptive. There is no intention to be prescriptive about particular areas that
universities might collaborate in. It needs to be aligned with their strategic mission and that
needs to be quite clear. The applications need to spell out—

Senator MASON—Sorry to interrupt. You say ‘ strategic mission’'—the minister knows all
about this—but is that where a university would elucidate that in a compact, for example?

MsBaly—Yes.

Senator MASON—So it would tiein in that way?

M s Baly—It would indeed.

Senator M ASON—So the university setsits own mission in a university compact?

Ms Baly—In a compact, and the projects that would be funded under CRN would be
discussed as part of that compact process as well. So we would look for a strategic alignment,
we would look at the strength of the partnership in relation to the partners that the university
is proposing to collaborate with, and we would look at the strength of those partners in the
particular areas of research that are proposed. We would be looking also for a university to
describe to us how that project would lead to sustainability in building research capability.
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Senator MASON—In an ongoing capacity—I| understand that. How about the program’s
effectiveness?

Ms Baly—We would be looking at the eligible universities' research performance over
time and we would be looking at a range of measures to assess that capability, including
through the outcomes of the ERA process that the ARC is running.

Senator M ASON—Will you be doing an assessment that was mentioned where you will
be able to say that for every dollar invested in a CRC the return will be $1.12, which includes
a benefit back to the public?

Ms Baly—I am not sure that we have thought that far ahead in relation to this program. It
might be a little harder to do that in this program than it is for the CRC program which is
specifically about addressing an end user problem—

Senator M ASON—ANd commercialisation—

Ms Baly—This is about building research capacity, so the way of measuring research
capacity isto look at improvements in research activity and research quality over a period of
time.

Senator MASON—So the ERA process would feed into that, so you would be able to
measure whether research output had increased and so forth?

M s Baly—We would be able to do that, certainly.
Senator MASON—You could at least do that.

Ms Baly—Yes, we could at least do that. And we can look at publications, citations and a
number of things.

Senator MASON—Hasit been well received?

MsBaly—Yes.

Senator M ASON—How many applications?

M s Baly—We had applications from all of the 16 digible institutions.

Senator Carr—Thereis never a shortage of applications to spend money in this portfolio.
Senator MASON—NOo, | understand that. It is anew program.

Senator Carr—This is valuable. We said we wanted to secure very significant structural
reform within the system. We have said we are pursuing a policy of research excellence. We
are trying to drive up the value chain. The question is what you do with universities that do
not have the same level of capacity within the system? How do you build that? That is what
this program is designed to do. It is aimed at giving people areal incentive in partnering with
others to build those networks, the capacity, and accordingly it has been extremely well
received by digible ingtitutions.

Senator M ASON—AnNd build some difference some times.
Senator Carr—Somereal partnerships.
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Senator MASON—Yes. A regional university, for example, cannot be an Oxford in
Northern Australia necessarily but it can be a university in Northern Australia which has
certain specialities that make it different.

Senator Carr—What we are trying to do is provide the best kit we can for every academic
in the area and for the research students. That means that people at a regional university will
get access to the best the country can provide.

Senator M ASON—Chair, | now have questions on the development of Australia’s future
research workforce.

CHAIR—I think we are done on CRCs, so we could move on.
Senator M ASON—We are finished on CRNs too?
CHAIR—Yes.

Senator MASON—The development of Australia’s future research workforce is clearly
one of the areas of significant importance for the department and the research sector. |
understand the department has established a reference group to continue to undertake the
development of the government’s research workforce strategy. How is that progressing?

Ms Baly—It is progressing very well. The reference group has met on a number
occasions—three or four times. It has a very representative group of people on it, including
the university sector, industry and students—the sorts of people you expect would be
included. There has been a very extensive process of analytical work done within the
department and through some commissioned work that we have had done, and there has been
an extensive consultation process as well.

Senator M ASON—What are the aims of this?

Ms Baly—The aim of the exercise is to look forward to make sure that we have the
capacity within the research workforce for Australia’s future needs.

Senator M ASON—The number of people finishing master’'s and PhD research degrees
has increased exponentially in the last 10 to 15 years. Is it right that over the last little while
the figure is starting to deflate?

Dr Byrne—The trends in recent time have been to see a dight decrease in the
commencements of domestic PhD and Master’s by research students and a dight increase in
the PhD international flow. In completions as well we have seen an increase in the proportion
of international students completing in a timely way compared to domestic students. That
said, overall | think there are two issues here. You are correct to say that quantum-wise there
has been an increase over time, but the policy challenges are quite different than, say, several
years ago. For example, government has introduced participation targets in relation to
undergraduate involvement in university education which in turn have an impact on the flow
of skillsthat are needed in the university sector to provide that training.

In addition, the government has announced critical policy measures, including through
Powering Ideas, around the sort of innovative economy that we want and the sort of skills
base that we need in order to sustain that. The challenge, if you like, has changed. The
guantum is part of the issue and, as | mentioned, needs to be looked at in terms of absolute
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numbers and then in terms of the composition of the commencements and completions by
domestic and international students. In addition, the policy drivers are quite different. So the
landscape is different—and the minister or secretary or Anne Baly may want to add to this—
and | think we need to contextualise the conversation a bit differently.

Senator MASON—I understand that and it is a fair point. Dr Byrne, do you make the
assumption that, from the government adopting the Bradley review and the target of 40 per
cent of Australians having an undergraduate degree by 2025, many more Australians will
undertake research higher degrees? Is that the government’s assumption?

Senator Carr—It is more complicated than that. What you have got is an undergraduate
program in which we are quite likely to see quite significant expansions as a result of growing
demand—that is, we are trying to get higher levels of participation through a change in
funding. Somebody has got to teach those students. We have an expectation these days that
being an academic requires appropriate qualifications.

Senator M ASON—I understand that.

Senator Carr—\We are moving to improve the level of qualifications for academics. There
are too many universities that are having programs taught by people who do not have PhDs.

Senator M ASON—It is an ageing workforce too.

Senator Carr—And on top of that you have got an ageing workforce. So there are two
conflicting trends meeting here. Further, we have got very extensive investments being made
by China, India and other countries, which are directly competing against Australia as pre-
eminent sources of research infrastructure and experts capacity. We used to be regarded as
amongst the best—praobably still are—in the region.

Senator M ASON—I think we still are, Minister, but there are future pressures.

Senator Carr—There are a number of issues here. Our competitive position
internationally is under some challenge and | do think we need to address that question.
Further, we have got a need for Australian industry and the Australian economy more
generally to pick up the level of its engagement with the university system because, by
international standards, deployment of highly qualified researchersis well below par. We have
to lift the level of industry engagement with the research sector. All our programs, | would
like to think, do dovetail. There is coherence to the package that we put through the white
paper. The emerging area is around the question of personnel. We have put significant
investments into the capital side of it—to build the kit, as | say. The question is making sure
we have got the people. In an internationally more difficult environment we do have to
measure up to different levels of challenge. Thisis at a time when the budgetary pressures are
such that we simply need to think in much more creative terms than we have.

Senator M ASON—Let me touch on that because you raise an interesting point. | am not
quite sure of the answer to this myself as thisis very difficult. The Howard government said
Australia had to be upskilled, that we had to train people to increase productivity. | think we
would all agree on that. Minister, there is some talk, and you often hear it coming from
industry and also from parts of the higher education sector, that it is more important, as some
people say, for skills and apprenticeships through vocational and educational training than it is
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for people to get undergraduate tertiary degrees. | am not saying that | agree with that, but |
am saying that it is an argument that | have heard in various places, that if we are talking
about upskilling our country it is more important to look at VET than it is to look at
undergraduate university education. What is your view on that, Minister?

Senator Carr—As you know, | have had a keen interest in vocational education for many
years. | have not resiled from that. The truth is that if you are to build a highly productive
population you need to make sure that you keep a balance in the various range of programs
that are being run and as to the skills that are available for this society, so not just for industry
but for society.

Senator M ASON—You see my point, do not you?

Senator Carr—I do, and | just want to make these two other points for you. First of al, if
you look at gaps in terms of the training regime for this country then there is the question of
management training, which is often neglected in the public discourse, and we are seeking
through this portfolio to do something about that. We are making a big effort to try to lift the
level of skills for management of companies while not neglecting the importance of
vocational education for workers. The other areais a very high level of the PhD program that
needs significant attention, given the changing nature of the needs of this economy. We have
just announced an industrial PhD program, as an example. We were trying to bring a couple of
things together there. We are saying that by international standards we are below par when it
comes to the deployment of PhD students. Industry’s investment is far too low so we want to
encourage greater collaboration, through the universities, by industry investment in higher
degree training as well as supporting higher levels of management training for small and
medium sized enterprises, which we are trying to help with through Enterprise Connect and
various other measures.

Senator M ASON—Fair enough, Minister, but | am noticing, and | am sure you are too, a
certain friction devel oping between universities, on the one hand, and the VET sector interms
of: who is most important for upskilling more Australians for a more productive future? That
came out a while ago on the front page of the Australian, and there have been articles in the
Melbourne Age about this. | suppose my point is this. Where does the government see the
emphasis or do you see them as not being mutually exclusive and that we can do everything?
Can weincrease undergraduate participation along the lines of the Bradley review and also do
PhDs? What is the most important or are they all equally important?

Senator Carr—You cannot neglect any of them.
Senator MASON—I am not saying we should neglect. What is the order of priority? That
isafair question.

Senator Carr—It is about being able to walk and chew gum at the same time. A country
that seeks to be an innovative economy and that seeks to have an advanced technol ogical base
to the maintenance of living standards is going to need all of these things catered for
simultaneously at a time when there is increasing pressure on public sector budgets. So there
are some quite serious public policy questions there.

Senator MASON—I am not saying | disagree with you, Minister.
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Senator Carr—I know you are not, but | will just make this observation. We take the view
that industry has some obligations here aswell. Thisis nhot some sort of cheap privatisation—I
am not interested in that. What | am saying though is that the collaborations between the
public and private sectors have to improve and we have to look to industry to invest more
heavily inits own future.

Senator MASON—Yes, | understand that. The difficulty isthat all of us have to—and how
do | put this—sell the importance of higher education to our congtituencies, and you
understand that.

Senator Carr—We are doing that, and we are saying that the universities can be more
responsive without losing their core values, their enduring values. But it also means that
things like the Industrial PhD provide an opportunity for industry to see the value of having
highly qualified people that can actually train their own workforce. It also provides broader
career opportunities for peoplein this country.

Dr Byrne—Perhaps it is just worth adding that government’s commitment to the strategy
isout to 2020 so it istaking the perspective that thisisalong haul, if you like, and that, as the
minister mentioned, there is a range of actors that have responsibility in the space of the
research workforce. It is not just universities vis-a-vis other sectors of education. It is
obvioudy other trading providers, institutions and industry in collaboration, but for a longer
term perspective rather than a short term.

Senator MASON—That is right. But the big policy question for governments of any
persuasion is: what is the most cost-effective way to upskill a nation?

Dr Byrne—I think the question is a bit different though. The question is: how to build an
innovation nation or an innovation economy and what is the analytic work underpinning it?

Senator MASON—I understand that, but politicians and governments talk in terms of
productivity and that comes from upskilling. How do you do that—not on the cheap—but
how do you do that cost-effectively? It isafair question.

Senator Carr—Yes, itis.

Senator M ASON—Many people are saying—and | am not saying that | adopt this view—
that there should be greater concentration on the VET sector rather than the university sector. |
am not saying that | agree with it, but the argument is certainly around.

Senator Carr—And what we say in response is—and | probably do not do this as
effectively as | should—try to get an understanding of the interrdationship between these
different responsibilities.

Senator BUSHBY —I have just some general questions first. You would be aware of the
Prime Minister's comments in mid-September that government promises made before the
election no longer necessarily apply because of the new environment created by the hung
parliament, and you will have also highlighted some of the policy challenges, particularly
funding challenges, that you have in terms of making priority decisions. Following on from
that statement, can you please advise us whether all of the promises for the Innovation,
Industry, Science and Research portfolio will be kept and, if not, which ones will not be kept?
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Senator Carr—I think that we have a very good track record of delivering on eection
promises, and | can give you chapter and verse, if you like.

Senator BUSHBY—I am asking the question in the context of the new environment as
guoted by your Prime Minister.

Senator Carr—It isour intention to fulfil any promises | have made.

Senator BUSHBY —I look forward to you fighting hard within cabinet if anything changes
as a result of the new environment that currently exists. When you appeared at your first
estimates—

Senator Carr—Some things | might welcome, but that is another question. | made
commitments during our eection campaign in statements—and | do not recall seeing one
from you on election commitments—and | like to compare our respective dates.

Senator WILLIAM S—Carbon and everything else—

Senator Carr—No, in terms of innovation.

Senator BUSHBY —Are you saying that we did not have a policy on innovation?
Senator Carr—I do not recall you having a policy on innovation.

Senator BUSHBY —There was a policy on innovation. You need to get your staff to look a
little bit harder, | think.

Senator Carr—Sorry | missed it.

Senator BUSHBY —It was a very good one too. When you first appeared at an estimates
hearing as the minister for the portfolio in 2008 you said:

We are not about wasting public money. We are about improving the financial position of the
government consistent with our responsibilities as part of the government.

Can you confirm the veracity of the Productivity Commission’'s calculations in their recent
Trade and assistance review 2008-09 publication that the government industry assistance for
that financial year alone blew out to $17.2 billion?

Senator Carr—No, | cannot confirm that, and | have found that, over the time, many of
the assumpti ons the Productivity Commission makes are open to considerable debate.

Senator BUSHBY —Are you aware of that publication, Secretary?
Mr Pater son—Yes, | am aware of the publication.
Senator BUSHBY —Are you aware of the figure that they quote in that publication?

Mr Pater son—I would not suggest to you that | could pull it straight off the top of my
head.

Senator BUSHBY —It is not something that has been brought to your attention?

Mr Pater son—I have looked at the publications, so | am aware of it, but | do not pretend
that every number that passes my desk actually sticks.

Senator BUSHBY—Would you mind taking on notice having a look at that and seeing
whether you agree with their conclusion, particularly inlight of the minister’s comments.
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Mr Paterson—I am not sure about questions to us about competing judgments—whether
we think something is appropriate. We are not expected to respond to questions of opinion.

Senator BUSHBY —Thisis a calculation that the Productivity Commission has done.

Mr Paterson—Yes, but you are asking me for an opinion about a calculation done by the
Productivity Commission. | am happy for the Productivity Commission to respond to your
guestions as to how they reached the conclusion. | am not sure that it is for us, or for me
particularly, to give an opinion.

Senator BUSHBY—No, | am not asking for your opinion. Let me ask the question slightly
differently. Would you be able to indicate to me, in the 2008-09 financial year, a figure that
you consider is appropriate as representing government industry assistance through your
department?

Mr Paterson—The government publishes on an annual basis innovation tables which
provide a very broad whole-of-government position in relation to innovation support
mechanisms that are available. The Productivity Commission’s report does not just ook at our
portfolio, it looks across the whole of government. What you are asking me to do is to pass
judgment on their assessment of the value of whole-of-government assistance across many
portfolios. | do not think that is appropriate.

Senator BUSHBY —The question | just asked you was just in respect of your department.
Mr Pater son—Yes, which will not be the number that you quoted.

Senator BUSHBY —No, but it will form a part of an investigation that we can look at and
see how it all compares?

Mr Paterson—I am happy to take a question on notice that limits the question to this
portfolio and that is not framed in the context of asking me to pass an opinion in relation to it.
If you are asking us to make a calculation as to what we think that number isin réelation to our
portfolio, | am happy to take that on notice.

Senator BUSHBY—Okay. As part of Labor’s signed agreement with the Greens, are you
and your staff, Minister, required to meet with them and/or give them briefings whenever
requested?

Senator Carr—Can | just say this to you, Senator Bushby: if you rang me up and asked
me for a briefing, you would get one.

Senator BUSHBY —I will remember that.

Senator Carr—I have never refused a briefing from any member of parliament while |
have been a minister.

Senator BUSHBY —I accept, on face value, your statement that you are open in that
respect for requests. Is there any formal arrangement in place under which the Greens—

Senator Carr—Get any special arrangement? No.
Senator BUSHBY —Nothing beyond that general open—
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Senator Carr—No special arrangement. Every member of parliament, as far as | am
concerned, is entitled to receive briefings if they go through the due process. There is a due
process.

Senator BUSHBY—I understand your general openness, but is there any arrangement in
place under—

Senator Carr—I do not have any special arrangements. There are no special arrangements
for particular groups outside the Labor Party, of course. | will concede | do have special
arrangements with members of my own party.

Senator MASON—You' ve got your own faction.
Senator Carr—I wish | saw more of them.

Senator BUSHBY —You would also be aware that the agreement with the Greens, signed
by the government, and with the Independents includes provision for those other members of
parliament to seek not just briefings on government policies and programs—whichiis, | think,
what you were referring to—but to participate in the budget process, to have access to key
public servants, to propose new policies and to have those policies analysed.

Senator Carr—These are not matters—

Senator BUSHBY—This is actually a question for the department. Has the department
had a look at that agreement with a view to any impact to its resources in staff requirements
and workloads in order to meet any such demands?

Mr Pater son—We have certainly had a look at the agreement. | think all senior public
servants in this town and elsewhere would have had a look at the agreement. It is difficult to
predict what the nature of the briefing demand may be. Certainly, it has had no impact on our
resources at this time. Do | anticipate it being a resource-intensive exercise for us? No, | do
not. But obvioudly it is a matter that | would have to take under review. It is an agreement that
the government has entered into; therefore, the government has made commitments for
briefing and participation to apply. We, along with all other agencies, would be expected to
meet that commitment.

Senator BUSHBY—BLUt at this stage, because it has not impacted on you, you cannot
gauge or assess Whether it islikely to have an impact?
Mr Paterson—It is not that we have not participated. We have already participated in

briefings, but it has not had an impact on resources in a way that | would need to be
concerned about at this stage.

Senator BUSHBY —Minister, what is your view of Dr Emerson’s recent comment:

We won’'t cop governments cloaking protectionism in this sort of green cloak of respectability, where
it'sjust old protectionism. It's just designed in fact to protect their own domestic industries and they say
now, oh but thisis all so that we can have a cleaner environment. Let’s understand what this is and what
motivates it.

What it actually is all those old protectionist instincts coming out ...

... let’snot believe that thisis all about climate change. Thereis avery clear ... protectionist instinct ...
under this green cloak of respectability and wewon't cop it.
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Shouldn’t that be seen by every Australian as an utter repudiation of many of the programsin
your portfolio that are cloaked in green labels—most notably, the Green Car Innovation Fund
that is largely used to continue to promote traditional technologies and shore up the domestic
car industry?

Senator Carr—Sorry, what did you call them? | have to get these quotes straight. | hope
you can repeat them as often as possible.

Senator BUSHBY—I said ‘traditional technologies and shore up the domestic car
industry’, and if not, why not?

Senator Carr—I see. You do not support the domestic car industry?

Senator BUSHBY—I am not talking about whether we support it or not. | am talking
about the cloaking of it as a green measure.

Senator Carr—That iswhat you just said. | just wondered whether or not the Liberal Party
was now walking away from the Australian car industry.

Senator BUSHBY—Minister, | am asking you the questions; you are not asking me the
guestions.

Senator Carr—I amtrying to help you clarify your question.
Senator WILLIAM S—You would help by answering.

Senator BUSHBY—Exactly. Do you have any comment? Feel free to defend your
programs—that iswhat | am looking for you to do.

Senator Carr—I am more than happy to defend the program.

Senator BUSHBY—Defend the green credentials of these programs, which could be
viewed by others—unlike what you suggested, | am not suggesting at all that they are—as
basically protectionism in a green cloak. There has certainly been commentary about it. Dr
Emerson was certainly very keen to make sure that that does not occur.

Senator Carr—I think you will find that Dr Emerson was actually talking about some
matters that are occurring in Europe in relation to some border protection questions—tariff
issuesin particular.

Senator BUSHBY —So you are not going to comment on—

Senator Carr—I strongly defend the Australian automotive industry and the Australian
workersit employs. It isahighly skilled and very effective group of people.

Senator BUSHBY—BUt isn't your defence of the industry itself, rather than the green
credentials of the programs?

Senator Carr—No, you asked the question. | just wanted to contrast our approach.
Senator BUSHBY —No, | was asking about the green credential s of the programs.

Senator Carr—No, | am defending the Australian automotive industry. | have no trouble
at al doing that; it is a pity the Liberal Party did not, since you are walking away fromiit.

Senator BUSHBY —I think that you will probably find that we did actually assist on quite
anumber of occasions.
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Senator Carr—I am just wondering. In your state, what is the percentage of state GDP
that goes to the automotive industry?

Senator BUSHBY —Thereis some.
Senator Carr—I am glad you are looking after it.

Senator BUSHBY—I find it interesting that your answer to that question, which is about
industry protection—

Senator Carr—You asked me a question about Dr Emerson’'s remarks. | have indicated to
you my understanding of what Dr Emerson was talking abot.

Senator BUSHBY —Your defence of the programs is based on industry protection, rather
than on their green credentials.

Senator Carr—If you have other matters that you want to take up about the trade
portfolio, | suggest you go to that portfalio.

Senator BUSHBY—I am happy with that. | have some research questions. In the last
round of estimates guestions on notice the coalition asked a humber of questions about an
email dated 31 May 2010 that was sent to a range of stakeholders about a new so-called
collaborative development program. In relation to that email, did the research division—

Senator Carr—Sorry, Senator Bushby. | understand there was some inference that you
made before that perhaps | did not appreciate fully about an attack on the Green Car
Innovation Fund. | am wondering if | could ask the secretary to actually inform you of what
we have actually spent the money on, so that you are aware. | think you have got a
misunderstanding.

Senator BUSHBY —I did not attack it; | was asking about your general approach. | used
that as an example. It isa green fund.

Senator Carr—I dothink it isimportant to get the record compl ete here.

Senator BUSHBY —I said | found his answer interesting in that he chose to defend the
program by talking about industry protection and—

CHAIR—Senator Bushby, we are nearly at lunchtime. | am prepared to run alittle bit over.
Unless we want this group to come back after lunch—

Senator Carr—I think we could do it very quickly.

Mr Pater son—The Green Car Innovation Fund is, in fact, in outcome 1, which is coming
up after lunch. So we can deal with that issue after lunch so as not to consume the time on
research. | think it isimportant to be able to identify what is being done under that program.

CHAIR—Certainly. | will give you that opportunity straight after lunch.

Senator BUSHBY—Do you agree with Dr Emerson? That is the first question. Is he
correct? Isthat a statement that you agree with?

Senator Carr—We have dealt with that matter. You have attacked the Green Car
Innovation Fund.
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Senator BUSHBY—I did not attack the Green Car Innovation Fund. | was asking about
the government’s motivation for—

CHAIR—Minister and Senator Bushby, | think we are having a toing and froing argument
rather than asking the questions here.

Senator BUSHBY —Do you agree with Dr Emerson'’s statement that | quoted?
Senator Carr—I think we have already dealt with the matter.

Senator BUSHBY—S0, you are not saying. You mentioned that it was in the context of
Europe. Nonetheless, does the principle apply to Australia?

Senator Carr—No. It isour program. The assumption for your question is wrong.

Senator BUSHBY—No; | am not talking about particular programs. The principle about
protectionism—

CHAIR—Senator Bushby, Mr Paterson has said that he would, after lunch, go through the
details of the program which would inform your questioning.

Senator BUSHBY —I was not going to examples—

CHAIR—Nevertheless, | think we are arguing here without agreeing on the statement. So
either we ask Mr Paterson to do that statement now or we resume this discussion after lunch. |
am happy to do it either way.

Senator BUSHBY —I am happy to leave it at that. Minister Carr indicated no in answer to
the question. That answers my questions.

Proceedings suspended from 12.32 pm to 1.31 pm

CHAIR—We will continue the estimates hearing again with the Department of Innovation,
Industry, Science and Research and outcome 1—innovation and industry.

Senator Carr—Can | just ask if the secretary might be able to draw your attention to the
Green Car Innovation Fund, since that was raised in the previous session, and what the money
has been spent on, which | think will help reassure Senator Bushby that his conclusions are
perhaps misplaced?

CHAIR—Mr Paterson?

Mr Pater son—I will just get the two officers who are responsible for directly managing
the programto provide that statement.

Senator BUSHBY—Keep it as brief as possible because | do have a lot of questions for
innovation and industry.

Mr Sexton—The commitments under the fund now total almost $300 million. There have
been seven announcements to date, and there are a couple that are in the pipeline which we
are expecting will be announced shortly. Four of those announcements to date reate to
funding that is going to the three car companies. Two of those projects concern Toyota. The
first one, which was announced some time ago, related to $35 million for the hybrid Camry to
be built in Victoria. There are employment benefits arising out of that project as wel as
environmental benefits. Secondly for Toyota, we had an announcement only a week or so ago
of $63 million, which relates to a new global engine line. It is a facility that will be built in
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Victoria, which has been competed for around the world amongst the various Toyota facilities;
a facility that has been secured for Australia with a life of at least 10 years and, once it gets
into production, some 100,000 engines are to be developed out of that facility—again, with
some significant environmental benefits.

There is a project supporting the Ford Motor Co., where they have been provided with
some $42 million in assistance to assist in an overall development of several hundred million
dollars—$230 million to be exact—which is very much focused on providing a new four-
cylinder engine for the Falcon vehicle. Again, that secures employment for peoplein Victoria
and agai n has some significant environmental benefits in terms of lower emissions.

We would all be aware of the Holden new car facility in South Australia, where $149
million was committed. That facility will be used to fund the development of a new line for
the purposes of localising the currently imported small vehicle the Holden Cruze. Again, there
are significant environmental benefits and, secondly, it secures employment and jobs for those
people in South Australia. And there are a number of smaller projects which have been
announced relating to the supply chain in the automotive sector, the first one being for Orbital
Corporation Limited over in Western Australia which received a grant of $440,000 to develop
indirect injection technology. The important thing there is that it is a joint project with the
Chinese maker, Changan Automabile. So there we will see technology developed in Australia
which will have applicationin China.

There is a grant of $2.422 million to SMR, an organisation in South Australia. That has
been provided to the company in order to set up a pilot plant to adapt some of their leading-
edge technology in producing side mirrors for vehicles out of lightweight materials.

Finally, Century Yuasa, a battery manufacturer located in Queensland, has received some
$996,000, again to develop improved lead acid starting, lighting and ignition batteries for
conventionally fuelled passenger motor vehicles. So, in most of these cases there is leading-
edge technologies being supported which will have application not only in Australia,
providing jobs and environmental benefits, but in some cases will have significant export
potential.

Senator Carr—And so, Senator Bushby, the claim about this being a protectionist measure
is demonstrably untrue.

Senator BUSHBY —I did not claim that. You want to reread Hansard.
Senator Carr—Well, whoever made the claim, it is demonstrably untrue.

Senator BUSHBY—Nobody made the claim. | was interested in the approach that you
took to defend the program.

Senator Carr—I havejust indicated to you my response.

Senator BUSHBY —While we are on that, | will ask some questions about that. You
outlined how much had been spent on a number of programs, larger and smaller ones. How
much of it remains uncommitted?

Mr Sexton—$507 million remains uncommitted in the project at this time.

ECONOMICS



E 66 Senate Wednesday, 20 October 2010

Senator BUSHBY—And presumably you are working on assessing further projects to
actually spend that?

Mr Sexton—Interest in the program has risen in recent months and there are a number of
projectsin the pipeline, yes.

Senator BUSHBY—ALt the time that the New Car Plan for a Greener Future was
announced, much of the $6.2 billion in funding was justified on the basis of needing to help
the industry cope with the onset of the GFC.

Senator Carr—That is hot true. That assumption is not true.
Senator BUSHBY —You did not make any statements whatsoever that—

Senator Carr—You said ‘much’ of it. It is about transformation of the Australian
automotive industry. There were a number of points that went to the reasons for that.

Senator BUSHBY —But the GFC was a part of that or not a part of that?

Senator Carr—Clearly, the new car plan has ensured that the Australian automotive
industry has survived the global economic crisis.

Senator BUSHBY —We did not have arecessionin Australia.

Senator Carr—I just said to you, clearly the program has allowed that to occur, but you
will recall that the—

Senator BUSHBY —That is quite a big statement.
Senator Carr—It isabig statement. | believeit to be true.

Senator BUSHBY—There may well have been other factors at play that | would have
thought fed into that as well.

Senator Carr—Let me hear about them.

Senator BUSHBY—Not that | necessarily agree, but | am sure the Treasurer made a few
points about what might have assisted as well, quite apart from that.

Senator Carr—I am sure he would agree with what | said.

Mr Sexton—The objective of the program was quite clear, and that was to enhance R&D
and commercialisation of technologies that significantly reduce fuel consumption or
greenhouse gas emissions of passenger motor vehicles. That is the sole objective.

Senator WILLIAM S—Just in relation to the orbital engine and the research into new acid
batteries et cetera, does the department get an update on progress being made through that
research and development or is the funding just given out and then you wait for aresult? Do
you get updated on progress?

Mr Sexton—Indeed, Senator. The money is not handed out in advance. It is paid against
milestone achievements. We keep monitoring those projects and they are only paid if they
achieve the milestones under the grant.

Senator WILLIAMS—So you have seen those milestone achievements? | am especially
interested in both of those: the battery and the orbital motor.
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Mr Sexton—These are very early days in those projects, which were only announced
earlier this year. It is very early days, but we will continue to monitor them as they incur their
expenditure.

Senator BUSHBY —You mentioned there was $507 million uncommitted in the program
or in the fund. Is the fund broken up with the intention to allocate a certain amount of it in
each year?

Mr Sexton—Yes, thereis an expenditure profile.

Senator BUSHBY—Was all of the 2009-10 funding put into that profile spent or
allocated?

Mr Sexton—The profile for 2009-10 was $107 million, and the expenditure at the end of
the year was $108 million.

Senator BUSHBY —What about for 2010-11? What is the profile for that?

Mr Sexton—I will correct that. In 2009-10 there was a total expenditure of $108.456
million. In 2010-11 the budget is $104 million, and at the moment we have expenses of $29
million and commitments of $48 million.

Senator BUSHBY —How much does that leave uncommitted so far this financial year?
Mr Sexton—Thisisin 2010-11?

Senator BUSHBY —How much is uncommitted?

Mr Sexton—Uncommitted? About $29 million.

Senator BUSHBY —So that $29 million remains uncommitted to any contracts that the
government might not have entered into or that, in terms of —

Senator Carr—There are a couple of projectsin the pipeline.
Senator BUSHBY —There are some in the pipeline.
Mr Sexton—Correct.

Senator BUSHBY—But there is nothing that is committed at this point? So, theoretically,
if you cut that $29 million from the program it would not actually cause any contractual
issues?

Mr Sexton—Yes, it would, because there are a number of projects in the pipeline. As |
said, there are a couple which will be announced soon. They will take up some of that
funding.

Senator BUSHBY—Have you entered into contracts with those projects that are in the
pipeline?

Mr Sexton—We have started work on executing agreements with those companies.

Senator BUSHBY —So there might be agreements in principle or heads of agreement.

Mr Sexton—Offers have been made, and they will presumably expect us to honour those
offers.

Senator BUSHBY —Have those offers been accepted?
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Mr Sexton—I believe they have.

Senator BUSHBY —Will they take up all of that $29 million?
Mr Sexton—Not at this stage, no.

Senator BUSHBY —How much would be left?

Mr Sexton—There are further applications in the pipeline. We are only in October. There
will be further applications considered and, to the extent to which they are supported, the
uncommitted funds will fall.

Senator BUSHBY —M inister, on 14 August 2010 Ministers Bowen, Tanner and Swan
made an announcement that another $200 million would be cut from the Green Car
Innovation Fund by Labor if it were re-elected. | am yet to see any public comment from you
about this cut. Have you made any public comment about it and, if so, could you confirm
what you have said?

Senator Carr—I am sure | made some comment on it.

Senator BUSHBY —Are you happy with it—the $200 million cut?

Senator Carr—I do not think that is an emotion that immediately comes to mind.
Senator BUSHBY —Have you made public comment on it?

Senator Carr—I believe | have. If it isa government decision, | would have supported it.
Senator BUSHBY —I understand that.

Senator Carr—There were comments made at Toyota. | did some interviews on this at
Altona, at the Toyota plant.

Senator BUSHBY —On what date would that have been?

Senator Carr—The day we announced the new engine plant—210 September.

Senator BUSHBY —I take it from your comment—mainly directed to the officers at the
table—in response to my question of whether you were happy with it, that that was not
necessarily your—

Senator Carr—It was not my first reaction, | think it would be fair to say. If it is a
government decision, | will be supportingit.

Senator BUSHBY—I understand. You sit in cabinet, cabinet makes a decision and you
will support the decision that cabinet makes.

Senator Carr—I do not think it was made by cabinet, but it was a government
announcement. It was an el ection commitment and it will be implemented.

Senator BUSHBY—BLUt it is not something that you would have put forward as a proposal
to—

Senator Carr—I| do not want to go to the process of ddiberations on eection
commitments any more than | am sure you would be willing to discuss with me the palitical
processes of the Liberal Party in terms of its el ection commitments.
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Senator BUSHBY—The $200 million that is being cut is one of the savings that is being
used to—

Senator Carr—It was announced as an offset.

Senator BUSHBY—Was the decision to make the cut only agreed to on about 13 or 14
August?

Senator Carr—I would have to take that on notice. There was an announcement. If the
guestion is when it was announced—

Senator BUSHBY —The announcement was made on 14 August.

Senator Carr—I cannot tell you any more than that.

Senator BUSHBY —Why can't you tell me?

Senator Carr—Because it is a matter that was determined as a result of an election
commitment.

Senator BUSHBY —At whose instigation was the cut made?
Senator Carr—I am not going into all of that, | am sorry.
Senator BUSHBY —When you were first—

Senator Carr—It was a decision made during the election campaign as an offset to other
announcements.

Senator BUSHBY—Can | ask, then, whether the department was involved in preparing
any advice or briefings about the cut? No?

Senator Carr—It is not a matter for the department.

Senator BUSHBY —I understand that. | am not pressing you on that point because | do not
disagree with what you are saying. As a separate question that related to that matter—

Senator Carr—The department was not asked about it, either.

Senator BUSHBY—That is fine. As aresult of the $400 million in cuts made by Labor in
the budget during the election campaign, is it correct that the Green Car Innovation Fund is
now a $900 million program?

Senator Carr—If you take $400 million from $1.3 million, | think that is what you get,
isn'tit?

Senator BUSHBY —I amjust clarifying for the purposes of the record. What is the process
for how applications under the Green Car Innovation Fund are assessed? | have heard there
are a few in the pipeline. Presumably they are being assessed. How did they get to be in the
pipeline?

Mr Sexton—We are out there promoting the program, and those applications are coming
in through our state office network. We have people in those state offices who work with the
companies in order to ensure that they put their best foot forward in terms of the detail in the
applications. Those applications are then assessed as to eligibility and to see that they satisfy
the various requirements of the program. Those applications then go to an automotive
committee of the Innovation Australia board, which is a technical committee which examines
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those projects and makes a consideration and makes recommendations to the program
ddegate. If those applications are for grants in excess of $10 million, they go to government
for consideration and a decision.

Senator BUSHBY—When you are looking at the financial circumstances of applicants,
which | presume you do as part of that, to what extent are their broader financial
circumstances taken into account?

Mr Sexton—The applications are judged against a series of merit criteria. They go to: the
extent of the reduction in the passenger motor vehicle fuel consumption on greenhouse gas
emissions that are going to be the outcomes of the particular project; the technical merit and
the extent and calibre of the innovation that is to be generated; the capacity and capability of
the applicant to undertake the project, including their management capability; the
commercialisation potential of the outcomes of that particular project; and the contribution
that the project would make to the overall sustainability and competitiveness of the Australian
industry. They are the merit criteria against which we assess the projects.

Senator BUSHBY—Okay. Minister, you purportedly made a statement about the
government investment in these projects to a journalist, and | want to check it with you to
make sure it is an accurate statement.

Senator Carr—When did | do this?

Senator BUSHBY—I have a copy of the article here somewhere, so | will hunt it out. |
will give you the quote and then you can—

Senator Carr—What is the source please?

Senator BUSHBY—I think it is actually a web based report. The quote was in respect of
the formula for government investment in these projects. You are quoted as saying,

“1t doesn’t have to be three-to-one. We are prepared to come lower than that ...
“There's some flexibility on the three-to-one....
Does that sound like something you said?

Senator Carr—That isright.

Senator BUSHBY —Can you tell us how that would work in practice?

Senator Carr—First of all, al that happens with all of these projects is that there is an
assessment made by officers. It is not made at a political leve; it is made independently of the
government. Each project is assessed on its merits and they are in two streams. The first is
applications seeking $5 million or more, the ratio of greater than three to one, and the
recommendation comes to me from the innovation board. That is an independent assessment
process, so officers look at it, a recommendation is made by the innovation board as to

whether or not the project should be supported and then that comes to me. The
recommendations that invol ve spending more than $10 million are considered by cabinet.

Senator BUSHBY —In relation to the three-to-one formula though, a fact sheet about the
Green Car Innovation Fund on the Auslndustry website still quotes the three-to-one formula.
If you are saying that there is a flexibility—

Senator Carr—There is some flexibility around that issue.
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Senator BUSHBY—How do you actually introduce that flexibility, given that there is a
requirement?
Senator Carr—I will get one of the officersto deal with the specifics of the guidelines.

Ms Kennedy—The flexibility around the one to three resides with me as the program
delegate. An applicant can seek funding greater than the one-to-three ratio. To do that, they
have to meet all of the five merit criteriato a very high level and put forward a business case
identifying exceptional circumstances that would warrant that.

Senator BUSHBY —S0 is that apparent to a potential applicant who might be looking
through the website seeking information?

M sK ennedy—Thereisinformation in relation to that in the customer information guide.

Senator BUSHBY —The customer information guide explains that you can get more than
three to one on those circumstances.

MsK ennedy—That is correct, yes.

Senator BUSHBY—Thank you. How was the $63 million figure calculated for the
recently announced grant to Toyota for its Altona plant? I's that based on the old guidelines of
three-to-one funding or some other calculations?

Mr Sexton—It is based on the three to one.

Senator BUSHBY—On what date was management at Toyota advised that its Altona
application was successful ?

Mr Sexton—We will have to take that on notice.
Mr Pater son—It was announced on 10 September.

Senator BUSHBY —I understand you will take on notice the date Toyota was advised.
What date was the agreement with Toyota signed?

Mr Sexton—In relation to that particular project?
Senator BUSHBY —In relation to the Altona application.
Mr Sexton—The agreement has not been executed at this stage.

Senator BUSHBY—Minister, there are press reports that you and the Prime Minister
personally met with Toyota management in the days before the announcement; is that correct?

Senator Carr—I do not think it was the day before the announcement.
Senator BUSHBY —'In the days before’ | said.

Senator Carr—Yes, that is correct.

Senator BUSHBY —Can you tell me the date of that meeting?

Senator Carr—I would have to take that on notice, but it was some days before. If you
can bear with us, we will check that.

Senator BUSHBY —Certainly.

Senator Carr—The meeting occurred on the ninth. That was the day on which we advised
Toyota. The announcement was made on the 10th.
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Senator BUSHBY —When was in-principle agreement reached with Toyota to provide the
funding? That would have been on the ninth as well?

Senator Carr—Yes.

Senator BUSHBY —lIs it true that you were first approached by Toyota to consider the
Altona grant in the first half of 2010?

Senator Carr—It may well have been earlier than that. It was in 2009.
Senator BUSHBY —So early 2009 or |late 2009?

Senator Carr—The gestation of this project was over two years.
Senator BUSHBY —I was going to ask about that. What was involved?

Senator Carr—The economic crisis was a major setback. Then there were other issues
with regard to Toyota's global position. Senator, | am sure you would be aware that there are
not too many of these plants that have been announced by companies anywhere in the world
since the onset of the economic crisis. | think there might be one in India. There have been
some refurnished plants in some parts. Thisis a very highly contested and highly competitive
business. It was very fortunate that we were able to secure this program. We stuck at it for two
yearsto secureit.

Senator BUSHBY—So0 you are saying that part of the time line was to actually get Toyota
acrosstheline?

Senator Carr—This is a project involving very large sums of money in a period when
there is intense competition for capital investment and during a period when Toyota itsdlf is
under considerable strain. My recollection is that it was the first time on record that it actually
lost money internationally. There were massive questions about the future direction of the
company. There were some pretty serious issues that we had to deal with with the company.
The Australian management of the company was very keen to pursue this project, but it is up
against 30-odd other branches. | do not know precisely how many branches there are in
Toyota, but there was considerable competition for this plant. My recollection is that there are
only five places in the world that make this vehicle. Thisis the next generation.

Senator BUSHBY —When you say that five places make this vehicle, are you talking
about the hybrid Camry?

Senator Carr—Five Camry engine plants.
Senator BUSHBY —For any Camry?

Senator Carr—Ones that will make this particular series of engines. There are a number
of variations of the engine. This is a highly competitive business. It puts Australia at the
leading edge of the deployment of a technology which will be a critical part of the next two
models of Camry. It has huge implications in terms of future export arrangements for Toyota
and as a conseguence it is a major achievement of the Green Car Innovation Fund to secure
thisinvestment at this particular timein particular.

Senator BUSHBY—Thank you for explaining all of that, but | was particularly interested
in the context of the time that it took from when you were first approached. | understand from
your answer where you were coming from with that. Is $63 million categorically the full
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amount that the government will be providing to this project? Can you confirm that no extra
money has been set aside for it, or promised to Toyota for it, or in the pipeling?

Senator Carr—No, thereis no other.
Mr Sexton—The $63 million will be the value of the deed contract we enter into.
Senator BUSHBY —Okay. Thank you.

Senator Carr—We put al the grants upfront on the public record on the website. It is a
requirement of the act.

Senator BUSHBY —I also did say ‘inthe pipeline'. | mean, there are some in the pipeline.

Senator Carr—Can | just give you the process that we have adopted here, which is
different from some other governments’ ? We have no trouble with that. We argue the case out
on the merits of the project and all of that is publicly declared.

Senator BUSHBY—How much is the Victorian government contributing to the Altona
engine plant?

Senator Carr—That is a matter for them to determine. That is a matter for their
declaration.

Senator BUSHBY —Isit part of the agreement that you have with Toyota? Is it dependent
on Victoria putting in that amount of money?

Mr Sexton—No, the agreement that we will have with Toyota when it is executed will
simply focus on the $63 million that we are providing.

Senator BUSHBY—So there are no terms in there that reflect and make anything
conditional in that agreement on the Victorian money?

Mr Pater son—No doubt Toyota has an agreement of that nature, Senator.

Senator BUSHBY —I beg your pardon?

Mr Pater son—I said no doubt Toyota—

Senator BUSHBY —I am sure they are pretty keen on tying them down. That is right.

Senator Carr—I might just make clear, from the terms of the correspondence on this
issue, that we do require coinvestment but the extent of the coinvestment is a confidential
matter. Contracts that we enter into—

Senator BUSHBY —When you say ‘ coinvestment’, coinvestment by Toyota?

Senator Carr—Of course by Toyota but also by the Victorian government in this case. We
have a series of these types of arrangements with state governments, because we are trying to
encourage a higher level of leverage in terms of the investment and also, though, there is the
point the officers have made, that the contracts go to the Commonwealth expenditure, which
is the nature of those contracts. But in terms of our negotiations with Toyota, we did make it a
condition that they were able to attract money from other sources.

Senator BUSHBY —So thereis a condition.
Senator Carr—On the offer.
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Senator BUSHBY —On the offer.

Senator Carr—But that is a different question from the deed that the officers are speaking
of.

Senator BUSHBY —But it will be read into that contract if there was ever a dispute from
the Commonwealth’'s perspective to say that Victoria did not put money in.

Senator Carr—The relationship that Toyota—that TMC—has with the Victorian
government—

Senator BUSHBY —I am sure the outcomeis very unlikely.

Senator Carr—No, but it was conditional on—

Senator BUSHBY —You mentioned that you were trying to tie other state governmentsin.
Senator Carr—The same principles.

Senator BUSHBY —Are state governments contributing to any of the other programs?
Senator Carr—Yes.

Senator BUSHBY —Which projects?

Senator Carr—Holden—General Motors-Holden's, for instance.

Senator BUSHBY —I am happy if you take that on natice, if you like.

Senator Carr—I can just say to you that there has been a series of them. As | say, as a
general principle | try to encourage partnerships across the industry and across government.
That is the policy intent and my recollection is that most of the major projects do involve
coi nvestments from state governments.

Senator BUSHBY —Okay. Do any not?

Senator Carr—I cannot recall any of the major ones. We just have to check, but there
were others.

Mr Pater son—We will respond in writing, Senator—
Senator BUSHBY —Thank you.

Mr Pater son—on which do and which do not, but | think from a layman’s point of view, if
we use the Toyota hybrid engine plant as an example, we have an agreement with Toyota.
Toyota has an agreement with the Victorians. Toyota is obligated to meet its milestones of
investment and the like with us to get access to the Commonweal th resources.

For some reason, were the unlikdy event—in your words—to occur and were the
Victorians not to put their money in, that is a matter for Toyota and the Victorians because that
is a separate agreement to this one. For the Commonwealth to make the offer in the first
instance it needed to be satisfied that there was co-investment, but the deed only applies in
relation to the Commonwealth resources and is a deed between the Commonwealth and
Toyota.

Senator BUSHBY —Just to get that straight, if the deed between Toyota and Victoria fell
over for any reason, that initial offer requiring co-investment has been superseded by this
agreement?
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Mr Pater son—No. That would then be a separate legal matter that Toyota would need to
deal with because no doubt it will have a deed with the Victorian government about them
providing money to Toyota on certain conditions. So there will be two separate legal
instruments—that is, the Victorian and the Commonwealth. We are not a party to theirs; they
are not a party to ours.

Senator BUSHBY —I understand they are separate legal agreements, but the initial offer
forms an agreement as well.

Mr Pater son—But before the offers have been made in the first instance the government
required co-investment, and no doubt that was the position taken by the Victorian
government.

Senator BUSHBY—I could go into that a little bit more, but | am conscious of the time
and other things that need to be asked about. So | am going to move on to ‘ cash for clunkers'.

Mr Pater son—We have no such program.

Senator BUSHBY —I know, but | am going to ask some questions at least of the minister
and the department about where you may be in assessing the election promise in that regard.
First of all, isit correct that the department provided the minister with a brief on the idea of
implementing a ‘ cash for clunkers' -type schemein Australia during his first term?

Senator Carr—No, not on the implementation of such a scheme.
Senator BUSHBY —The idea of devel oping such a scheme?

Senator Carr—No. | am going on memory now, but | receive from time to time advice on
international developmentsin the automotive industry.

Senator BUSHBY —Obvioudly there were similar schemes internationally but in terms
of—

Mr Paterson—Can | answer that. | think the question is. did the department provide
advice to the minister for consideration on the implementation of a ‘cash for clunkers, in
your words, programin Australia? The answer to that question is no.

Senator BUSHBY —Okay.

Mr Pater son—Have we advised the minister in reation to programs of that nature that
operatein other places? Yes.

Senator BUSHBY —But not with a view to the feasibility of doing something like that in
Australia?

Mr Pater son—We have not put forward a proposition for the adoption of a scheme of that
nature.

Senator BUSHBY—You have not put a proposition forward. Have you responded to a
regquest from the minister?

Senator Carr—No.
Mr Pater son—For a scheme of that nature?
Senator BUSHBY —To examine the feasibility of such a schemein Australia?
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Mr Pater son—No, we have not.
Senator Carr—No.

Senator BUSHBY—Since the election, have you undertaken any briefing work on the
feasibility of such a scheme in Australia?

Mr Pater son—Since the e ection? The government during the election campaign made an
election commitment to introduce a clean car rebate scheme and we have been given the
responsibility for the administration of that scheme. So have we provided advice on the
potential implementation of that announced scheme?

Senator BUSHBY —Yes.

Mr Pater son—The answer to that question is yes.

Senator BUSHBY —When was that brief provided to the minister?
Mr Pater son—On 18 October.

Senator BUSHBY —Presumably that brief would have had advice in it about the total cost
to government of deve oping and running such a scheme?

Mr Pater son—I think there was an earlier brief on 8 October as well. So we have done at
least two briefs—one on 8 October and one on 18 October. These are briefs associated with
the announced design of the scheme and the issues that we need to consider in terms of how
the scheme might be implemented.

Senator BUSHBY —Okay. So those two briefs were the first time you provided advice to
the minister about a scheme of this type?

Senator Carr—Wasthat 8 October?

Senator BUSHBY —It is 8 October and 18 October?
Senator Carr—I have not seen 18 October.

Senator BUSHBY —Itis8.

Senator Carr—I do not think | have read 18 October yet.
Mr Pater son—That was, in fairness, two days ago.

Senator Carr—Yes. | have been at estimates for the last two days, so there is a good
chance | would not have read that particular—

CHAIR—You should be doing your work back in your office.

Senator BUSHBY—What are you doing between 11 o'clock and six o'clock in the
morning?

Senator Carr—But there is a document from 8 October.
Senator BUSHBY —Okay. That isright.
Senator Carr—I am not at liberty to discuss that with you yet, Senator.

Senator BUSHBY—I am going to quote your favourite source of information for the
Liberal Party and that is the media.
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Senator Carr—Which paper isthis?

Senator BUSHBY—This is actually a website news report, goauto.com.au, of 25 March
20009. It has a nice picture of you.

Senator Carr—Yes.
Senator BUSHBY —It states:

Industry minister says tax break will work better than expensive scrappage scheme.
Senator Carr—Yes.

Senator BUSHBY —If you read through that, it actually talks about how your department
has estimated the cost of the scrappage scheme at about $1 million, depending on the age cut-
off and the amount offered, which suggests that some advice has been given to you about a
pilot scheme.

Senator Carr—There would have been discussions about the equivalent types. It was
based on international experience, if | remember that quote. What | was doing there was
contrasting the proposition that was being put to me, if my memory serves me correctly, by
some motoring organisation that wanted to follow a similar course. | think that was the
context. We said that the investment allowances that we had introduced at the time—and |
think that was the context of those remarks—were more effective.

Senator BUSHBY —Yes. ‘ Industry minister says tax break will work better than expensive
scrappage scheme' isthe headline. It states further:

“The difficulty is that it's extremely expensive and there are finite resources for the government,” Mr
Carr told GoAuto this week.

Senator Carr—What? Do you think that iswrong?
Senator BUSHBY —It states further:
It provides a benefit for a tradesman.

No, what | am saying is that you rejected outright a scheme which, basically, has the
government—

Senator Carr—No, what | said was that, in the context of the investment allowances, it
was a more effective way to pursue at that time.

Senator BUSHBY —S0 what has changed since then? Nothing?
Senator Carr—It isan entirely different matter now. There are differences between—

Senator BUSHBY —Between what? You mentioned an organisation—I think it was the
Motor Traders Association of New South Wales. You are saying that there are differences
between what the motor traders were calling for.

Senator Carr—There are different circumstances.

Senator BUSHBY —Different circumstances—or you did not consider or your department
did not consider at that time a program that has characteristics of the one that you are looking
at developing now?
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Senator Carr—I do not think there is more that | can add that is not already on the public
record.

Senator BUSHBY—The public record suggests that at that time you rejected the concept
of a government paying for, basically, the scrappage of cars in order to promote a desirable
outcome.

Senator Carr—In the context of whether it was better to invest through the investment
allowance—

Senator BUSHBY —I do not think that the motor traders association was saying when they
called for it, * Scrap the investment allowance and give us this.” They were just saying, ‘' Give
usthis.’

Senator Carr—No, | think they made the call before the investment allowance. That is
what | was saying—that the investment all owance was more effective at the time.

Senator BUSHBY —And does that investment allowance still continue?

Senator Carr—No.

Mr Pater son—No, it was a time limited one. It was not within our portfolio, as | recall.
Senator Carr—I think it ended on 30 June—

Mr Pater son—This year.

Senator Carr—This year or last year? 20097 | think it was 30 June 2009. | will stand
corrected on that; it was not a program administered by this portfolio, but it was an
announcement of the government at the time to support the industry by providing a tax break
at the time to encourage the purchase of vehicles.

Senator BUSHBY —Given the similarity between the Cleaner Car Rebate program, as
announced during the election campaign, and calls for similar types of programs that had
occurred earlier, which the minister had made comments about that were not that endearing,
were you consulted about the announcement?

Senator Carr—I| am sorry; | cannot go into the processes of election commitments,
preparations or announcements.

Senator BUSHBY —So you are not prepared to say whether you were—

Senator Carr—No, | am afraid that is not a proper matter for the estimates committee as
to what the Labor Party did during the election campaign in regard to its election
announcements.

Senator BUSHBY —The reports suggest that you were absolutely livid when you found
out that the Prime Minister was going to announce it.

Senator Carr—Lots of reports in lots of newspapers that we have discussed on many
occasions. Senator, | would be surprised if you suddenly become a convert to the view that
because it isin a newspaper it isright.

Senator BUSHBY—No, but they often indicate and point you in very interesting
directions. So were you happy with the announcement when it was made?
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Senator Carr—I do not think there is anything further to be added to this line of inquiry.

Senator BUSHBY—For Labor to introduce this kind of program after it was what | would
term comprehensively rejected by the minister responsible only last year—

Senator Carr—Wall, no, | was not responsible. At the time the commitments were made it
was a matter for the department of the environment—or is it Climate Change?

Senator BUSHBY —When the Motor Trades Association was calling for it, | would have
thought it was thinking more about it from an industry support level.

Senator Carr—The undertakings were made as part of the climate change program.
Senator BUSHBY —In the el ection campaign?

Senator Carr—Yes.

Senator BUSHBY —So why are we talking about it here today?

Senator Carr—Wall, you are the one who raised it.

Senator BUSHBY —But isn't it going to be run through your department?

Mr Paterson—Can | help on this? We clearly were not involved in any of the issues
associated with the announcements during the election campaign. At the time the
announcement was made, this was a program where the policy responsibility was to be with
the department of climate change, and Auslndustry was going to deliver the program.

Senator BUSHBY —Right.

Mr Pater son—Since that time the policy responsibility for this program has come to us, so
we will have policy responsibility for it as well as the administration of the program.

Senator BUSHBY—Is that something that you sought, Minister? You wanted the policy
responsibility to go with the administration for neatness reasons or other reasons?

Mr Pater son—I know that was a question to the minister but—

Senator BUSHBY —Npo, it was for the minister. | was wondering whether he asked for it
all to be brought to him.

Senator Carr—I do not recall an invitation being sought on this matter.

Mr Pater son—To clarify a point you made earlier, Senator, you drew similarities between
this program and programs that had been discussed at earlier times—

Senator BUSHBY —Yes.

Mr Paterson—that you described with a different label to the program that we have
responsibility for administering. But there are differences between those programs. The
program announced was essentially directed towards the cleaner and safer outcomes
associated with these. This program has a defined green star rating for eigibility. We still
haven't worked through all the operational details of the program, but it is clearly focused not
as an industry measure but as a measure associated with trying to change the construction of
the fleet, if | can call it that.

Senator BUSHBY —And yet it is being run now through Ausl ndustry.
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Mr Paterson—We run a variety of programs both for our own department and for other
departments. You cannot draw things from the fact that Auslndustry is delivering the program.
It is adelivery capacity that is available to the government and we deliver programs for other
departments. That was the original intention. It is just that with the machinery-of-government
activities that have taken place since the outcome of the election, we now have responsibility
for it. But it isnot an industry program or to be described in that way. It is about changing the
nature of the car fleet.

Senator WILLIAM S—Just on this cash for clunkers, how much is the budget for this
program to proceed?

Mr Pater son—I am happy to respond to your question, Senator, but—
Senator WILLIAM S—You are not too sure as yet?

Mr Pater son—No, we know what the budget profile is for the program, but | made the
point with Senator Bushby earlier that we do not run a cash-for-clunkers program. What we
do run is a Cleaner Car Rebate program. If the question is associated with the Cleaner Car
Rebate program—

Senator BUSHBY —MTr Paterson, you have got to keep up.

Mr Paterson—No, | am not being obtuse, but they are different programs and a lot of
things are attributed to this program by association with a program that was adopted in the
United States, and they are different.

Senator WILLIAM S—Mr Paterson, | was just thinking the other night about what part of
a motor vehicle is made from renewable resources. | thought if the carpet were made out of
wool that would be renewable. If the seats were made out of leather with the constant
slaughter of cattle et ceterathat is renewable. But | could not think of anything else in a motor
vehicle made from—

Mr Paterson—By way of example, an Australian company has developed technology
which uses former PET bottles to make carpet which goes into motor vehicles—

Senator WILLIAM S—What sorts of bottles?

Mr Pater son—PET—these sorts of bottles. They are recycled into fibres which are then
made into automotive carpets.

Senator WILLIAM S—Do those bottles come from a finite resource?
Mr Pater son—The fact that they are a renewable—

Senator WILLIAMS—You are turning over another resource, but it still comes from a
finite resource.

Mr Paterson—If you adopt that definition, then everything is a finite resource, even
renewabl e resources. Trees are a finite resource.

Senator WILLIAM S—I disagree with you totally there. We have renewabl e resources and
we have resources that can turn over al the time. Growing food, growing vegetables,
livestock et cetera—they are not finite resources. If something is dug out of the ground or
pumped out of the ground, such as minerals or rock or whatever, they are finite resources.
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They will run out in time. The point | make is this: this policy is about getting vehicles off the
road and wrecking them and using up more finite resources. | know that L otus has made a car
out of Indian hemp. It does not smoke. But hemp is a very good product as far as renewable
resources is concerned. You can use it for building products and everything. We are doing
some work in the Ashford community at the moment. They were growing hemp last year and
it has been very successful. When you look at a car, except for the woollen carpet or the
leather seats, | cannot think of anything else that comes from a continuing resource; the rest of
the vehicle comes from a finite resource. The more you crush up and throw in the bin, the
more you are using up finite resources that will one day run out. You cannot keep digging the
hole in the ground and expect it to go on forever.

Mr Pater son—Some of the issues that we are dealing with in the design of the program go
to the nature of the recycling activity that is undertaken in relation to the vehicles that are
scrapped and how you can develop a program that makes sure that when the vehicle is taken
off the road there is a recycling plan available and where those recycling facilities might be
available. So we have to work through that operational detail.

Senator WILLIAM S—No doubt this policy will put a floor on the value of a second-hand
car, will it not?

Mr Paterson—There is no doubt that any intervention in the marketplace can have an
impact on relative prices.

Senator WILLIAM S—So school leavers heading off to university, particularly those from
regional areas, who perhaps have to have a motor vehicle may well pay more for their motor
vehicles asaresult of this.

Mr Pater son—Not really. There will be some impact on relative prices. But, depending on
how the scheme finally operates, this does not have to become just a trade-in value. There will
be an opportunity to identify the scrappage of a vehicle for a price with an appropriate
recycling facility and then get the government rebate off the purchase price of a vehicle. So
those transactions can take place separately in the marketplace.

Senator WILLIAM S—I will watch this one with interest, Mr Paterson. | think this might
even overrun the ceiling batts program.

Mr Paterson—I can assure you that, if we have responsibility for running this program,
you will not need to hold that fear.

Senator WILLIAM S—Time will tell.
Mr Pater son—Time will.

Senator PRATT—The Supplier Access to Major Projects program is delivered through the
Industry Capability Network. | understand that there has been a funding boost to that
program. | am particularly interested to know about how that program is intended to assist
Australian companies find opportunities within liquefied natural gas projects in Western
Australia.

Mr Lawson—The Industry Capability Network is a network run by each of the states, with
Commonwealth support to provide the national framework, national board and the I T system.
There has been a SAMP program for some time, a competitive grants program that the ICNs
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have applied to for assistance. The Western Australian ICN has been supported in getting
money for working onthe LNG, oil and gas projects.

More recently, there was, as you say, the increase in resourcing for the SAMP program
provided for the state based ICNs to employ sector managers in various sectors. One of those
sector managers is in the oil and gas sector and is appointed in Western Australia. Part of the
exercise is that they should operate nationally, and in this area collaborate with Queensland
and New South Wales in particular. So a specialist has been appointed with Commonwealth
funding to the state based ICNs to focus on this area to ensure that the activities of the ICNs
around the states work collaboratively to do that.

The sort of activity that they do is collect information on Australian industry capabilities.
That is put up on a website so it is available to all of the experts around the country. They
engage with the major project proponents to find out about their needs, and they also explain
to the major project proponents issues about the structure of Australian industry so that their
tender packages can be structured in away so that Australian industry can compete effectively
for those tender packages. If they structure them too big or too small, so they do not suit the
capabilities in Australia, it can mean that people who should have opportunities do not have
opportunities.

Senator PRATT—Can you give some examples of what kind of work companies might be
bidding for as part of the liquefied natural gas projects in Western Australia? | can certainly
think of examples myself, but | aminterested in some of what has taken place. A large amount
of what the Australian companies are doing is stuff that can only be done in Australia because
of the logistics, and then thereis a cohort of work that is being competed for internationally. It
seems to me that it has been quite difficult for Australian companies to compete effectively
for that work, so | am interested in what framework will actually assist Australian companies
to enhance their competitiveness for that kind of work.

Mr Lawson—The focus has been on trying to target that contestable work because, as you
say, there will be some material that of its nature will happen in Australia and there will be
some that probably through intellectual property ownership is only going to happen offshore.
There are always aspects where there is contestable work. Sometimes they are the subsets of
broader functional units. Often the home team has an advantage in the whole-of-life
maintenance of projects in getting them partnered with original equipment suppliers from
offshore, so they get involved increasingly in that sort of work.

The ICN activity is about trying to match the opportunity and capability. It works in
collaboration with Enterprise Connect, which is the program that assists Australian industry to
boost their capabilities. That provides a series of business reviews and ongoing support for
companies to improve their competitiveness and their capabilities.

Senator PRATT—What are the major challenges for companies who are seeking to bid
competitively for work in thisindustry?

Mr Lawson—Some of them need to innovate more. There are some sectors that need to
increase their capabilities. A number of them in the metal fabrication area have quite a bit of
work to do on lean manufacturing.

Senator PRATT—On what?
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Mr Lawson—Lean manufacturing—that is, being really efficient in their manufacturing
processes so they can achieve the price points that are necessary.

Senator PRATT—S0 what kind of strategy needs to be put into place to help such
companies that are bidding for specifically that kind of work to reach those benchmarks?

Mr Lawson—That is where the Enterprise Connect link provides that capability. We have
the supplier advocates visiting companies and indicating to them as a business leader—you
really need to lift your game—

Senator PRATT—So Enterprise Connect will work through with those companies exactly
what they are going to need to do to look as competitive as the kinds of company they are
likely to be competing against?

Mr Lawson—Precisely. | am not the Enterprise Connect person—and | will get in
trouble—but we work with them. These various aspects need to be interlinked so that you get
a whole-of-government response to the needs of the companies. A review is done by a
business adviser on the issue that company is facing. It identifies the particular issues of that
particular company. On some occasions they also do some international benchmarking on
how they compete within their sector.

Senator PRATT—How does the international benchmarking process work? | have
certainly seen that as an issuein the past.

Ms Zielke—The work that Enterprise Connect does with individual businesses is actually
to go into the business, work with them over a period of time to identify what their strengths
and weaknesses are and actually come up with a plan on how to improve their capabilities.
Largely there is a focus on their management capability but, as my colleague said, also a
focus on things such as lean manufacturing. It might be how they are managing their cash
flow. Do they have an understanding of what their market opportunities et cetera are in that
regard?

In relation to market opportunities, the program does assist in providing some advice,
possibly from Austrade, for example, in relation to what opportunities there might be
overseas, or by using ICN in relation to what their opportunities are here in Australia that then
lead to overseas opportunities as well. Of course, the program is targeted at increasing their
competitiveness generally across the firm.

Senator PRATT—How competitive is Australian industry in bidding for these projects
currently?

Mr Lawson—It is highly variable. | think companies exist rather than industries. Some of
them are very competitive and some are very uncompetitive. That is reflected in their success
and otherwise in those exercises. That is a thing about companies.

Senator PRATT—I know that my next questionis alittle bit outside this portfolio, but it is
certainly linked. One of the issues we consistently come across in Western Australia is skills
shortages. Indeed, the large natural gas projects poach skills out of other parts of industry. It
could be pipeline industries or any number of different trades. In part some of that is being
perpetuated by the failure of Western Australian companies, for example, to successfully bid
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for this work so there are more people getting trade skills and apprenticeships going through
the system.

Ms Zielke—Anacther facet of what Enterprise Connect does is also encourage collaboration
between firms, hence our connection with ICN as well in that regard. An example | can give
you is a group of Tasmanian engineering firms. They have been involved in producing
underground mining equipment—trucks—for various players. There have been some changes
in the market in that area and as a result we are now working with those firms to ook at what
they can do in the defence industry and actually get them working with companies from the
defence sector to understand what their capability requirements are and to see what new
opportunities there are in that regard.

We are doing the same with some companies in the mining sector going into defence and
vice versa as well. What we are trying to do is look at where capabilities and skill sets are
similar across sectors and get companies to work as networks in relation to improving their
capability. We are finding that that is opening up new opportunities for them as well.

Senator PRATT—Just one last question. Have you been doing similar work to that at the
Australian Marine Complex in Western Australia? | am happy for you to take that on natice,
but what can you tell me about whether there is any support through Enterprise Connect or
SAMPfor projects that might come forward through AMC?

Mr Lawson—I think we will have to take it on notice. | am pretty sure somebody at least
has visited them a couple of times, including myself in the past. But what we have been doing
recently | need to take on notice.

Senator BUSHBY—I had not finished questions about the cash for clunkers. | just have a
couple of questions more.

Senator PRATT—I did not mean to delve into Enterprise Connect specifically.

Senator BUSHBY—NOo, that is all right. | mention the Clean Car Rebate scheme. Earlier
you were talking about the environmental benefits of the scheme, and that is how it was
originally set up. Given that the price of carbon abatement under the Rudd government’s
shelved ETS was less than $30 per tonne, | would like to do a comparison of how cost
effective this scheme would be environmentally. Can you tell me what the price per tonne
would be under the clean car initiative?

Mr Paterson—I think the final design of the scheme will influence that. We have not
settled the final design of the scheme with government at this stage, Senator.

Senator BUSHBY —Are you aware of any publicly released assessments of what the cost
might be per tonne?

Mr Paterson—I think there has been some public commentary in relation to it. | do not
believe there have been any publicly rel eased assessments.

Senator BUSHBY —In terms of that public commentary, have you had alook at any of the
analyses that have been included in that?

Mr Pater son—I| am conscious that there has been some work done in this area. There was
aquestion raised in the climate change estimates in relation to modelling on this issue which |
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am aware is a question that was taken on natice in those estimates. To the extent that there has
been modelling undertaken on the cost per tonne of emissions that might be abated in that
context, | think it would be appropriate for us to wait for that response to the question on
notice.

Senator BUSHBY—Obviously some of the public comment and analysis that has been
conducted by other than you, or probably from the climate change department, suggests it is
somewhere around the $400 per tonne mark.

Mr Pater son—I am aware of commentary that has asserted that.

Senator BUSHBY —Do you think, from what you understand and what you have done and
the program that you are putting together, that is a likely outcome or a possible outcome?

Mr Pater son—It does depend very much on the end design of the program.

Senator BUSHBY—That is right. So how far down the path are you in terms of designing
it?

Mr Pater son—We are raising a number of questions about the design and i mplementation.
| do not want to go into the detail of those because they are matters in relation to which the
minister has not yet, by his own evidence today, even read the most recent brief. He has not
yet seen it. So there are matters of design that we are seeking guidance on, and until those
design issues are finally settled it would be difficult for us to predict what the abatement costs
might be. But there were a number of objectives identified at the announcement of the
program. Emissions reduction, by its very name—the Cleaner Car Rebate—is a key objective
in relation to the program but not the only one.

Senator BUSHBY—Absolutely, and the minister made that point earlier—that the main
objective was environmental rather than industry support. We will look forward to the
modelling coming back within the time lines from the climate change department. | have a
final question on this. A number of observers have pointed out that there is very limited
incentive for potential sellers to simply get $2,000 for their car to make a deal viable. Thisis
particularly the case given that used cars in Australia tend to have a much higher value for a
similar car of similar year than they do in alot of other Western nations particularly. That isa
bit of a bee in my bonnet, but it has to do with some of our car import rules and a number of
other matters. But, given that cars do hold their value better—it sort of touches on what
Senator Williams asked earlier—will $2,000 actually provide sufficient incentive for people
to go and trade in their car when most older cars in reasonable condition are probably worth
that in a trade-in anyway?

Mr Paterson—As | said in response to Senator Williams's observations earlier, it does not
automatically align the scrappage from the transaction with the purchase of the new car. So
depending on the design of the scheme you can have a scrappage arrangement for which the
vendor gets the payment from the scrapper and then pursues a transaction with the new
vehicle, and as long as they meet the requirements of the scheme then the incentive can be
there. It will be a matter for individuals to make a judgment as to whether the vehicle that
they have—
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Senator BUSHBY—It will be, but people have to make a commercial judgment and you
need to provide them with an incentive to actually make that decision.

Mr Pater son—All e ements of that chain will make a commercial judgment. If a 15-year-
old vehicle is worth more than $2,000 and it is not worth their while in relation to scrappage,
then this program will not be for them. But | am sure there is a suite of vehicles out there that
areworth less than $2,000.

Senator BUSHBY —In other countries obviously with different schemes the administrators
of those schemes found that they had to increase the amount payable to actually make it
worthwhile, and in those countries the second-hand price of carsis probably not as robust as it
is here.

Mr Paterson—They had different objectives in relation to their schemes. If you reflect on
the scheme that you have often referred to as cash for clunkers, that was a scheme brought on
in the United States in the middle of the global financial crisis when there was a collapse in
sales of motor vehicles in the United States and it was about encouraging the purchase of
motor vehicles and it was not a capped scheme. The scheme that we are being asked to
examine is a capped scheme. So there has been a lot of speculation about the capacity for the
scheme to blow out. The scheme cannot blow out because there is a capped number of grants
that could be given under the scheme and a defined amount of money that has been provided
for inrelation to this.

Senator BUSHBY—I would like to ask questions about how you are actually going to
administer that, but | will not now because | only have about ancther 10 minutes before we
have to move into the small business side of this session. | will quickly ask some questions
about Building the Education Revolution. Did the department have any direct involvement
with the devel opment of the guidelines for that program?

Mr Pater son—Building the Education Revolution is a responsibility of the Department of
Education, Employment and Workplace Relations.

Senator BUSHBY —I understand it isits responsibility, but did you have any involvement
with the devel opment of the guidelines?

Mr Pater son—For which element of BER? BER is a complex series of arrangements. If
you are talking about the expenditure in relation to school buildings and the like, the answer is
no.

Senator BUSHBY —OKkay; thank you. Were you at any stage consulted or asked for input
at all into the program or into that aspect of the program?

Mr Pater son—No.

Senator BUSHBY—So0 neither the department nor the minister or his office had any
involvement in drawing up things like the procurement guides or the lists of recommended
suppliers or sourcing where they might have been made for the participating schools?

Mr Pater son—Not that | am aware of.

Senator BUSHBY—You had no involvement in deciding which companies were awarded
contracts obviously?
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Mr Pater son—Correct.

Senator BUSHBY—Some people could interpret that as a bit odd given that the
government has claimed over and over again that the Building the Education Revolution was
all about protecting and supporting jobs in a range of Australian industries like, say, the
building and construction industry, the TCF industry and so on. Against that background, |
want to ask you if you are aware of a company in my home state called Tascott Templeton,
which is based in north-west Tasmania.

Mr Pater son—Yes, | am aware of the company.

Senator BUSHBY —Are you aware that the company is a unique Australian carpeting
business but that it has gone into administration and is expected to close by Christmas?

Mr Pater son—Yes, | am aware of that.

Senator BUSHBY—Are you also aware that it sought to win a range of contracts under
the Building the Education Revolution program that might have gone a long way to ensuring
its survival? Notwithstanding that there were thousands of schools involved in this program, a
large proportion of which would have had carpet as part of what they were purchasing, are
you also aware of claims that Tascott was awarded a mere handful of those contracts and that
only a fraction of the carpeting contracts under the Building the Education Revolution
favoured Australian companies over foreign competition?

Mr Paterson—There are three questions | think in that last bit, Senator. The answer to
those three questionsis no, no and no.

Senator BUSHBY —So you obviously were not aware, but do you think that involvement
by the department may well have helped to achieve some of the stated targets or stated aims
of the Building the Education Revolution which were to promote economic activity in
Australian businesses?

Mr Pater son—I do not think it is appropriate for officers to comment on the government’s
Administrative Arrangements Orders. It determines that different departments of state are
responsible for different activities. There were other parts of the stimulus program that were
administered by other departments—for example, the one that has already been referred to:
the Home Insulation Program. That was not administered by us. The BER was administered
by the Department of Education, Employment and Workplace Rédlations and it is appropriate
for questions to be put to them.

Senator BUSHBY—Mr Paterson, | am sure you would acknowledge that you have within
your department a high degree of expertise in the area of Australian industry and what it can
do. Surely it would have made some sense for that expertise to have been tapped into as part
of the development of the stimulus package as a whole, but in particular in this case, the
Building the Education Reval ution.

Mr Pater son—That is an opinion.
Senator BUSHBY —Minister, would you care to comment on that?

Senator Carr—I think it is quite clear that the administrative arrangements for the BER
are the responsibility of the department of education. All | can suggest isthat if you—
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Senator BUSHBY —You like to have lots of niceivory towers and not talk to each other.

Senator Carr—No.

Senator BUSHBY —M inister, you have expertise at your disposal that could have actually
gone a long way, with just a little bit of thought, to actually ensuring that the taxpayers
money you are spending achieved the aimsin afar better way.

Senator Carr—I do appreciate the fact that you are now acknowledging the BER was an

important part of the economic stimulus. That is a big breakthrough and | look forward to
seeing that in the Canberra Times tomorrow.

Senator BUSHBY —It is not timely, it is not targeted and it is certainly not temporary. It
failsthe Treasury’stest in all three.

Senator Carr—It would be a delight, wouldn’t it? It would be a delight to see a Liberal
senator acknowl edge that the BER was an important economic stimulus measure.

Senator BUSHBY—Maybe if your department had been involved we might have
acknowledged that. We might have got a bit more value for your money.

Senator Carr—If you have any questions about the administration of that program, all |
can do is suggest that you go and speak to the department of education.

Senator WILLIAM S—The New South Wales government. Look at the way they handled
it.

Senator BUSHBY —In the couple of minutes | have left, | will ask some quick questions
about the research and devel opment tax credit.

Senator Carr—I am delighted.

Senator BUSHBY—Do you accept that the closure of the 175 per cent premium
concession will save around 30 to 35 per cent of the current cost of the program?

Mr Pettifer—The R&D expenditure by program element proportion under the current
R&D tax benefit arrangements has the premium providing—and this is for the year ended 30
June 2010—59 per cent of the benefits. My colleague has just pointed out that that is total
expenditure, not the benefit that is actually provided underneath the program. The number of
firms that would benefit under the premium is about 19 per cent.

Senator BUSHBY—I am happy for you to look at the question and take it on notice and
maybe analyse it a bit and get back to us.

Mr Pettifer—Yes, that would be helpful.
Senator Carr—The fact is that there is not areduction; there is not a saving—
Senator BUSHBY —I know that it is revenue neutral in terms of the overall.

Senator Carr—In terms of the costings, $1.6 billion is the figure. Thereis not a reduction
in terms of revenue foregone.

Senator BUSHBY —Npo, it is a reallocation of how you use it. | understand that and they
are some of the questions | would like to ask but time is very short now so | will not get into
al of it.
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One of the things that has been the government’s refrain on this legidation is that it wants
to reduce some of the larger claims by some of the larger companies basically because—and |
think you might even have used these terms—you want to reduce some of the rorted claims.

Senator Carr—We do not use that term ‘rorting’. | am saying that there have been whole
of project claims which are inappropriate that are more properly described as business as
usual claims. What we want to do is fund genuine R&D.

Senator BUSHBY—What kind of analysis has the department done about whether the
introduction of a cap, say, of $20 million per project or $100 million per company, might not
be a better way to achieve what you are trying to achieve in that sense—that is, reducing the
larger claims by larger companies—than the current changes to the legislation?

Mr Pettifer—We have talked about this before. Our view on that is that putting caps or
thresholds in is not a good approach to policy because you get all sorts of inequities and
inefficiencies created by those circumstances. What we want to do is reward genuine R&D,
whatever its level, and reward it in a more attractive way than we do at the moment. We have
looked at those sorts of general options and decided that they are not the best policy approach.

Mr Pater son—Beyond that, we have also looked internationally at the experience around
the globe of the best approaches in this area. The design of the R&D tax credit reflects that
international experience and it reflects the experience and guidance of the OECD. It was a
recommendation of the review of the national innovation system that we move away from a
tax concession to atax credit arrangement.

Senator BUSHBY—But | do not think the bulk of the criticism of this bill, which does
exist—and it exists from unions and some industry—is related to the fact that you are moving
to atax credit. It is to do with other things, including definitions and the actual way you desal
with it at more particular levels.

Mr Paterson—It would be fair to say that the bulk of the criticism that has come in
relation to this change is from the beneficiaries of an existing arrangement who do not want to
see a change in the definitions impacting on their individual business. But the government’s
objectives, clearly stated in the bill and in all of the consultations to date, have been to design
a scheme that rewards research and devel opment activity.

Senator BUSHBY —The move to the tax credit scheme is basically welcomed by just
about everyone. It is the details of how you are doing it and other aspects within the bill that
attract criticism. In terms of criticism—and | was involved in the economics committee
inquiry into this—we had joint submissions from unions, the Australian Industry Group and
academics who were all working together to highlight what they saw as serious flaws with
thislegidation.

Senator Carr—And we responded to the report.

Senator BUSHBY —In aminor way.

Senator Carr—Not in a minor way; in a very significant way. | do acknowledge that you
have a more positive attitude to this than some other members of your party. The fact is that
we have responded to the Senate committee report. The bill isin the House at the moment. |
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trust it will be supported by the House and we will have an opportunity to discuss it again
across the floor in the chamber.

Senator BUSHBY —We may well do.

CHAIR—I notice Senator Sherry is here. | understand there is a going to be a quick
changeover of minister and we will go to the small business area. Welcome, Senator Sherry. |
think Senator Ryan is starting off the questioning.

Senator RYAN—Welcome, Senator Sherry. | would like to turn to the issue of independent
contractors. | am sure you are familiar with some of the newspapers' coverage on this issue,
particularly an article in the Financial Review in September that referred to the Labor
government setting up a process for the unions to discuss a potential crackdown on sham
contracting, which indicated that you were involved in three meetings with a group of
unions—including the CFMEU, the AMWU, the AWU, the TWU and the CEPU—before the
election.

Senator Sherry—\Wrong.

Senator RYAN—There were no such meetings?

Senator Sherry—No.

Senator RYAN—Were there any meetings with you and a selection of those unions?

Senator Sherry—I meet with a considerable range of business—small, large—union
officials et cetera but the import of that report is just wrong. In fact, whoever wrote it, and |
cannot recall the journalist, did not even check with me or my office to verify the accuracy. It
was wrong.

Senator RYAN—So there have been no meetings with you and a group of unions and
other ministers where the tax treatment of independent contractors has been discussed and a
potential government crackdown was outlined?

Senator Sherry—No. The report of a potential government crackdown that you refer to is
just wrong. It isinaccurate.

Senator RYAN—I am trying to ascertain whether there were meetings that involved you
and a number of trade unions under the ambit of whatever group—

Senator Sherry—Who | meet with and what | discuss is a matter for those people that |
meet with.

Senator RYAN—I am not asking for it verbatim.
Senator Sherry—I have given you the answer.

Senator RYAN—So you are not going to tell us here today whether you have had meetings
with the unions in response to this article that discussed changes to tax treatment—

Senator Sherry—I have already said to you that the details as outlined in that article are
wrong—end of story. They are wrong.

Senator RYAN—I am not challenging what you have said there, but, as you know, the
article contains a number of allegations. What | am trying to ascertain is whether have you
been involved—whether it be under the auspices of the Labor Advisory Council or under the
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auspices of informal meetings—with meetings with trade unions or representatives of trade
unions to discuss the tax treatment of independent contractors.

Senator Sherry—Who | meet with and what is discussed—and | meet with a vast range of
individuals and organisations—is a matter for those organisations and me—that’s it.

Senator RYAN—I would have thought it was a matter for—
CHAIR—Senator Ryan.

Senator Sherry—You will not find any minister who is going to give you a report on
meetings between individuals and organisations unless they issue some sort of public
pronouncement by agreement with the parties that you meet with.

Senator RYAN—I have not asked for a report; | have asked whether a meeting took place
and whether this issue has been discussed.

Senator Sherry—I have answered your questions.

Senator RYAN—I will take that as a refusal to answer my question on whether or not a
meeting took place.

Senator Sherry—You can takeit any way you like.

CHAIR—Senator Ryan, you are just going to invite responses if you make that kind of
comment. We will get further delayed.

Senator RYAN—I think Senator Sherry istrying to characterise my question in a way that
isnot accurate. | am not asking for details of everything that happened at all of the meetings. |
am asking whether he has had discussions with trade unions about the tax treatment of
independent contractors, because there has been a significant amount of media commentary
about this.

CHAIR—The minister has answered.

Senator Sherry—As | have indicated to you, that report is highly inaccurate, as indeed
have been a number of other reports by media commentators about this issue—and | might
say that not one of them had the journalistic ethics to contact me and ask me to verify the
accuracy of what they were reporting. In fact, | would put it in the category of ‘inventive
journalism’.

Senator RYAN—I think you would be familiar with this article where there are significant
guotes from a representative of atrade union that says they were involved in such discussions.

Senator Sherry—I have answered your question.

Senator RYAN—You have previoudy stated—sorry, the government has previousy
stated—that the existing personal services income tax laws are a threat to the integrity of the
taxation system and to the working conditions of employees. Did you make that statement?

Senator Sherry—Sorry, are you referring to a statement | made or one the government
made? Could you reference the date?

Senator RYAN—I just realised | do not have the reference handy.
Senator Sherry—That would be useful.
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Senator RYAN—I am sure it would be.

Senator Sherry—I do recall issuing a press release, which | do not have with me because
it was not issued as Minister for Small Business; it was issued as Assistant Treasurer. | do
recall issuing a press release—which, as | say, | do not have here—which was issued when |
released a report by the Board of Taxation into these issues.

Senator RYAN—That press release, as | understand it, was a press release made upon
receiving the Board of Taxation report.

Senator Sherry—Correct—and releasing it publicly for comment.

Senator RYAN—Do you stand by that statement? Do you believe that the existing
personal servicesincome tax laws are a threat to the integrity of the taxation system?

Senator Sherry—Let me firstly make this point: this policy area falls within the Assistant
Treasurer’s portfolio. | am respectfully not going to respond to those issues here today
because they are not my ministerial responsibility. They fall within the Assistant Treasurer’s
portfolio. If you want to go to these issues, the appropriate place to raise them is in another
section of the economics committee. It is not in the area of small busi ness.

Senator RYAN—They will be asked in another section of the economics committee
estimates, but the small business portfolio ranges across a number of areas of government
and, | would expect, your constituent groups.

Senator Sherry—However, | make the point that the issues to which you are referring—
the Board of Taxation does not fall within my current ministerial responsibilities; it is AT.

Senator RYAN—Since you have taken on this new role, have you made any
representations to the Assistant Treasurer or to others within government regarding the tax
treatment of personal—

Senator Sherry—You well know that discussions about any matter of policy between
ministers and, for that matter, | referred earlier to individuals and other organisations—I| am
not going to go there.

Senator RYAN—It isachoice; it isnot arule.
Senator Sherry—I am not going to go there. | have already given you a response.

Senator RYAN—So0 you are not willing to outline whether you have made representations
on theissue asthe Minister for Small Business?

Senator Sherry—What | can say is that, beyond the press release publicly releasing the
Board of Taxation's examination of thisissue, | have taken no further action.

Senator RYAN—That partly answers the question. Thank you very much. In the interests
of time, | would now like to move to the issue of paid parental leave. You may have some
similar answers. This question | will be asking to an agency at another committee, but | was
interested in your particular views, given the impact upon small business. The Centrelink
employer engagement plan recognises that ‘a major potential constraint for many employers
will be the readiness of their payroll and accounting software to implement the scheme.” By
this | mean the government’s PPL scheme. It continues:

This may impede our—
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the government’s—

advocacy of early adoption and, in the worst-case scenario, could cause severe disruption in the lead-up
to the mandatory employer role from 1 July 2011.

| would like to know whether or not, on behalf of the small business community that is going
to face this new burden as a result of the government’s plan, you have undertaken any
advocacy within government to reduce this burden upon small business.

Senator Sherry—Not to date.

Senator RYAN—Do you intend to?

Senator Sherry—The issue does not fall within my portfolio responsibilities.
Senator RYAN—NOo, but |—

Senator Sherry—I have personally had some representations on the issue, but beyond that
| cannot add anything further here today.

Senator RYAN—So when groups like the independent contractors or the Council of Small
Business come to see you—presumably they would make representations on matters like this
to you as the Minister for Small Business—do you simply say to them, ‘ Thisis not a matter in
my portfolio area’ ?

Senator Sherry—What | discuss with those organisations, as | have already said to you on
a number of occasions, is a matter between me and those organisations and individuals. But,
as | have indicated, | have had commentary from a range of individuals in small businesses
about the Paid Parental Leave scheme.

Senator RYAN—Have they recelved the same answer | have—that it is not in your
portfolio area?

Senator Sherry—Beyond what | have indicated, as | have said to you—and | think this
will be the fourth occasion—I do not go into an explanation and detail of discussions | have
with individuals and organisations; | never have and | never will.

Senator RYAN—I am asking about discussions you may have had within government.
Have you made representations on behalf of those groups within government?

Senator Sherry—Let me make a couple of points on the matter you raise. Firstly, paid
parental leave does not fall within my ministerial responsibilities. If you want to raise it, the
design of the scheme, itsimpact et cetera, there is another estimates area that is responsible—

Senator BUSHBY —Have you had any input into the design?

Senator Sherry—Can | finish? | had not finished, Senator. Asfar as the government’s Paid
Parental Leave scheme is concerned, firstly, 1 would make the point that it is the first
comprehensive parental leave initiative designed to support working families. It encourages
workforce participation, which will benefit small business by helping them to retain skilled
staff. 1t will fund paid parental leave for working parents whether they work in the private or
the public sector, are contractors or are self-employed. The government will support small
business by making sure that all paid parental leave money is supplied ahead of their
employees' pay cycle. That is an important design feature which | know is a benefit to small
business. Thereis a phase-in period of six months to allow small business employers time to
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transition to the new arrangements. They are aspects of the Paid Parental Leave scheme that |
believe are very positive and, in the context of small business, broadly important.

Senator RYAN—So you are aware of the significant opposition from small business and
other employer groups to this particular burden that is being placed upon business?

Senator Sherry—The policy and indeed the legislation have been determined.
Senator RYAN—I am asking a question.
Senator Sherry—You are asking a question and | am giving you my answer.

Senator RYAN—Senator Sherry, it islike | am asking you what the weather is and you are
telling me what football team you barrack for.

Senator Sherry—Geelong, actually. We had a pretty tough year, but | have answered your
guestion.

Senator WILLIAM S—Point of order, Chair.
CHAIR—I have a point of order.

Senator WILLIAM S—Chair, the minister specifically asked to be allowed to finish his
answer when Senator Bushby interjected. Now we have Senator Ryan trying to ask and
complete his question with the minister speaking all over Senator Ryan, which | think is
double standards. Will you see that one speaks at a time, please, and Senator Ryan is allowed
to complete his question?

CHAIR—I was not taking a great deal of notice of the interaction so | think we will just
continue with questioning.

Senator WILLIAM S—Senator Sherry is being a bully—that is what | am saying.

Senator RYAN—Senator Williams, they need to be bigger than Senator Sherry.

Senator WILLIAM S—What | am saying isthat it is double standards.

Senator Sherry—That isthe first time | have ever been accused of being a bully on either
side of the table at Senate estimates, | have to say.

Senator RYAN—The point | am making is that you have received representations from
employer groups and small business representative organisations. Are you aware of their
opposition to this element of the government’s plan?

Senator Sherry—This would be | think the sixth occasion on which | have told you that
the conversations | have with individual s, organisations, busi nesses or, for that matter, any—

Senator RYAN—It does not have to have been a conversation; it could have been awritten
submission.

Senator Sherry—I will add ‘written’ to it. The conversations or those things written are a
matter for me and those organisations and individuals.

Senator RYAN—You are creating a new historic definition of the narrowness of Senate
estimates committees, as | understand it, Senator Sherry. | will take that as yet another refusal
to answer a pretty basic question. But | appreciate your keenness not to have this on the public
record coming out of your mouth because | do not think anyone else in this room isin doubt
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of small business's view with respect to the burdens being placed upon them by Labor’s
scheme. If | could turn now to an issue which | think is within your portfolio, Senator Sherry,
which is business enterprise centres—

Senator Sherry—Yes, that does fall within my direct responsibility.

Senator RYAN—I think many small businesses would think that a number of other issues
did, too, but we will leave that for the chamber. What were the criteria for determining
busi ness enterprise centres that were funding recipients in the 2008-09 budget? What criteria
were used? | am happy for you to take elements on notice and provide them later if that is an
easier thing.

Senator Sherry—Do you want it now?

Senator RYAN—I would be happy to have it now.

Senator Sherry—Okay.

Mr Sexton—Senator, the funding for these business enterprise centres—

Senator RYAN—AII the locations.

Mr Sexton—T he |ocations were e ection commitments.

Senator RYAN—So all the | ocations were actually €l ection commitments?

Mr Sexton—Correct.

Senator RYAN—OKkay. That answers the rest of my information on that. Chair, | can put
the rest of my questions on notice.

CHAIR—Thank you. We have until 3.15. Are there any more questions in that area of
outcome 1 that we could usefully go to?

Senator RYAN—Can | just check the Superannuation Clearing House? | assume that is
also another matter that is not in your portfolio?

Senator Sherry—You know it is, Senator, and you can tackle me on that | think tomorrow
when | am representing the minister for financial services and superannuation. | will be more
than happy to talk loquaciously and in great detail on that matter with the officers at the table.

Senator RYAN—I just thought | would check.

Senator Sherry—It is not for this Senate estimates. It is not a small business
responsibility, Senator.

Senator BUSHBY —Miinister, | find it curious the attitude you have taken to questions that
impact on small business today. | understand that, as small business minister, you would have
certain programs the delivery of which you are specifically responsible for.

Senator Sherry—YVYes.

Senator BUSHBY—But | would also have thought—and correct me if | am wrong—that
as minister for small business you would also have an interest in influencing decisions of
government made in other departments that impact on small business. Is that not the case?

Senator Sherry—I think that is generally right, Senator Bushby. Certainly in the
consultations | have had with small business over the last couple of weeks—very extensive, |
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might say, in terms of individuals and organisations—they do raise a considerable range of
issues that are not specifically my ministerial responsibility.

Senator BUSHBY —No, but as a member of government you have an—
Senator Sherry—Yes, they do—
Senator BUSHBY —And | would presume—

Senator Sherry—And they raise a vast range of issues—the complexity of superannuation
choice, which has been touched on here, vis-a-vis the clearing house, finance for small
business, regulatory issues, regulatory burdens, industrial relations issues. There is a wide
range of issues that are raised with me.

Senator BUSHBY—Absolutely. In the context of where government is making a decision
or looking at implementing a program that may have some impact on small business, even
though it is being administered or the policy oversight of that program may be other than with
you, presumably at times you would be asked for your input into that?

Senator Sherry—VYes.

Senator BUSHBY—And at other times you would seek to impose your input into some of
those things.

Senator Sherry—Yes. Certainly this department—and the small business area—would be
consulted on a wide range of policy initiatives by government and, indeed, legislation by
government. It has certainly been the casein the past. That is certainly true.

Senator BUSHBY—And in the case of programs Senator Ryan mentioned such as the

Superannuation Clearing House or the Paid Parental Leave—presumably those things that
would impact on small business—you—

Senator Sherry—Not me specifically but my predecessors.
Senator BUSHBY —And the departmental people assisting you.
Senator Sherry—VYes.

Senator BUSHBY —Would have had some input?

Senator Sherry—Yes, but the policy responsibility sits with whichever department,
minister and obvioudly estimates committee has the palicy responsibility for that area.

Senator BUSHBY—That is right, but when you are sitting before us, if we ask questions
about whether you have had input into that, then those are legitimate questions.

Senator Sherry—I have aready indicated what the past practice has been, and that will
continue. But in terms of answering and responding, as you would well know, Senator
Bushby, there is a recognised process for dealing with that policy and legidation at the
appropriate estimates committee. | think it is useful you have raised this because that is the
approach that my predecessor, Senator Carr, took.

Senator RYAN—Can | tell you that | have asked in this department today questions about
programs being administered by other departments, and the input that this department has had
into that, and | have got some degree of satisfaction—not as much as | would like but some
degree of satisfaction and far more than we were getting in respect of small business today.
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Senator Sherry—I have indicated to you what my approach as minister will be in this
regard.

Senator RYAN—Thank you, Chair.

CHAIR—If that isall, we will take a short break and return at 3.30 pm with the Resources,
Energy and Tourism portfolio. | would like to thank officers from the Department of
Innovation, Industry, Science and Research for attending this today.

Proceedings suspended from 3.12 pm to 3.31 pm
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Mr Vic Dobos, General Manager, National Tourism Policy Branch
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Tourism Australia
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CHAIR (Senator Hurley)—I declare open this public hearing of the Senate Economics
Legislation Committee. The Senate has referred to the committee the particulars of proposed
expenditure for 2010-11 and related documents for the Innovation, Industry, Science and
Research, Resources, Energy and Tourism, and Treasury portfolios. The committee has set
Monday, 25 October as the date by which senators are to submit written questions on natice
and has set Friday, 10 December 2010 as the day by which answers to questions on notice are
to be returned.

Under standing order 26 the committee must take all evidence in public session. This
includes answers to questions on notice. Officers and senators are familiar with the rules of
the Senate governing estimates hearings. If you need assistance, the secretariat has copies of
the rules. | particularly draw the attention of witnesses to an order of the Senate of 13 May
2009 specifying the process by which a claim of public interest immunity should be raised
and which | now incorporate in Hansard.

| welcome Senator Sherry, representing the Minister for Resources and Energy, and officers
of the department. Minister, is there an opening statement?

Mr Clarke—I have no opening statement, thank you, Chair.
CHAIR—We will go straight to questions then. Senator Brandis.

Senator BRANDIS—In the Sydney Morning Herald newspaper on 15 October this year,
that is a few days ago, your minister, Mr Ferguson, was quoted in direct speech as tdling a
Queendand Resources Council function in Brisbane—and the context is addressing the
minerals resource rent tax and in particular the rebating of state royalties:

The government’s position on this issue is clear—royalty rates that applied or changes to royalty rates
that were scheduled to apply in the future, as at 2 May 2010, will be credited ... Any increases outside
these parameters will be a matter between miners and state and territory governments.

Mr Clarke, is that the government’s position?
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Mr Clarke—I| have nothing to add in terms of the government’s position to what my
minister has stated.

Senator BRANDIS—May we take it then that the quote | read you in direct speech,
attributed to the minister, states the government’s position as you understand it?

Mr Clarke—Correct.

Senator BRANDI S—In this morning’s Australian newspaper on page 1 in a story by Matt
Chambers, a term of the heads of agreement between the Commonwealth and BHP, Rio Tinto
and Xstrata is quoted. That term provides that ‘all state and territory royalties will be
creditable against the resources tax liability’. Is that an accurate expression of a term of the
heads of agreement?

Mr Clarke—Yes, | believeitis.

Senator BRANDIS—Mr Clarke, there appears to be an inconsistency between that term of
the heads of agreement and the minister's statement insofar as the minister’s statement
appears to say that the tax credits available in respect of state and territory royalties would
apply as the state and territory royalties stood or had been announced as at 2 May 2010—that
is, as you would be aware, the date on which the resources super profits tax was first
announced by Mr Rudd's government—and the term from the heads of agreement, which
imposes no such limitation on the capacity of taxpayers paying the minerals resource rent tax
to claim a credit in respect of future state and territory royalties or state and territory royalties
as they may be varied in the future. Which is it, Mr Clarke? Is it the case that under the
existing arrangements with the three big companies all future movements in state and territory
royalties will be able to be claimed as a credit or will it only be the state and territory royalties
as they applied on or had been announced as at 2 May 2010?

Mr Clarke—That question will be one addressed by the policy transition group, co-
chaired by Minister Ferguson and Mr Argus, duly reporting to the government, and a decision
will be made in due course. | cannot tell you what the answer istoday. That is an issue that is
clearly alivein front of the PTG and is the subject of intensive consultation and debate.

Senator BRANDIS—You acknowledge that there is an inconsistency between those two
positions. Either it takes into account future movements in the level of state and territory
royalties or it does not.

Mr Clarke—Wel, | acknowledge that they are not the same positions.

Senator BRANDIS—RIight. So they are inconsistent positions. The heads of agreement
says one thing. Minister Ferguson has said another thing.

Mr Clarke—No, | do not accept that. | have acknowledged the two positions when you
summarise them as—

Senator BRANDIS—No, | am not summarising them. | am reading you quotes in direct
speech which at each instance you have confirmed.

Mr Clarke—Yes.
Senator BRANDIS—And you have also agreed with me they areinconsistent.
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Mr Clarke—Wel, the question of which will be the policy outcome is a live issue today
and will be addressed by the PTG, and the government will make its decision on the final
position after receiving the report of the policy transition group.

Senator BRANDIS—I would have thought that the companies dealing with the
government in good faith when they signed the heads of agreement were entitled to expect
that the government would honour those terms. You have now told us that thisis still a matter
of live consideration and no final decision has been made.

Mr Clarke—And you have quoted to me the government’s position on the—

Senator BRANDIS—I have quoted to you two positions—one, the heads of agreement
position and, two, Mr Ferguson’s position, which you have acknowledged to be inconsi stent.

Mr Clarke—l am referring to the most recent statement by my minister, which |
acknowledge is an accurate representation of his remarks—

Senator BRANDI S—So the story by Mr Chambers in this morning's Australian that the
government is proposing to walk away from that key provision of the heads of agreement
would appear to be accurate?

Mr Clarke—I have answered the question. The issue is a matter of consideration. What
the final position will be | do not know.

Senator BRANDIS—But isn't a deal a deal? The government did a deal with these three
mining companies for better or for worse when it signed the heads of agreement announced
by the Prime Minister on 2 July. Might | remind you, Mr Clarke, that in her press conference
with your minister standing by her side the Prime Minister said:

Last night we sat down to settle the final agreement, and | can now announce we' ve reached agreement
on the basic structure of minerals taxation for the future.

She went on to state:

I’'m delighted that last night we were able to sign a Heads of Agreement with some of our major mining
companies.

One of the terms of that heads of agreement, Mr Clarke, you have told us, was the term
quoted in this morning's Australian newspaper, but you have also told us that that is till a
matter that is up for discussion. The government iswalking away from this agreement, isn't it,
Senator Sherry?

Senator Sherry—I do not accept that we are walking away from the agreement. As has
been indicated by Mr Clarke, the policy transition group headed by my colleague Minister
Ferguson, together with Mr Argus, are discussing all of these issues and they will report back
to the government by the end of the year.

Senator BRANDI S—Senator Sherry, when the Prime Minister also at her press conference
of 2 July announced that the heads of agreement had been signed—and, to remind you of her
words again, ‘an agreement had been reached' —she announced the establishment of this
policy transition group and said that its purpose would be—to use her words again—'to
consult with industry and advise the government on implementation of the new mineral
resources rent tax and the petroleum resources rent tax’. It is one thing to have a policy
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transition group to consult in relation to implementation issues; it is quite a different thing to
say, as you appear now to be saying, Minister, that this policy transition group does not
consider itself bound by the terms of the heads of agreement. Does the policy transition group
consider itself to be bound by the terms of the heads of agreement, or are the terms of the
heads of agreement themsel ves up for grabs in the policy transition group process?

Senator Sherry—I think where there is a difference prima facie, as there appears to be—I
would accept there appears to be a difference prima facie—it is appropriate that the policy
transition group led by Mr Argus and Mr Ferguson should discuss these issues.

Senator BRANDIS—Senator Sherry, the only reason there is a difference is that, in
Brisbane on 14 October, the minister made an announcement at variance with one of the core
terms of the heads of agreement. It is your government that created the difference through the
words of your own minister.

Senator Sherry—I am not surethat | can add anything beyond what has been said.
Senator BRANDI S—Perhaps you cannot.

Senator Sherry—Where there has been a differing view, as there is—prima facie thereisa
differing view—it will be the task of the palicy transition group to consult on this matter.

Senator BRANDIS—There is now a differing view because, as Mr Clarke has told us, the
government’s position, as latdy articulated by the minister, is at variance with the
government’s position agreed to in the heads of agreement, which was signed on the evening
of 1 July. That isright, isn't it?

Senator Sherry—I have aready acknowledged that, and you have made the point. But that
is part and parcel of the role of the policy transition group.

Senator BRANDIS—If that is the case, Minister, are you telling us that the policy
transition group is at liberty to reopen any one of the terms of the heads of agreement? Is that
what you consider its legitimate role to be?

Mr Clarke—I think a more accurate interpretation would be that the policy transition
group'sjob is to interpret the heads of agreement in its terms of reference and provide advice
to the government on its implementation. The question of the treatment of state royalties in
existence at the time of the origina announcement and any that may arise post that
announcement is clearly a live issue, a relevant consideration, and the PTG will, | am sure,
report on it.

Senator BRANDIS—It is clearly, Mr Clarke, with respect, an important issue to be
considered in the design of this tax. But the outlines of the design of the tax were settled, the
Prime Minister told us at a press conference on 2 July, by the heads of agreement and this
issue was dealt with. It was dealt with in the term that | quoted to you and that you have
affirmed. The term | quoted to you imposed no limitation on the capacity of the taxpayers to
claim the tax credit in respect of state and territory royalties if those royalties varied in the
future.

Mr Clarke—I fear we are going down a track of me repeating myself in terms of my
capacity to respond to you.
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Senator BRANDIS—I amtrying to draw you out, Mr Clarke. | am not criticising you.
Mr Clarke—No, | appreciate that.

Senator BRANDIS—I am not saying you are not being responsive, but this is a terribly
important matter and | want to make sure we give it a thorough canvass here.

Mr Clarke—I appreciate that, Senator. | am acknowledging, | hope directly, that there isa
disagreement on this important matter. The origin of the disagreement, which your
questioning of me has not to date emphasised, is of course that the original agreement to
which you referred—back on 2 May when the RSPT was originally announced—did have this
qualification about the effective date of rebating of royalties.

Senator BRANDIS—EXxcept that the 2 May position was an announcement, wasn't it?
Mr Clarke—Yes.

Senator BRANDIS—Not an agreement.

Mr Clarke—Sorry, an announcement, yes.

Senator BRANDIS—There was not a 2 May heads of agreement. There was only a heads
of agreement announced on 2 July—

Mr Clarke—Correct.

Senator BRANDI S—and that dealt with the matter in a way different from, as you rightly
say, the RSPT announcement did. Now, would you acknowledge that the minister is back
where the government was on 2 May—that is, that future variations in the level of state and
territory royalties will not be covered by the tax offset or the tax credit provisions?

Mr Clarke—I acknowledge that the interpretation of the heads of agreement that the
minister has stated as his position going into the consultation is the interpretation the
government announced on 2 May.

Senator BRANDIS—It has been pointed out to me that, in the same story in the Sydney
Morning Herald that | quoted to you before, the minister said that this issue is outside the
jurisdiction of the policy transition group. He says that any increases outside these parameters
will be a matter between miners and state and territory governments. So he has really
foreclosed the position, hasn’t he?

Mr Clarke—No. | believe that he has stated his interpretation, his understanding, of the
position going in. Contrary to that assertion, | believe that the matter is one for consultation,
consideration, reporting and subsequently decision.

Senator BRANDIS—This is a very grave matter, Mr Clarke, because three of the biggest
companiesin the world thought they had a deal with the Australian government and one of the
terms of that deal was the treatment of future variations in state and territory royalties in a
particular way so as to enable them to claim the tax credit. Now the minister has said that that
isnot part of the deal asweinterpret it, and we are back to where we were on 2 May. Only the
existing state and territory royalty regime counts for these purposes and, as the minister said,
‘Any increases outside these parameters will be a matter between miners and state and
territory governments.’ That is the government’s position, isit?
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Mr Clarke—I do not regard it as extraordinary that the next level of implementation detail
of the heads of agreement is proving contentious and that there are different interpretations on
it. The very purpose of the palicy transition group was to identify all of the issues in turning
the heads of agreement into actual tax legidation, and that is the process that is currently
happening.

Senator BRANDIS—You keep saying it is an implementation issue, but | keep reminding
you that this had been agreed in the term of the heads of agreement that you have confirmed.
How is it an implementation issue whether or not future variations in state and territory
royalties will or will not be taken into account for the purposes of the tax offset? How can that
be an implementation issue? It is a fundamental term of this agreement, isn't it?

Mr Clarke—I have given you my answer.

Senator BRANDIS—Perhaps that is what you feel bound to say. Mr Clarke, you are
familiar, | guess, with the provisions of section 51(ii) and section 99 of the Constitution which
respectively prohibit discriminatory taxation and prohibit preferential treatment of states for
revenue purposes?

Mr Clarke—Yes.

Senator BRANDIS—Are you aware that Treasury took advice from the Australian
Government Solicitor in relation to the possible implications of those constitutional
provisions for the RSPT?

Mr Clarke—Yes.

Senator BRANDIS—Did your department take advice as well?
Mr Clarke—No, | do not believe we did.

Senator BRANDI S—Were you copied that advice by Treasury?
Mr Clarke—I will ask my colleague to respond to that.

Mr Wilson—At the time, no. RET was not copied that advice, nor have we seen it or been
provided it. The only copy of that advice we have seen is the excerpt that was released under
freedom of information that has been posted on the West Australian newspaper website.

Senator BRANDIS—L et me give you a copy of it.
Mr Clarke—We have a copy of the FOI version.

Senator BRANDIS—I just want to make sure we are going from the same document, so
let me give you a copy. | will provide copies to members of the committee. This is, as you
rightly anticipate, the FOI extract. It was provided in response to a request by Dr Parker, a
Treasury officer, under cover of aletter of transmittal of 1 October. For ease of reference, let
me take you through the document. You will see the first two pages of the document | have
put before you is a minute, and it has been confirmed at the Attorney-General’s estimates that
that was a Treasury minute. There are two attachments. Attachment A is not part of the
Treasury’s document but is extracts from the Australian Government Solicitor’s advice, and
that is in a sans serif typeface. The second attachment, which is the last part of the bundle |
have given you, attachment B, is headed ‘ How the tax would operate’, and that is a document
generated in Treasury. So the Australian Government Solicitor’s advice is on pages 3 to 7 of
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the bundle of documents that | have put in front of you. Are you now familiar with that
advice?

Mr Clarke—I have read the advice.

Senator BRANDIS—You haven't?

Mr Clarke—I have.

Senator BRANDIS—You have. So you are familiar with it?
Mr Clarke—Yes.

Senator BRANDIS—When did your department first become aware of the existence of
that advice?

Mr Wilson—It would have been Monday morning, when | read the articles in the paper
referring to the freedom of information rel ease.

Senator BRANDIS—Mr Clarke, would there have been another officer of your
department who would have been familiar with the advice at an earlier time?

Mr Clarke—I do not believe so.
Senator BRANDIS—When did the—

Mr Clarke—Senator, acknowledging the tenor of your question, | am not surprised by
that. Thisis—

Senator BRANDIS—Just follow my questions, Mr Clarke, if you would be so good. Mr
Wilson, when did the policy transition group have its first meeting?

Mr Wilson—I believe that was on 20 September.

Senator BRANDIS—How many meetings have there been between 20 September and
Monday of this week?

Mr Wilson—M eetings of the group proper?
Senator BRANDI S—Yes.

Mr Wilson—They have had the one formal meeting and then there have been a series of
consultations in Perth and Brisbane since then.

Senator BRANDI S—Roughly how many consultations?
Mr Wilson—Four days worth.

Senator BRANDI S—So you have had one plenary meeting, if we can call it that, and four
days of consultations between 20 September and last Monday, the day before yesterday.

Mr Wilson—There has also been interim phone contact between members since then.

Senator BRANDI S—We have now learned that those consultations were held in ignorance
of this advice; isthat right?

Mr Wilson—The PTG was not aware of this advice.

Senator BRANDIS—But we have just heard Mr Clarke and the minister at the table tell us
that the rebatability of future variations in state and territory royalties is an implementation
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issue and we know that the policy transition group is the body, as the Prime Minister
announced, responsible for implementation. Those propositions are correct, aren’t they?

Mr Wilson—That is correct.

Senator BRANDIS—I find it almost beyond belief, particularly for a tax measure of this
magnitude, that the body charged by the government with implementation should have
conducted its consultations so far in ignorance of the fact that another department of the
government—that is, Treasury—had been provided with advice on this very topic which
raised questions about the constitutional validity of the tax itself for that reason. | suppose, as
Mr Jones would say on Q&A, you can take that as a comment. You are aware, | suppose, if
you have read the advice, that the author of the advice—and we have not established a date
yet—does raise serious questions as to whether or not the RSPT is constitutionally valid or
whether, because of the potentially different liability contingent on different state and territory
royalty regimes, it might fly in the face of the constitutional prohibitions in section 51(ii) and
section 99. May we take it that you are aware of that, having read the advice? May we take it
as well that you would be aware that the author of the advice thinks the issue would be more
serious if the level at which a tax offset is claimable were capped or fixed on a certain date
than if that were not the case? | take you to paragraphs 59, 60, 61 and 62.

Mr Clarke—Senator, so far your questions on this matter have related to process, and we
have responded frankly. You are now asking us questions about legal interpretation and we are
not the department that can respond to these questions.

Senator BRANDIS—I am not asking you about legal interpretation; | am merely asking
you whether you are aware that the substance of the advice isto that effect.

Mr Clarke—We have told you when we received the advice and we have read the advice.
We note that it is not definitive advice. We note that there is qualified language in there, but
we are not competent to prosecute the legal argument. We do not write tax law. That is a
matter for the Treasury and the tax office on advice from the Government Solicitor.

Senator BRANDIS—You do not have to be a lawyer, though, to understand this
conclusion. Let me quote to you paragraph 66 of the Australian Government Solicitor’s
opinion. The author stated:

For this reason, we consider there is a risk that a court would find that the law discriminated between
states for the purposes of section 51(ii) and was therefore outside the scope of the taxation power. It
follows that it would also be possible to argue that, to the extent that the law in effect permitted a
mining operator to receive a more favourable tax treatment in one state over another, it constitutes a
preference for section 99 purposes.

Mr Clarke, as | said, you do not have to be a lawyer to understand that the author of this
adviceis saying that thereis, to use his or her word, a ‘risk’ that thistax is unconstitutional for
at least oneif not two reasons.

Mr Clarke—Senator, you are inviting me to give an interpretation of legal advice that | am
not competent or responsible to do.

Senator BRANDIS—I am not saying you are a lawyer, Mr Clarke. | am saying that a
reasonably intelligent layman, which | am sure you are—
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Mr Clarke—I read it at face value.

CHAIR—Senator Brandis, | think you are asking Mr Clarke to give an opinion, and it is
an opinion that he saysis not within his competency.

Senator BRANDIS—No, | am not asking him to give an opinion, as a matter of fact.
CHAIR—I think it is very close to that.

Senator Sherry—You are, Senator. With due respect you are, and Mr Clarke has indicated
that Treasury, Tax Design and Attorney-General’s are the areas to probe these issues. It is not
the resources area that has responsibility in respect of these matters that you are raising. You
are asking for aview and it is not properly the remit of this area.

Senator BRANDI S—Senator Sherry, let me rephrase my question to meet your objection.
You have read this document, haven’t you, Mr Clarke?

Mr Clarke—I have.

Senator BRANDIS—When you read it, did you form a view that it looked as if there
might be a constitutional problem according to the—

Senator Sherry—Senator!
Senator BRANDIS—No, let me finish my question.
Senator Sherry—Senator, you are asking the same question.

Senator BRANDIS—Did you forma view asto what the effect of this document was? Did
you form aview?

CHAIR—Senator Brandis, if | could intervene, | think ‘form a view’ is as close to asking
for an opinion, in my view, as we can get. Again, | would say that you are asking a public
servant for an opinion.

Mr Clarke—The view | formed is that the drafting of this legidation will require very
careful attention. | have seen advice of this nature in areas where | do have responsibility
many times over the years as a bureaucrat. You ask for a legal opinion on the design of
turning policy into law. You get cautious advice from the AGS. You go back and debate the
advice. You get further advice. You work through a process and eventually you present a law
to the parliament. So my reaction was. this is yet another typical case of complex issues
needing to be dealt with carefully by competent lawyers.

Senator BRANDIS—Given what you have just told us about your experience in dealing
with legal advice, | do not feel that | am embarrassing you at all in putting it to you that you
read that there is a risk that this might be unconstitutional, and you do not have to be a lawyer
to know that the Australian Government Salicitor was advising Treasury that there was a risk
it might be unconstitutional.

Mr Clarke—I cannot respond to that. That is an observation, with respect.

Senator BRANDIS—Mr Clarke and Mr Wilson, when you became aware through a
newspaper that Treasury had obtained this advice from the Australian Government Solicitor at
some yet to be identified time in the past—but presumably before the RSPT had been
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replaced by the MRRT, on 2 July—and had not told you about it, what did you think? What
was your reaction?

Mr Clarke—My reaction was that of course they had got legal advice on the design of
how to turn policy into tax law. That is their job. It goes to my earlier intervention when you
were developing this line of questioning. | am not surprised. It is their job to get this advice
and it will be dealt with in the normal, proper legal and drafting process.

Senator PRATT—Senator Brandis, you are asking the wrong department this line of
guestioning and you have been indulged for quite some time.

Senator BRANDI S—I will ask my own questions, thanks.

Senator Sherry—Senator, it is your right to ask your own questions of the right
department. We have made that point a couple of times.

Senator BRANDIS—AII of my questions will be confined to this department, Senator
Sherry. Let me reassure you.

Senator Sherry—The drafting of the legidation is within the remit of both A-G's and
Treasury; it is not within the resources area. That point has been made very clear.

Senator BRANDIS—But, Minister, as you have been at pains to say, and as Mr Clarke and
Mr Wilson have both told the committee, yours is the department concerned with
impl ementation issues.

Mr Clarke—No; sorry, Senator—that is not correct.

Senator BRANDIS—Wel, you said the policy transition group, which Mr Wilson
convenes, is the implementation body.

Mr Clarke—The policy transition group is not my department. It is a body chaired jointly
by Minister Ferguson and Mr Argus. It is staffed by officers from Treasury, my department
and the tax office.

Senator BRANDIS—That is fine. | think | knew that, Mr Clarke. So your department
forms part of the policy transition group and the secretary of the policy transition group, Mr
Wilson, appears here in your estimates. So | think | am entitled to ask questions of his policy
transition group.

Mr Clarke—Indeed. | was correcting the assertion that the PTG was my department.

Senator BRANDIS—Mr Clarke, you become aware, and the officers of your department
concerned in the policy transition group become aware, through a newspaper story that
Treasury had obtained advice some time ago that there was a risk that the RSPT was
uncongtitutional. You become aware of that for the first time on Monday. You told me a
moment ago that you were not surprised that the Treasury had obtained such advice. | am sure
that istrue. Were you surprised that you had not been told about it?

Mr Clarke—Not especially.

Senator BRANDIS—The policy transition group, under the auspices of Mr Wilson over
here, has been seeking to come to terms with what you have characterised as an
implementation issue—that is, the effect on the tax offset of future variations in state and
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territory royalties. You have had four days of close consultations, one plenary meeting and
lots of informal discussions, and now, for the first time, you have become aware that another
department of the government has said, ‘For this very reason this RSPT is at risk of being
unconstitutional .’

Mr Clarke—Senator, | do not believe the inference behind the question you have just put
to meisreasonable. My take on what is happening is that there is a policy statement on which
legal advice has been obtained. You are looking at a single piece of advice relevant to this
and, asis of course your prerogative—

Senator BRANDIS—That is the advice that has been produced by the government.
Mr Clarke—We do not know the entire story on this. We are not at—

Senator BRANDIS—Obviously you do not know anything about it. You would have had
to read the Western Australian newspapersto find out abott it.

Senator Sherry—Let him finish, Senator Brandis.

Mr Clarke—That is not fair, Senator Brandis. That is not where | was going. The policy
transition group is turning the heads of agreement into the next level of detail. After that has
been considered by government, it will be turned into legisation and the legal and
congtitutional issues around the legidation will be addressed by the relevant department,
which, as Mr Sherry said, is not mine. So the fact that legal advice is being sought and legal
matters are being addressed in another department is exactly as | would expect.

Senator BRANDIS—Let me put it to you in summary form. It amounts to this: the
minister made a statement on 14 October which you have told us represents the policy of the
government and which you have described as an i mplementati on issue—correct?

Mr Clarke—It represents the policy of the government going into the implementation
task.

Senator BRANDIS—And it is an implementation issue.
Mr Clarke—Yes.

Senator BRANDIS—Right. You learned on Monday that Treasury had advice on this very
issue—whether the future movements in state and territory royalties might mean that the tax
was at risk of being struck down as unconstitutional—and you learned of that fact for the first
time on Monday, did you not?

Mr Clarke—Yes.

Senator BRANDIS—Meanwhile, since the policy transition group was first convened on
20 September, the policy transition group had been dealing with that, among other issues, had
it not?

Mr Clarke—It had been dealing with the palicy aspects of it—correct.
Senator BRANDI S—Of that issue.

Mr Clarke—Yes.

Senator BRANDIS—AII right.
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Mr Clarke—The policy aspects, not the legal aspects.

Senator BRANDIS—I heard you the first time; thank you. Did you contact Treasury and
ask for a copy of the advice?

Mr Clarke—No, | did not.
Senator BRANDIS—Has anyone in your department done so?

Mr Wilson—Senator, the secretariat made an inquiry to Treasury as to whether we could
get a copy of that advice, yes.

Senator BRANDI S—When was that inquiry made, please?

Mr Wilson—That was made yesterday.

Senator BRANDI S—Yesterday—has it been responded to yet?
Mr Wilson—Yes.

Senator BRANDI S—And what was the response, please?

Mr Wilson—The response was that there was concern about releasing the actual advice,
because the AGS believes that this is protected by client-lawyer privilege.

Senator BRANDIS—That was waived when Treasury produced it under freedom of
information.

Mr Wilson—We then got a copy of the information that was provided under freedom of
information.

Senator BRANDIS—So do | understand you to be saying that Treasury declined to
provide you with a copy of the advice?

Mr Wilson—Treasury took it on notice and gave us an initial view, considered the position
and then rel eased to us the information that had been provided under freedom of information.

Senator BRANDIS—So Treasury has not provided you with a complete copy of the
advice?

Mr Wilson—I do not know what Treasury hol ds.

Senator BRANDIS—Mr Wilson—

Mr Clarke—Senator, may | interrupt?

Senator BRANDI S—I just want to know whether you have been given the advice or not.

Mr Clarke—And Mr Wilson has answered the question. The inference, though, that you
are driving at is that this is somehow an extraordinary event, and | have aready said on a
number of occasions that the PTG is not responsible for the drafting of the legislation.

Senator BRANDIS—I| am merely interested in establishing the facts.

Senator PRATT—Mr Clarke' s advice is entirely consistent with this document.

Senator BRANDIS—Mr Wilson, are you the person who made the inquiry of Treasury?
Mr Wilson—We have Treasury officersin the secretariat who went back to Treasury.

ECONOMICS



Wednesday, 20 October 2010 Senate E 111

Senator BRANDIS—I see. You will see from the document that | have put before you—
that is, that part of it that extracts the AGS advice—that, for a start, it is described as an
extract in thetitle. You will seethat it extracts paragraphs 6 to 8—because there are numbered
paragraphs—21 through to 24 and 50 through to 72. So it is plain from the face of the
document that thisis not the complete advice; there are some parts that have not been given to
you. You requested the advice and you were supplied with those portions of the advice that
had been published in response to the FOI inquiry but not the rest of it. Is that what it amounts
to?

Mr Wilson—That is a fact, Senator, yes.

Senator BRANDIS—Okay. Have you protested to Treasury that, particularly since the
policy transition group is seized with this issue, it would be a good idea for you to be
furnished with the whole of the advice, given that the redacted parts may be relevant to this
issue?

Mr Wilson—Just to go back on a point made by Mr Clarke, it is actually quite common for
departments that get legal advice not to rel ease that advice because of the—

Senator BRANDIS—To other departments?
Mr Wilson—Yes, that is not uncommon because of the client-lawyer issue.
Senator BRANDI S—I understand that.

Mr Wilson—The PTG secretariat has received this extract. We are reviewing it and
looking at it, considering it against the terms of reference in our task, and we will see whether
or not we think we require further information. We are yet to make that consideration. We are
currently looking at it.

Senator BRANDIS—So0 have you not yet made a decision whether or not to seek the
balance of this advice from Treasury?

Mr Wilson—That is correct.

Senator BRANDIS—You would be aware, if you have read the advice, that the advice
also refers to an opinion by the Solicitor-General, Mr Gageler, on these constitutional issues.
Have you asked for that?

Mr Wilson—No, Senator.

Senator BRANDIS—Treasury and your department are among the Commonwealth
departments comprising the policy transition group.

Mr Clar ke—Secretariat.

Senator BRANDIS—Palicy transition secretariat. | am sorry; you correct me, Mr Clarke.
Yet it seems that the left hand does not know what the right hand is doing. The Treasury
officers who form part of the secretariat know what the government’s legal advice is in
relation to the constitutionality of the RSPT and you knew nothing of it before Tuesday, or at
least Monday when you saw the West Australian website, and even now you know that there
is more legal advice which you have not been provided with. | just do not understand how you
can do your job, having been blindsided by this—
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Mr Clarke—Their job is not to draft legidation. Their job is to transate the heads of
agreement—the policy—into a design which others will then turn into legidation.

Senator BRANDIS—But surdly when you are told that there is, to use the word of the
author of the advice, a ‘risk’ and that this provision in relation to rebating or crediting state
royaltiesis unconstitutional, that is an important matter for you.

Mr Clarke—And | have said that in my experience in turning policy into legidation it is
not unusual to get qualified advice of this nature at the early stage of the process and the
matter will be dealt with in the drafting.

Senator BRANDIS—I will tell you what, Mr Clarke: the Treasury are coming before this
estimates committee later on. | will ask them if they would be good enough to give you a
copy of the advice they have obtained from the Australian Government Solicitor. Mr Clarke,
although the AGS advice was directed to the RSPT and not the MRRT, in rdation to this
design feature—that is, the availability of atax credit or offset in respect of state and territory
royalties—the MRRT, at least as described by Minister Ferguson on 14 October in the
statement | have read to you, and the RSPT were identical, were they not?

Mr Clarke—Il am not confident to give you a direct answer to that question. | am not
trying to avoid the issue.

Senator BRANDIS—Are you aware of any material difference between that aspect of the
design feature of the two tax proposals?

Mr Clarke—The royalty rebate element, other than the matter that we have previously
canvassed of course—

Senator BRANDI S—Well, including the matter we have previously canvassed.
Mr Clarke—Well, incorporating it. No, | am not aware.
Senator BRANDI S—Okay, thank you. Will you bear with me for a moment.

Senator PRATT—Mr Clarke, in answering Senator Brandis's questions, you have just said
that it is not unusual to get qualified advice of this nature that has one opinion and then
solutions, that is then worked through until it reaches the | egislative stage.

| appreciate it is not actually your job to have opinions about such legislation. | am just
pointing to the fact that the document that Senator Brandis has provided actually points to
such solutions. | think it is on page 7. So this document is entirely consistent with what you
have said, which is that advice is provided, responses are made and then it is worked through
until it reaches a legislative stage.

Mr Clarke—Indeed, | also note that in the covering minute, which we understand to be
Treasury's advice over the top of the AGS advice, it notes, ‘Options are available in order to
avoid thisrisk.’

Senator PRATT—OKkay. So it would be possible to ‘revise the proposal to avoid the risk
that the law could be held to be invalid on section 51(ii) or section 99 grounds. Specifically, as
noted above, we do not consider that there would be a risk that the law would be invalid if it
did not include a cap on the refund credit which discriminated between the states.” That is just
one example of that.
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Mr Clarke—Itisan example and | would imagineit is not beyond the wit of constitutional
lawyers to find other ways of addressing the problem. As | observed earlier, | regard thisas a
normal part of the legidative design process.

Senator PRAT T—Thank you, Mr Clarke.

Senator BRANDIS—Mr Clarke, or perhaps Minister Sherry is the appropriate person to
ask this question of: when, if at all, does the government intend to release the heads of
agreement?

Senator Sherry—I would have to take that on notice and ask Minister Ferguson.
Senator BRANDI S—Why have the heads of agreement not been released?

Senator Sherry—I think in answering your first question | have obviously answered the
second one.

Senator BRANDIS—No, we know they have not been released. You have taken on notice
the question of when they will be released, if at all. Now | am asking why they have not been
released so far.

Senator Sherry—Again, | will have to take that on notice.
Senator BRANDIS—You do not know?
Senator Sherry—No, | do not.

Senator BRANDIS—Aren't you involved in the discussions in relation to this, Senator
Sherry?

Senator Sherry—No.
Senator BRANDI S—You are not?
Senator Sherry—Not at all.

Senator BRANDIS—Mr Clarke, did your department provide any input or data for
Treasury's modelling of either the RSPT or the MRRT?

Mr Clarke—Will you allow me a moment to confer?
Senator BRANDIS—Yes, sure.

Mr Clarke—Senator, we provided data in regard to the offshore oil and gas industry as it
relates to the now PRRT, and that advice would also have been in play and provided during
the devel opment of the RSPT. So my answer is, in part, yes we did provide some advice buit it
was limited to the operation of the petroleum taxation regime and that sector.

Senator BRANDIS—Okay. And that is it? And that is the only category of advice you
provided?

Mr Clarke—In regard to the modelling question—and that is the precise terms of your
guestion—that is my understanding.

Senator BRANDIS—AII right. Thank you. Has your department analysed the modelling
used by Treasury to forecast revenue from the MRRT?

Mr Clarke—No, Senator. That is not our job.
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Senator BRANDIS—ANd | take it, therefore, not for the RSPT either?
Mr Clarke—Correct.

Senator BRANDIS—Are you familiar with the price and volume assumptions used by
Treasury inits modelling for either the RSPT or the MRRT?

Mr Clarke—No, | do not have a close and intimate knowledge of the factors that have
been used in those modellings on those two variables.

Senator BRANDIS—Those are the key variables, aren’t they? If we are going to work out
how much revenue is going to be generated by this tax—

Mr Clarke—They are two of the key variables, yes—the design of the tax being the
obvious other one.

Senator BRANDIS—I am sorry; let me express myself a little more precisely. They are
the two key quantitative variables. There will be qualitative variables as well, | assume.

Mr Clarke—They are the two key externalities to the design of the tax, yes.

Senator BRANDIS—AII right. Thank you. Has your advice been sought or the advice of
any officer of your department been sought by Treasury in relation to those assumpti ons—that
is, the price and vol ume assumptions?

Mr Clarke—Bear with me one moment again, Senator.

Ms Constable—In the context of the modelling, we provide policy advice on the
petroleum resource rent tax as it relates to the offshore oil and gas industry. The officers who
assist in the policy development in relation to the PRRT have provided information to
Treasury and within the PTG. We have those staff situated in the PTG and have provided
some volume information as it relates to offshore oil and gas.

Senator BRANDIS—AII right. But, presumably, that can only be for comparative
purposes or to show the way a particular model might work. It does not bear directly on the
price or volume assumptions for minerals, doesit?

M s Constable—That is correct.

Senator BRANDIS—Because we know, Mr Clarke, that the Treasury model must have
depended, among other things, upon assumptions about, respectively, price and volume.

Mr Clarke—They are critical inputs.

Senator BRANDI S—So the data must have come to Treasury from somewhere. It did not
come from your department; is that right?

Mr Clarke—Correct, other than volume with regard to offshore il and gas.

Senator BRANDIS—But, other than oil and gas, which is a different matter, the data in
relation to minerals did not come from your department.

Mr Clarke—Correct.

Senator Sherry—If | could just add to an earlier answer, apparently the heads of
agreement have been tabled and they are available on the website. | have just been informed.

ECONOMICS



Wednesday, 20 October 2010 Senate E 115

Senator BRANDIS—Thank you. Are you aware, Mr Clarke—I think we know that the
MRRT framework was developed by the government in cooperation with Rio Tinto, BHP
Billiton and Xstrata. | do not think that is controversial.

Mr Clarke—I| am aware that they were the three companies that were consulted with in
the devel opment of that heads of agreement, yes.

Senator BRANDIS—Are you aware that those companies provided price and volume
assumptions to the government?

Mr Clarke—I do not have intimate knowledge of what the information flow between
those two parties was.

Senator BRANDIS—I am not asking you about the intimacy of your knowledge; | am
asking whether you know.

Mr Clarke—I do not know.

Senator BRANDIS—Do you know, Mr Wilson? Does anyone know? Ms Constable, do
you know?

M s Constable—Discussions were held between companies and the Treasury portfolio and
ministers. Information was provided to them about production levels and volumes in relation
toiron ore and coal. That is as much information as | have.

Senator BRANDIS—That information, of the character you described, was provided to
government by respectively BHP Billiton, Xstrata and Rio Tinto, was it?

M s Constable—Information was provided by those companies, yes.

Senator BRANDIS—The government has declined to publish the price and volume
assumptions on which the modelling was based. | ask that that data be provided to the
committee please, Mr Clarke.

Senator Sherry—We will take it on notice.

CHAIR—Senator Brandis, | understand that Senator Ludlam has some questions and
Senator Pratt has some further questions.

Senator BRANDIS—I will not be very much longer on this, Madam Chair. Are you
aware, Mr Clarke, that Mr Sam Walsh from Rio Tinto Iron Ore said recently, ‘The
government expects higher revenues from the MRRT than the companies expect to pay
because the government is using different assumptions in its modelling from the companies.’
Areyou aware of that statement?

Mr Clarke—I am not aware of that direct quote.

Senator BRANDIS—Are you aware that words to that effect have been said or, in fact, are
being observed within the industry?

Mr Clarke—Like you, Senator, | have read all of the media coverage on thisissue.
Senator BRANDIS—Do you agree with that statement?
Mr Clarke—I have no basis for agreeing or disagreeing. | do not know.
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Senator BRANDIS—I am not now asking about the policy transition group; | am asking
about the period prior to the convening of the policy transition group. What input, if any, did
officers of your department have in the devel opment and design of respectively the RSPT and
the MRRT?

Mr Clarke—I answered the latter part of your question at length in the previous estimates
when the committee asked exactly what involvement my department had had in the RSPT
development. | could paraphrase previous answers if—

Senator BRANDI S—You were not asked by me, | do not think.
Mr Clarke—No, it was not you, Senator.

Senator BRANDIS—If it isalready on the record, that is fine.
Mr Clarke—ltis.

Senator BRANDIS—So, only to the extent to which it is necessary for you to explain
more fully your answer to my question, can you answer my question in relation to the MRRT?

Mr Clarke—Yes. So post the RSPT and pre the MRRT and PRRT—

Senator BRANDIS—So we are talking about the period between 2 May and 2 July,
effectively?

Mr Clarke—yes—officers of my department were involved in advising the government,
through Minister Ferguson, on design issues in regard to resource taxation.

Senator BRANDIS—What issues did you provide advice on? | am not asking for the
substance of advice, merely the categories.

Mr Clarke—Well, taxation design issuesis as specific as | can be, Senator.

Senator BRANDI S—Taxation design issues. Okay. But | think you have told us you did
not provide any information in relation to the modelling assumptions.

Mr Clar ke—Other than in respect to offshore oil and gas, no.

Senator BRANDIS—I understand. Are you confident that the levels of revenue forecast
from the MRRT are sound—that the forecasts are sound?

Mr Clarke—As we have established, | am not privy to the modelling, so | have no basis
for responding to your question.

Senator BRANDI S—Okay. Finally, Mr Clarke, or perhaps you, Mr Wilsorn—since you are
involved in the policy transition group, you might be the person to ask this question of—has
the government given any private assurances to BHP Billiton, Xstrata or Rio Tinto in relation
to the implementation or operation of the MRRT beyond the terms of the heads of agreement?

Mr Wilson—Senator, | do not think that | can speculate on what the government has or has
not—if you mean by the government—

Senator BRANDI S—Are you aware of any?
Mr Wilson—No, | am not aware of any.
Senator BRANDIS—Areyou, Mr Clarke?
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Mr Clarke—No, Senator.
Senator BRANDI S—Do you know whether or not assurances have been given?
Mr Clarke—Do | know what | do not know?

Senator BRANDIS—Well, you may not know what those assurances were, but do you
know whether in fact assurances have been given?

Mr Clarke—No, | do not.

Senator BRANDIS—Mr Wilson?
Mr Wilson—No.

Senator BRANDI S—Thank you.
CHAIR—Senator Ludlam, go ahead.

Senator LUDLAM—I have a couple of questions that relate to some recent
announcements by the Northern Territory government relating to the Angela Pamela uranium
mine.

Mr Clarke—I will just bring other officersto the table.

Senator LUDLAM—Okay. This might be fairly quick because | am really just seeking
some procedural advice, strictly about how the Commonwealth interacts with the Territory on
mining approvals. So in this case we are talking about a uranium mine. First of all, is there
any difference in the way that the Commonwealth would handle a uranium mining licensing
and approval process from how it would handle any other kind of mineral project?

Ms Constable—In relation to uranium mining, it is treated similarly to all other minerals.
The Territory government maintains regulatory authority over all applications for exploration
licences within the Northern Territory. However, in the case of uranium, the Commonwealth
owns al uranium deposits in the Northern Territory, and our minister, the Minister for
Resources and Energy, is consulted at the end of the Northern Territory’s approval processes.

Senator LUDL AM—In addition, we have got an EPBC trigger, which | know is not your
domain. | am sure it would be contested by the Aboriginal traditional owners, but for the point
of this debate the Commonwealth owns all deposits of uranium in a way that we would not
say that we owned all iron ore or all gold depositsin the Territory.

M s Constable—That is correct.

Senator LUDL AM—That was a decision made not in law but—what would we call it?—
an executive decision by Mr Ferguson a year or two ago, or more?

M s Constable—No, that has been in place for many years.

Senator LUDLAM—Heasit?

Ms Constable—Yes.

Senator LUDL AM—TFor how long? Since the 1950s when we were first mining there?

Mr Sheldrick—The Atomic Energy Act defines prescribed substances as belonging to the
Crown, and prescribed substances are uranium and other similar types of substances.
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Senator LUDL AM—And that goes way back?
Mr Sheldrick—I think it is 1953.

Senator LUDLAM—That sounds about right. For the purposes of this conversation,
though, there was an announcement made by the Commonwealth some time ago that it would
take over environmental approvals for uranium mining from the Territory. For example, the
Territory government used to have a blanket opposition to uranium mining and milling new
operations. That was a policy change a couple of years ago, | think. Does that make any
material difference?

Ms Constable—The EPBC Act is still in place. There is a nuclear trigger within the EPBC
Act which automatically refers uranium mining to the Commonwealth for consideration on
environmental assessment and approvals processes. So the Commonwealth plays a very big
part in relation to uranium mining—from exploration through to development—which also
includes environmental approvals.

Senator LUDLAM—Just to clarify, in the process of approving exploration licences,
prospecting, exploration and converting to a mining licence, the Commonwealth has no
formal involvement or jurisdiction until some kind of trigger document is submitted via the
EPBC Act; is that correct? What is the Commonwealth’s earliest point of intervention in this
process?

Mr Sheldrick—An application for a mining lease is given to the Northern Territory, and
the Northern Territory minister, under various acts, is then required to consult and take the
advice of the Commonwealth minister in making the decision on that application. As was
stated earlier, that is not the case for an exploration permit.

Senator LUDLAM—Gaot it. So it is not hypothetical but entirely reasonable to suggest
that, in the case of Angela Pamela mine, the Northern Territory minister, on receipt of an
application for a mining licence from Cameco-Paladin in Alice Springs, might say, ‘1 am not
interested in granting that,” but the Commonwealth could quite easily override that and say,
‘Yes, you will." Isthat the case?

Mr Sheldrick—The Northern Territory minister is required to take the advice of the
Commonwealth minister. What the decision isin that case—

Senator LUDL AM—You have been pretty clear: they will do what they are told.

Ms Constable—Every project is considered on its merits. There is not a carte blanche
approach to these issues. The Northern Territory minister would consult with the
Commonwealth minister and then a decision would be made by the Northern Territory.

Senator LUDLAM—WHho is the decision-making minister? | am not trying to draw you
into a hypothetical about what a minister might decide, but | want to know where final
responsibility resides for the granting of a mining licence. Is it at the Territory level or the
Commonweslth level ?

Ms Constable—It sits with the Northern Territory, after consultation with the
Commonwealth minister.
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Senator LUDL AM—If the Commonwealth minister said no and the territory minister said
yes, whose view would prevail?

Ms Constable—The Commonwealth minister’s views are taken into account. We do not
have a situation where advice has been sought by the Commonwealth and any action has been
taken.

Senator LUDL AM—The advice has been sought by the Commonwealth? Who seeks the
advice?

M s Constable—It is sought by the Northern Territory government.

Senator LUDLAM—That is why | am perplexed. So the Territory minister seeks advice
from the Commonwealth on whether a mining licence should be granted. Are you saying it
has never been tested? What happens if there is a difference of views between those two
ministers?

Ms Constable—At this stage there is nothing before the Commonwealth minister for
consideration.

Senator LUDLAM—No, that is not the question that | asked you.
Mr Sheldrick—I am not aware of any case where there has been a difference.

Senator LUDL AM—We have one before us now. | am not trying to get into what people
might say; | recognise it is hypothetical and | do not want to draw you down that track. But |
want to know what the administrative arrangements are if there is a difference of opinion. By
regulation or by law—could you point me to where it is?—whaose view would prevail if there
were a difference of opinion?

M s Constable—Senator, | would like to correct you. There is nothing standing before the
Commonwealth minister in terms of consultation right at this stage.

Senator LUDL AM—That is correct, yes. | stand corrected on that. Thereis very much the
potential for that situation to arise, but it is not currently before us. You are right. Sorry, Mr
Sheldrick?

Mr Sheldrick—I think your question was whereis the legislation that governsthis.
Senator LUDLAM—I just want to know who the decision minister is.

Mr Sheldrick—Yes. My understanding is that under the Mining Management Act the
Northern Territory minister must act in accordance with the advice of the Commonwesalth
minister.

Senator LUDLAM—Right. So | think we have now got two contradictory views that you
have put to us. One is that the mining minister decides and the other which is what you said
before—that is, that the Territory minister will do what they are told. If the Commonwealth
minister for mining and resources and so on says this should happen, then the Territory
minister must take that advice. | am not seeking to paraphrase, but is that what you have just
told us?
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Mr Sheldrick—I am sorry; that is what | thought | said before. The Northern Territory
minister must take the advice of the Commonwealth minister. That is consistent with what |
said earlier | thought.

Senator LUDLAM—AII right. So if there is a difference of opinion and the Territory
minister is against the granting of a given mining licence and the Commonwealth minister is
for the granting of that same licence, the licence will be granted?

M s Constable—We have not got a situation like that. You are putting a hypothetical to us.

Senator LUDLAM—No, | amreally not. Can you point me to the regulation or whereit is
written down? If we are getting into complexities here, | want to know what will happen
when that situation arises, unlessit is—

Senator Sherry—Hypothetically, Senator. It is a hypothetical.

Mr Sheldrick—Under section 34(3)(b) of the Mining Management Act.
Senator LUDL AM—Of the NT Mining Management Act?

Mr Sheldrick—Yes.

Senator LUDL AM—Have you got that sectionin front of you?

Mr Sheldrick—I do not have the section, but that is where | understand it says that the
Northern Territory minister must act in accordance with the advice of the Commonwealth
minister.

Senator LUDLAM—AII right. If that iswhat it says, that is pretty clear and | am sorry if |
have created confusion around that. So the NT government’s views could well be overridden
should a lease application come forward. Thank you. | think that takes care of a couple of
those actually. So there would be no need for the company to appeal an NT government
decision; that would just be made as such. You do not have the act in front of you, but is there
any process for documentation or appeal of any of those decisions, or doesit just roll out? Isit
fairly simple?

Ms Constable—There is always a right of appeal on any decision that is made. But, as |
said, this has not been tested.

Senator LUDLAM—No, not as yet. Thanks very much. That was eventually helpful. |
have a couple of other questions for Mr Davoren, who | am sure was hoping we would not let
him go home empty-handed, on radioactive waste management. Mr Davoren, nice to have
you back. You have probably got a pretty clear idea of what | intend to ask you about. Could
you maybe just by way of opening statement, unless you have one that you wanted to give us,
provide us with an update of progress towards the national radioactive waste dump.

Mr Davoren—I think you would be aware that the National Radioactive Waste
Management Bill 2010, which the government introduced in February of this year, was not
passed in the last parliament and the government has said that it will be reintroduced in the
current sittings. As the government has said, it is not going to act under the existing legislation
from the Howard government. There has been no substantive action on that project.
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Senator LUDL AM—Great, and that is welcome and appropriate, | should add. | think that
isawise course of action. Is it your understanding that that will in fact be introduced into the
House tomorrow? Isthat still the intention?

Mr Davoren—I understand that under the government’s agreement with your party and the
Independents you are consulted on the introduction, so you may know more about it than | do.

Senator LUDL AM—OKkay; touche. You have got no information that would contradict the
ideathat it is being introduced into the House of Representatives tomorrow?

Mr Davoren—I know it will be introduced in the current sittings.

Senator LUDLAM—If | knew | would not ask you. Honestly, | would not want to waste
your time.

Mr Davoren—I am not going to comment on it, Senator.

Senator LUDLAM—OKkay. In June, which | think was the last time we spoke, you
reported on attending a meeting of the Muckaty Aboriginal Corporation to give a presentation
on the radioactive waste dump process. You gave us a bit of detail at the time about what had
happened there. Has there been any further correspondence between the department and the
MAC and/or the Northern Land Council to discuss procedural developments or any other
issues relating to the M uckaty proposal ?

Mr Davoren—No.

Senator LUDL AM—No other correspondence?
Mr Davoren—No.

Senator LUDL AM—No further meetings?

Mr Davoren—No meetings.

Senator LUDLAM—Calls? No? Okay. That was for the land council as well as for the
corporation.

Mr Davoren—That is right. We are, of course, in frequent contact with officers of the
Northern Land Council as we are parties to current litigation in the Federal Court, as you
would be aware.

Senator LUDLAM—That is right. That probably does actually cross into the issues that |
was raising. So you have been in touch with the land council fairly regularly about the
Muckaty proposal ?

Mr Davoren—Under that situation, where we are both in the same litigation, you would
imagine we would be in very frequent contact.

Senator LUDLAM—Sure. Are there further consultation meetings planned with
traditional owners, the NLC or other stakeholder groups that are unrelated to that Federal
Court action?

Mr Davoren—No. We are waiting until the bill isin place or an act is in place before we
proceed.
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Senator LUDLAM—Does the department provide regular—or irregular—briefings or
updates to the Northern Territory government or any Northern Territory government
departments on the process that is under way?

Mr Davoren—Not at al. | think you know the attitude of the Northern Territory
government to this project.

Senator LUDLAM —Yes.

Mr Davoren— | deal with them on a host of other issues—Rum Jungle and matters like
that—and the question is never raised.

Senator LUDLAM—I would have thought you could take a contrary position on the
process but still be required to brief them, or communicate.

Mr Davoren—They have not sought such a briefing.

Senator LUDLAM—That is fine. Has the department regquested any information from the
Northern Territory government to assist with the site selection process? Have you sought any
information from them?

Mr Davoren—A lot of that work on the site selection process was done by Parsons
Brinckerhoff, and | understand that a number of Northern Territory agencies cooperated in
providing information, as they would to any business.

Senator LUDL AM—That was concluded a good | ong time ago now.
Mr Davoren—It was. That isright.

Senator LUDL AM—So nothing since then?

Mr Davoren—Nothing since then.

Senator LUDL AM—On site selection. So that does not just relate to Muckaty. Are there
any other Northern Territory sites under any form of scrutiny, observation or research as
potential sites?

Mr Davoren—No active consideration at this stage, Senator.

Senator LUDL AM—Sorry, no active—

Mr Davoren—No active consideration at this stage.

Senator LUDL AM—So there might have been some consideration in the past but you are
not currently identifying or considering any other sites?

Mr Davoren—There were sites brought to our attention but none are being considered at
the moment.

Senator LUDL AM—OKay. Fine. Has the department at any time briefed the department
of everything—the Department of Sustainability, Environment, Water, Population and
Communities—or the minister on the current state of work in thisissue? | realise they will be
involved when it is referred, | guess, through the EPBC down the track, but have you done
any preliminary work with that department?

Mr Davoren—Yes, we keep them abreast of devel opments, Senator.
Senator LUDL AM—Grest.

ECONOMICS



Wednesday, 20 October 2010 Senate E 123

Mr Davoren—They get correspondence on the matter. We help them to respond to such
correspondence. We assist them with their briefing.

Senator LUDL AM—What does that actually look like? Have they sought a briefing from
your department or did you offer that?

Mr Davoren—It is mainly in written briefs and there is an exchange of that sort of briefing
material.

Senator LUDLAM—Is that in advance of formal environmental impact assessment that
they have requested i nformation from you?

Mr Davoren—It is more on the policy position, when their minister gets questions. It is
nothing to do with assessment under the EPBC Act.

Senator LUDL AM—Has there been any instruction or can you provide us with any advice
at all—either from the minister or from the department’s side—that waste produced by states
and territories, as opposed to Commonwealth obligated or Commonwealth produced waste,
may also be taken to the proposed facility?

Mr Davoren—It was clear in the statements by the minister in his second reading speech
that the government was intent on a national approach. So at some stage that would involve a
facility that could accept waste from other states and the Territory.

Senator LUDLAM—What about the design that you are putting together at the moment?
Is it just designed for future expansion, or what are you actually putting together at the
moment?

Mr Davoren—I think it is fairly well known that the bulk of the national inventory comes
from the Commonwealth, so within the constraints of the Commonwealth inventory, the state
inventory is quite small.

Senator LUDLAM—If the bill is passed unamended reasonably soon according to
whatever parliamentary timetable we end up with, what happens then? What does your work
program look like?

Mr Davoren—As | have said to you before, we will be having further consultations with
the Northern Land Council. You will be aware that their chair, Mr Kim Hill, indicated an
interest in discussing the deed under which the previous site was volunteered, so | think the
first thing we would do is revisit that deed with the Northern Land Council.

Senator LUDLAM—"Not a done deal,” | think were the words that he used. Lastly, there
was one recommendation of the Legal and Constitutional Affairs Legislation Committee that |
thought was worthwhile, recommendation 1, which said that before any further action was
taken on this matter, the minister should sit down and meet with the traditional owners who
have raised concerns over a period of five years or so. Has that occurred to your knowledge?

Mr Davoren—He did have a meeting with the traditional owners of the nominated site.

Senator LUDLAM—No, the traditional owners who dissent, the traditional owners who
do not want the stuff dumped up there. Has he met with them?

Mr Davoren—As far as | am aware, he has not consulted those people, but if you need
information—
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Senator LUDLAM—Sorry?

Mr Davoren—As far as | am aware, he has not consulted those people, but if you want
information on who the minister has consulted, | think you had best direct that to him.

Senator Sherry—I will take that on notice.

Senator LUDLAM—If you could, Minister. These folk have been phoning, they have
been writing |etters, they visited his office a couple of times, they visited here in the House
and they have invited him on a number of occasions to meet with him in Tennant or
somewhere close to there, or anywhere actually, over a period of about five years. If you can
respond with any indication at all that the minister has even once taken the dightest interest in
those invitations that would be great.

Senator Sherry—I can only takeit on notice.
Senator LUDLAM—That is okay. | understand. Thanks, Chair. That isall | have got.

Senator PRATT—I understand that the National Mine Safety Framework has been under
development since 2002 and that there has been some commitment of funds to
implementation in the current budget. Where is the framework up to in terms of its
implementation? Will it be concluded in time for it to come into operation at a time that will
make it consistent with the rest of the national occupational health and safety regime?

Mr Samford—The National Mine Safety Framework was established under an
implementation plan that was passed through COAG in May last year. At the moment, it is on
track to meeting the deadlines in the timetable contained in that implementation plan.

Senator PRATT—I beg your pardon?

Mr Samford—There was an implementation plan which was passed through COAG in
May last year. The timetable in that plan is currently being adhered to in bringing forward the
National Mine Safety Framework.

Senator PRATT—How is it going in terms of the working groups with Queensland, New
South Wales and Western Australia?

Mr Samford—The National Mine Safety Framework regulations drafting instructions
were provided to the MCMPR, which is a ministerial council, and then those drafting
instructions were passed through to the BRCWG, which is looking after the broader
regulatory structure for the Safe Work Australia legislation under the new Workplace Health
and Safety Act. They went through by 30 June this year.

New South Wales, Queendand and Western Australia have legidation or parts of
legidation which are separate to their overarching occupational health and safety legidlation.
They are currently together in a working group underneath their ministers as part of the
MCMPR. They are currently considering additional legislation to make sure that their
legidation, firstly, is consistent with the OH&S legislation as it is coming through and,
secondly, where additional detail has been identified by those states, it is consistent between
those states.

Senator PRATT—S0 each jurisdiction is forming its own legislative instruments but they
will be nationally consistent as agreed by that process. |s that what you have said?
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Mr Samford—They will be nationally consistent through that process, yes.
Senator PRAT T—How will mining regulations progress under that model ?

Mr Samford—There will be mining regulations ultimately brought forward under the
work health and safety act, the WHS legidation. The three states that we have been
discussing—New South Wales, Queendand and WA—will be bringing forward separate
consistent legislation which takes account of what is contained in the WHS legidation. There
will be additional regulations that they will be bringing forward to meet their own additional
requirements as mining states and to make sure that their own mining legislation, which is
separate to their OH& S legislation, is also consistent.

Senator PRATT—I have another question on a different topic. It is with regard to the
offshore petroleum safety regulatory inquiry reports. One is entitled Offshore petroleum safety
regulation: better practice and the effectiveness of the National Offshore Petroleum Safety
Authority, NOPSA; the other is Offshore petroleum safety regulation: marine issues and the
2008 review of NOPSA's operational activities. What steps are being undertaken to
implement recommendations in these reports, both in terms of what NOPSA is doing and
indeed the department?

Mr Squire—The minister released his final response to those various reports at the South
East Asian Australia Offshore Conference on 23 September. There are a significant number of
those recommendations which relate to the National Offshore Petroleum Safety Authority, or
NOPSA. NOPSA has provided the minister some advice in terms of how it intends to respond
to those particular recommendations. NOPSA is due to report to the minister by the end of
this year on progress in implementing those recommendations.

Senator PRATT—You received responses to the government's draft response, as |
understand it. | am interested to know where the Western Australian Department of Mines and
Petroleum is up to.

Mr Squire—I am sorry, Senator. | do not quite follow your question.

Senator PRATT—I am interested in the nature of their response, but you are welcome to
take that on notice. As | understand it, NOPSA has said that there are about 28 matters related
to the authority that it is responsible for and that it is going to report progress at the end of this
year; isthat correct?

Mr Squire—That is correct.

Senator BRANDIS—Mr Clarke, | have one more question arising out of some of the
answers that you and Mr Wilson gave me. You will recall earlier | asked you a series of
guestions about the effect of variations in state and territory royalties on the offsetting of the
MRRT. | understood both you and Mr Wilson to be telling me that this was an
‘implementation issu€ —that was your phrase—and that it was for Mr Wilson's policy
transition group to deal with. Isthat right?

Mr Clarke—My response and my understanding is that the PTG will indeed address this
matter in their report to government.
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Senator BRANDI S—I think | gave you the wrong reference to Minister Ferguson’s speech
in Brisbane on 14 October, because elsewhere in the report—and this is the passage | omitted
by mistake to read to you—it saysthis:

Mr Ferguson said that although companies had raised the issue of crediting royalties during
consultation, it was outside the scope of the policy transition group.

Do you want to change your earlier answers in view of what | can now tell you that Minister
Ferguson said in Brisbane last Friday—that it is outside the scope of the policy transition
group?

Mr Clarke—I have nothing further to add to my earlier answers.
Senator BRANDI S—Thank you.

Senator BUSHBY—I just have a couple of questions about the Global Carbon Capture
and Storage I nstitute. How much money has Australia committed to this organisation?

Mr Clarke—One moment. | will bring the relevant officer to the table.

M s Sewell—The Australian government has committed $400 million to the global institute
and, as part of the ection outcome, the global institute lost $45 million.

Senator BUSHBY —It lost $45 miillion?
M s Sewell—The funding was reduced by $45 million.

Senator BUSHBY —Yes, that is one of the savings they were using to offset new spending.
Okay. How much has actually been paid to the ingtitute?

M s Sewell—To date $100 million has been paid.
Senator BUSHBY —How much has been paid to the institute from other countries to date?

M s Sewell—Five hundred thousand dollars was announced as a funding contribution from
the United States last week.

Senator BUSHBY —Has that been paid?

M s Sewell—I am afraid that is a question that you would have to direct to the institute. It
was certainly announced as a formal commitment by the United States.

Senator BUSHBY —That was announced on 9 October—would that be correct?
M s Sewell—Last Saturday or Saturday week.
Senator BUSHBY —How much project funding has been allocated by the institute?

Ms Sewell—As at 30 June the institute had spent and committed—this is a total figure—
$59,900,000.

Senator BUSHBY—So it had spent and committed $59 million. How much of that was
committed for projectsin Australia?

Ms Sewell—The institute announced funding for two Australian projects last week. That
was a total of $2.5 million for Carbon Net, a Victorian project, and $1.83 million for the
Callide A oxyfuel retrofit project in Queensland.

Senator BUSHBY —That isatotal of about $4.1 million for Australian initiatives so far.
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M s Sewell—Yes.

Senator BUSHBY—What about overseas projects? How much has been committed to
overseas projects?

Ms Sewell—Can | make a distinction there: these are specific announcements about
specific CCS projects, as distinct from funding that the institute has otherwise committed to,
for example, capacity-building exercises, workshops—

Senator BUSHBY —No, specific projects are probably what | am actually interested in.

M s Sewell—At the same time the institute announced funding for four projects overseas:
$2.2 million for the Rotterdam port hub development; $2.55 million for a feasibility study for
a CCS plant in Romania; and two projects in the United States associated with the Tenaska
company—3$8.03 million to undertake the concept definition for a new coal-fired power plant
and $825,000 for aretrofit of another Tenaska plant.

Senator BUSHBY —We have had a commitment of $500,000. | am not sure how much has
been paid by the US, but it has committed $500,000. We have put in $100 million, with
potentially another $236 million. Of the money that we have actually committed so far, most
has gone to countries that have not put any money in. As | understand it, the US committed
$500,000 and a couple of days later there was an announcement saying that multimillion-
dollar projects were being announced in the US.

Mr Clarke—The suggestion in your question is that these two variables are linked. Your
guestion explicitly links them. We cannot accept the premise of your question.

Senator BUSHBY —I am not saying that one drives the other, but what | am saying is that
Australian taxpayers are putting a lot of money into this institute. There will be a whole host
of reasons, | am sure, in terms of capabilities and expertise, why it might be going elsewhere.
Nonethel ess, the bulk of money is going elsewhere than into Australian industry.

Mr Clarke—That outcome at this stage is exactly as would have been expected. It is the
inference that this is somehow an inappropriate position for the institute to be in that | am
challenging.

Senator BUSHBY —It is for the parliament and the people of Australia to decide whether
they are happy that this is how their taxpayer funds are being spent. What | am tryingto do is
ensure that people have the full information so that they can make that decision in an
informed way.

Mr Clarke—Nothing that Ms Sewell has said to you is not on the public record—excuse
the double negative. It is all on the public record. The point is that the ingtitute is a global
institute. It is not an Australian ingtitute; it is a global institute. During its initial years it was
amost fully funded by the Australian government. That is by design. It is performing as
intended and by design. The point—and our funding agreement with them drives this—is that
the expenditure of the funds is against the global good of deployment of CCS technology.
Their judgment as to which projects will best support that global good is exactly what we
have set them up to do.

Senator BUSHBY—Is there an intention that more money will be sought from other
countries?
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Mr Clarke—In terms of the question of diversification of funding beyond its initial
years—where it started as 100 per cent Australia and now the US has made the first material
contribution into it—now is the time for the ingtitute to start looking at diversification of its
funding sources. The issue was discussed at their most recent members meeting last week.
They are starting that process, yes.

Senator BUSHBY—I will leave it at that. In view of the time, | want to ask a couple of
guestions of Geoscience.

CHAIR—Thank you to the officers of the Department of Resources, Energy and Tourism
involved with outcome 1.

[5.20 pm]
Geoscience Australia
CHAIR—Dr Pigram, do you have an opening statement that you would like to make?
Dr Pigram—I do not have an opening statement.

Senator BUSHBY —I have only a few questions, so we will not hold you for too long. In
your answer to question on notice No. BR 4 you quoted Dr Trevor Powell in the report
Discovering Australia’s future petroleum resources. the strategic geoscience information role
of government, saying that Australia has over 50 sedimentary basins of which only 12 are
producing oil or gas. In your assessment of the remaining 38 basins, do they have oil and gas
prospectivity and, if so, how high?

Dr Pigram—We have not examined all of those basins and a number of them we are
working on, and part of our task is to examine the potential in the frontier basins of Australia
with a view to attracting exploration activity to test that potential.

Senator BUSHBY —You say you have not examined or assessed all of them. Have you
assessed any of them?

Dr Pigram—We have not examined all 38. We are in the process of examining some of
them.

Senator BUSHBY —S0 beyond the 12 that are currently producing gas, are any of those
38 ones that you have actually assessed to your satisfaction at this point?

Dr Pigram—We think some of them have potential and they are part of the acreage rel ease
program and they have attracted exploration investment. So there is a process underway to
test that potential.

Senator BUSHBY—I want to get a sense of potentially what is out there. If you have
looked at 10, did you find that five of them looked pretty good or did you find eight or two?
Of those 38 that are not currently producing, how many have you actually looked at in more
detail ? Of those, in how many did you find a high degree of prospectivity?

Dr Pigram—Can | take it on notice and | will provide you with a more detailed
explanation of where we have been and where we think the potential is?
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Senator BUSHBY —Okay; thank you. You also note from the same report that by area less
than a quarter of Australia’s onshore and offshore basins have received exploration activity. In
respect of the quarter that have, what prospect exists for those basins to produce oil and gas?

Dr Pigram—I will take it on notice again and provide you with a detailed answer.

Senator BUSHBY—You will probably have to do the same with the next one. With
respect to the remaining 75 per cent that have not received exploration activity, what is your
assessment of their prospectivity? Is it as good or equivalent to those with proven
prospectivity or those already producing? | am also interested in why they have not been
explored yet.

Dr Pigram—I can answer that one more generally for you. Essentially those basins tend to
be older rocks. They are the ones that we believe have far less potential, and clearly that
assessment is shared by the industry because they have not chosen to go to those areas. So |
think the prognosis longer term is that they do not have great potential and unless there is
some development in understanding of the geosciences whereby some unconventional
resources exist they have very little potential.

Senator BUSHBY—So that is the absolute answer in that sense? | recall Geoscience
Australia giving some evidence a few years back about how there were a handful of test rules
in the Great Australian Bight that have been put in but in an area the same size in the Gulf of
Mexico there were 2,500 or something like that. Is it just that we have not got to it yet or that
the industry has not got to it or isit because, as you say, it really does not look like it holds out
the prospects that other areas around the world do?

Dr Pigram—It is a combination of all of those factors. The geological history as we
understand it would suggest that they do not have great potential, but they have not been
tested fully. Again, for the industry to test them they have to have enough information to see
that there is some potential and something that is worth testing.

Senator BUSHBY —And in some of those areas you have not got to it yet.

Dr Pigram—We have not or the industry in their own assessment have decided that it is
not appropriate either. Either they are very old and the wrong sorts of rocks or they are just
not the right environments to have good potential.

Senator BUSHBY—You mentioned the acreage release program a minute ago, and | have
read that in some other things. How does that actually work? | am not sure how you release it.
Do you identify areas that you release or does the industry come to you and ask?

Dr Pigram—In the offshore area it is a consultative process. We listen to industry about
what they might be interested in having released. It is an annual process. The minister releases
the areas at the APPEA conference each year, usually around April or May. The process for
sdlecting the areas that go up for release is based on work that we have done in the
precompetitive role that we have and we identify areas where industry is not active or we
think there may be potential and we put those forward for industry to consider.

Senator BUSHBY—So there is no limit imposed on what you are releasing other than the
information that you know about the areas essentially?
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Dr Pigram—Yes. There has to be sufficient information for it to be attractive for the
industry then to do their own due diligence on whether or not they may want to invest in those
aress.

Senator BUSHBY—S0 a basin out there that has not been explored and has not been
properly assessed by you is unlikely to be rel eased because nobody knows anything about it,
not because you are holding it in reserve or you are—

Dr Pigram—There are very few basins that we do not know something about; | would
suggest none, in fact. We have some sense of what the potential is. Part of the recent program
that we have undertaken has been in those very remote frontier areas, because in terms of alot
of the shallower near-shore basins we have done a substantial body of work in them and we
do have a good understanding of them. The ones that are in the deeper water or more remote
areas are the ones that we have been targeting for exactly those reasons because we have not
been there previoudly.

Senator BUSHBY—Just a final question from the perspective of a Tasmanian senator.
With regard to the Sorell Basin, isthat onethat is being looked at at all by you?

Dr Pigram—It has.

Senator BUSHBY —It has been |ooked at?

Dr Pigram—It has been looked at.

Senator BUSHBY —What did you decide in terms of its prospectivity?

Dr Pigram—It has been subject to the acreage release process that has been put into the
systemand put in front of companies as a potential site for a future—

Senator BUSHBY —Isthere any interest?

Dr Pigram—I would have to take that on notice, Senator, if | could. | could tell you the
outcome of that process.

Senator BUSHBY —Good. Thank you.
CHAIR—That isit for Geoscience. Thank you, Dr Pigram.
Dr Pigram—Thank you.
[5.27 pm]
Tourism Australia
CHAIR—Thank you for coming in this evening.

Senator PRATT—Could the committee have an update on the progress of the There's
Nothing Like Australia and the No Leave, No Life campaigns?

Mr McEvoy—As you know, in March this year we launched There's Nothing Like
Australia to Australian people to get them involved and 30,000 Australians signed up and
uploaded images and 25 words on why there is nothing like our great country, which was
quite exceptional, in about 28 days. What we did with those entries was that 3% thousand
have been trandated into 16 different languages and launched around the world, so it is
almost like postcards from Australians to the world to come to visit our country. On 31 May
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this year in Addaide at the Australian Tourism Exchange we launched the full campaign to
the travel industry—2,200 delegates from 40 countries—and since then the ad campaign,
including broadcast advertising, magazine, print and that big digital presence, has been
launched around the world. | think we have launched into at least 17 countries around the
world now and there are a number of others releasing in November—another 12 or so that are
launching.

So, how do you measure it early on? Certainly web traffic has increased markedly. One of
the big measures for us is that the industry has really bought into it. We have more than 40
partners who have bought in, including states and territories, airlines, travel wholesalers and
retailers. As campaigns go, it has certainly been very well accepted by an industry who wants
to put their money with our money to do better. That is There's Nothing Like Australia. That
is where we are at. | think the Oprah Winfrey program is another example of demonstrating
why There’'s Nothing Like Australia has been a great success. That is all to come and that will
be a big demonstration of the campaign.

Senator PRATT—With respect to the There's Nothing Like Australia campaign and the
partners involved, does its success in part come from its multimedia platform and the social
media aspect of it that enables awide-ranging participationinit?

Mr McEvoy—Yes, definitely. It has been very much built with new media in mind and
building social advocacy. Forever our industry has been built around the idea that word of
mouth is the strongest way that people get recommendation. You trust a friend or relative and
now with the way Facebook, Twitter and Beebo in places likes Japan are going, people can
recommend to each other. What we try to do is provide them with the tools to give best
recommendation, and those uploads by Australians are great images and words to do that. To
your point, the ad has been downloaded more than 100,000 times on YouTube. We have a
YouTube channel for our country. We have more than 800,000 Facebook fans in the world
now. It is the largest destination Facebook site in the world and it is growing by somewhere
between 40,000 and 50,000 fans every week. So that is quite phenomenal. So to your point, it
is social advocacy. People passing on recommendations about great places is really important
and There’'s Nothing Like Australiais right at the heart of it.

Senator PRATT—What is the strategy for penetrating social media in other language
groups where we do not have our own Australian peopl e participating in that?

Mr McEvoy—At the core of it, of the stuff that Australians uploaded we did trandate
3,500 of those experiences into 16 different languages. While Facebook is very strong
throughout the world in many places, it is not as strong as some other social media sites in
certain countries.

As an example, in Japan there is a more popular site, and we are very involved in that and
building communities of interest in our country, locals telling their stories about our country.
So it isa good point. And, again, every market is a little bit different, but the one thing that is
common is that social media is much more important in terms of building recommendation
for our country. We are up to our neck in that now and it is going very well.
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Senator PRATT—Terrific. You did, | think, begin to reference the No Leave No Life
campaign. Do you have any sense of whether Australians are indeed starting to use their
leave?

Mr M cEvoy—Yes. Well, look, we do a survey every year on the big numbers of how many
leave days have been stockpiled. | think the global financial crisisis part of this reason, but |
will give you some numbers. In March 2009 when it was launched, 123 million days had been
stockpiled. Back at | think 30 June this year that had been reduced to 117 million days. | think
during the GFC a lot of companies used that as an opportunity to retain employment but get
people to take more leave, which was good, but from our point of view | think we have had
someroleto play.

More than 800 companies now who represent more than a million employees have taken
this No Leave No Life concept into their company. We did some survey work on people who
understand and were aware of the campaign, and, of those people who are aware, about two-
thirds of them are more likely to take an Australian holiday based on the campaign. It is early
days and it is a big issue, and it is an issue that only gets solved if employers take a real
interest in it and encourage their workers to replenish and holiday.

Senator PRATT—I suppose the strong Australian dollar means that there are
unfortunately probably more Australians heading overseas for their holidays. What is the
strategy for strengthening the local tourism market in that context?

Mr McEvoy—The dollar is interesting. You are right, Australians are very aware of what
our currency buys offshore. Outbound travel has been very strong for many years now in
Australia, since probably about 2004, and the dollar is not the only reason. Competitive
airfares, low-cost carriers and more destinations have really helped drive that. That has sort of
put a bit of a hold on domestic. It has been a tough environment. The dollar is not probably
hel ping at the moment, as Australians look for more value offshore.

The states and territories predominantly do the marketing of Australiato Australians, where
90 per cent of our budget and our effort is inbound, bringing more internationals in, and we
are doing that hopefully well and those numbers are growing. More internationals are coming
this year than ever before. The likelihood is that we will reach more than six million visitors
for the first time this year. So inbound is improving, and that is a good thing for the Australian
industry. Domestically it is those programs, No Leave No Life and also what we have done
with the campaign, There's Nothing Like Australia. Getting people to upload those images
was quite amazing. We had more than 1.2 million downloads of those images by Australians
looking at their own country and all we can do is continue to do that. The states and territories
are heavily into that and they are working hard, but certainly it is a difficult environment.

Senator PRATT—You did mention the Oprah effect and the growth in inbound
passengers. Can | ask you what US studies have shown about the effect of an Oprah
endorsement?

Mr McEvoy—It is sort of a phenomenon they call the Oprah effect. | think perhaps her
book club is one of the best examples, where authors who have sold a few copies get to be
featured on the book club and they become New York Times bestsellers pretty quickly. So it is
that sort of impact that she is well known for. Why did we target the program? The program
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goes to 145 countries around the world. | think there are 40 million viewers in the US alone
and probably that again in those countries around the world.

Really importantly for us, it is watched by predominantly 25- to 54-year-old women who
have a household income of more than US$75,000. It is the highest proportion of viewersin
that target segment of any program in that market around the world. Those people are the
decision makers in travel and tourism. So women 25 to 54 are right at the heart of the
audience that we want to try to influence. That is the Oprah effect. We want to see if that can
rub off on Australia a bit. Harpo Productions, her production company, have committed to
making at least two hours of television about our country. Three hundred audience members
will come and experience our country and Oprah and her correspondents will go as far and
wideinAustralia as good stories do make and broadcast that to the world.

Senator PRATT—Can | ask who Tourism Australia consulted with about the visit?

Mr M cEvoy—Yes, sure. We have many partners in the program—major partnersincluding
Qantas as an airline, the Sydney Opera House, Tourism New South Wales, Victoria,
Queendand—and now also all the other states and territories have an involvement. Where
appropriate, these people were consulted to get it across the line.

Senator PRATT—I note you have said ‘and now also the other states and territories’. | am
a Western Australian senator. You would be very aware that there has been a campaign from
Western Australia to ask the tour to visit Western Australia. Was Western Australia consulted
at theinception of this tour proposal?

Mr McEvoy—We had to work with Harpo around issues of nondisclosure in a commercial
way, so when we could let Western Australia know we did let Western Australia know. It is
really important to note that no decisions were made about the television programming that is
being made until after it was announced, and that is really the opportunity. What we have
done since the announcement—and prior to the announcement we did discuss it with Tourism
Western Australia—is we have given not just Western Australia but every state and territory
the opportunity to pitch directly to Harpo Productions about their story ideas. For what it is
worth, we would like to see Oprah or her correspondents get to Western Australia also. The
intention of Tourism Australia since the beginning has very much been to get as much
national coverage as possible about our wonderful country.

CHAIR—On behalf of South Australia as well—
Senator Sherry—I had better put my bidin, too.
CHAIR—Isthere acommitment with Harpo to go and see a minimum number of states?

Mr McEvoy—They will make the best television they can make and they will hold that
pretty dear to themselves. The spirit of the agreement is that they will go as far and aswide in
Australia to make the good stories.

CHAIR—BUt are they locked into certain states now?

Mr McEvoy—They are locked in on the audience, for sure. | suppose one of the parts of
the deal is we had to bring 300 audience members out and give them an experience. One of
the criteria was that they have travelled a long way—they have come from Chicago but also
all over Americathrough LA to Australia—so they wanted us to keep them relatively close to
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home to begin with. But as we talked to them, we certainly pitched in alot of other ideas and
the states and territories have directly, and | think they are very interested in those ideas. They
will make those final decisions, but certainly | think we will get a lot of great national
coverage.

CHAIR—So thereis no final decision yet about where they will start?

Mr McEvoy—That is correct. They will be here in early December to make the
programming. Frankly, it is an organic process and they will be deciding right up until then
what they will film.

CHAIR—Have you consulted with the department of tourism regarding this?
Mr McEvoy—Yes.
CHAIR—AnNd you have got advice from them about where to go and what to pitch?

Mr McEvoy—Not so much about where to go—just keeping the department and the
minister informed as we go. There have been thousands and thousands of ideas put forward,
which we have dutifully talked to Harpo about. They will be the final arbiter of what stories
they make and where they go, because that is TV programming which they are holding close
to themsel ves.

Mr Clarke—Our interest in the department, which TA fully embraced and already had,
was that all jurisdictions have an opportunity to put their best case forward to the production
company. But at the end of the day it is a matter for the production company to decide.

Senator PRATT—It does seem that at the outset there were only a couple of states
involved and that it is only in hindsight that all states now have an opportunity.

Senator BUSHBY —Exactly. When did the states have that opportunity to put their case?
When did you actually provide that to them? How far into the development of this huge
production was it before you actually introduced the states to that opportunity?

Mr M cEvoy—The states got the opportunity when Harpo Productions were thinking about
what stories to make. As soon as they started thinking, ‘What television do we make? was
when the states got that opportunity.

Senator BUSHBY —That was well after you had locked them into coming.
Mr McEvoy—Yes. The first part of it was held pretty tight at the request of Harpo
absolutely, because the whole idea of this program is a surprise or a reveal for the US

audience and the global audience so the fewer people who knew about it, according to Harpo,
the better. They have done these things before and they hold them pretty close to themsel ves.

Senator PRATT—S0 does that mean that we will have to wait and see if our states get a
guernsey?

Mr McEvoy—Yes. We are in there talking, as are the states and territories, and all will be
revealed. They will make alot of great television for our country.

Senator FIFIELD—It would be fair to say that each state has the opportunity to audition.
Itiskind of like The X Factor for states.

Mr McEvoy—Yes.
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Senator PRATT—So you can tell the Western Australian newspaper, who | am sure are
visiting, to keep their campaign going?

Mr McEvoy—I think some of the stuff that has been coming out of al the states and
territories has been fun, and | think Harpo are really watching with great interest and they are
looking—

Senator Sherry—I might even send them a copy of this estimates hearing. That would
really get them interested in coming to Canberral

Mr M cEvoy—There have been more than 11,000 stories writtern—

CHAIR—That isjust inviting meto talk about the joys of the Barossa, the Flinders Ranges
and Kangaroo Island.

Senator PRATT—The Ningal oo Reef and the Kimberley are waiting for them. | did have
some other tourism questions. | wanted some advice about the National Long-Term Tourism
Strategy. | have heard a bit about where we are at now and about the emergence of things like
social media. What does the long-term picture for Australialook like?

Ms Madden—Minister Ferguson late last year, on 15 December, announced the National
Long-Term Tourism Strategy and an implementation plan that was agreed with all states and
territories through a ministerial council. It has proceeded since December last year with the
establishment of nine major working groups, the magjority of which are headed by states and
territories but include Commonwealth, state and territory and industry representation. As you
implied, this work on the strategy is supplementing the work on marketing that Tourism
Australiaisleading but is looking particularly at the supply side or productive capacity of the
industry.

You al know that tourism is our largest services export industry. Arguably perhaps, we
have not |ooked behind the scenes at some of the issues like investment, infrastructure, labour
and skills as much as we might. So they are some of the key working groups. The work is
advancing through the ministerial council |eadership. There is an up-to-date summary of each
working group which is available on our website, or | can go into specific details if you like.
The next ministerial council will receive a full update and be making some decisions in
relation to future directions when it meets this Friday in Sydney.

Senator PRATT—When you talk about product quality, would that be things like if
particular tourism regions have had a mgjority of investment at a certain time and place then
suddenly their tourism product can start to get out of date? So you have to keep certain
tourism regions with a product that is going to suit the current market. Is it that kind of
strategy you are talking about?

MsMadden—Yes, certainly. The work of the strategy is informed by research. In fact, one
of the key priorities under the strategy is to improve research—what we are actually looking
into and how we are taking forward areas of improvement. For example, the domestic visitor
survey, which is conducted by Tourism Research Australia, looks into satisfaction levels and,
where there is action, that can come forward in terms of specific measures.

Mr Clarke—The nature of the work being done in this strategy is deep and fundamental. It
is called a long-term strategy because it is not going out and suddenly creating some new
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attraction or facility or piece of infrastructure. It is more looking at what are the impediments
to investment in infrastructure that supports the tourism sector, be it regulatory or other
matters. What are the impediments to growth in labour in the sector and to getting the
appropriate skills? How can you do destination planning more effectively, rather than picking
which destination should actually benefit from that?

Senator PRAT T—Where does the TQUAL grants program fit into all of that?

Ms M adden—TQUAL was announced for this year by the minister last December and we
are rolling out successfully 70 projects. Then, as part of the election commitments, the Labor
government did announce that there would be $40 million of new funding made available to
TQUAL that will commence from 1 July 2011. So early planning is underway in relation to
that. What we have tried to do based on feedback is have a full evaluation of tourism grants to
date.

We have consulted very closely with industry and recipients, as well as states and
territories and other stakeholders, to inform the planning of the next phase of TQUAL, and the
summary of that evaluation is available on our website. But one of the key principles is that
some of the grants really have to underpin the strategic approach to tourism more effectively.
So that will be an important element of the next round of TQUAL in that it will actually
underpin some of those key challenges in the strategy like investment, quality, labour and
skills more effectively than has perhaps occurred in the past.

Senator PRATT—AII right. That is terrific. Thank you very much.

Senator BUSHBY—A number of the questions | was going to ask have been asked. In
fact, | think that Senator Pratt must have stolen my questions about Oprah Winfrey in respect
of Tasmania, but basically she has asked everything | was going to ask on that. She has also
touched on a few things like the National Long-Term Tourism Strategy. At the June estimates
in respect of a number of programs being run through the department | asked how much of
the department’s resources are actually spent on each of those programs to which Ms Madden
indicated that those details would be provided on notice. In BR10 and a number of other
guestions on naotice the department tells me that it does not alocate internally in a formal
budgetary manner how much time is done in kind by its officers for each of the various
activities that they undertake. | accept that, but does the department as a management tool or
otherwise allocate less formally or keep track of the time actually expended for each of these
various activities? In asking that, | note that in BR11, BR12, BR13 and BR14 some
breakdown of staff costs for working on some of these activities is provided but not whally.
How isthat possible unless there is some way that you actually do it in aninformal sense?

Mr Clarke—I recall well your question and | took it on notice and we are now following
up. The extent to which we have been able to answer your question reflects the extent to
which those goals that were put in the PBS tie directly to the structure of the department. So
the resource all ocation within the department is through divisions, branches and sections and
we can tell you exactly where they go, but they do not always match exactly those higher
level objectives that are articulated in the PBS. Some are aligned. Those we were able to give
you. Some did not align aswell and it would be necessary to take estimates—
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Senator BUSHBY—You do not actually have internal management processes that keep
track of the resources, human and otherwise, that are being used in particular programs from
within the department?

Mr Clarke—We know where all of the people and money goes; it is the mapping of that to
those higher level objectives that were outlined in the portfolio budget statement and we have
not institutionalised that mapping in our accounting system.

Senator BUSHBY —I will leave it at that for the moment. Also looking back at the last
estimates, in BR29 TA indicated that there were only four changes in appropriation to TA's
budget and listed them. This does not appear to explain the apparent fall in real terms that |
was asking about in that context. How does TA explain the fall from $142 million this year
from $137.5 million last year, including the $9 million brought forward from next year,
which, if you deduct from this year, leaves a figure some $6.5 million short of last year's
budget, and next year it is predicted to be $123 million? The figures just do not seem to add
up in the sense that you are saying that there has been no change to the budget. If there has
been no change other than outlined in BR29 to the government allocation, is the difference
accounted for by variations in the actual and predicted revenue sourced from outside of the
government?

Mr McEvoy—The two areas of difference from last year are the $9 million brought
forward and also the fact that Tourism Research Australia went from Tourism Australia across
to the department. So they are the two amounts of money that make up—

Senator BUSHBY —Which was outlined in the answer to the question on notice.

Mr McEvoy—In terms of next year and your figure of $123 million, we just want to have
alook at that. We do not think that is right. | think our budget in forward estimates returns
to—I have been advised that $123 million isthis year, 2010-11. It returnsto—

Senator BUSHBY —I may have written my notes—
Mr M cEvoy—Yes, the $9 million is returned in next year’s budget.

Senator BUSHBY—S0 $123 million this year. | was getting my years wrong, but if we
shift it back one year and talk about $123 million this year, how does that compare with the
$142 million and the $137.5 million?

Mr M cEvoy—So the $141.62 million, which was last year’s budget, includes $9 million
brought forward out of this year’'s and also includes Tourism Research Australia which was
part of Tourism Australiain that fiscal year. If you move into this year, there is $9 million out
which was brought forward and the full effect of Tourism Research Australia has moved
across to the department.

Senator BUSHBY—And that accounts entirely for that difference? | could do a simple
sum and it would add up?

Mr Le Loux—There are some other minor variations, but that relates to wage cost
increases that are applied to the appropriations. Apart from those major changes, everything is
the same.
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Mr McEvoy—The budget goes to 133,385, which is that 122 plus the nine million
returned. That should add up.

Senator BUSHBY—In BR31, TA notes that expenditure on other domestic activity will
fall from $1.5 million in 2009-10 to $0.5 million in 2010-11. Can you tell me what activities
that covers and what activities will be cut to explain that million dollar reduction?

Mr M cEvoy—We will take that on notice.

Senator BUSHBY —Thank you. What partnerships do you currently have with private
enterprise, for example the airlines?

Mr M cEvoy—We have some major partnership with airlines. A good example of that is a
three-year $44 million partnership with Qantas. We have magjor partnerships with other
airlines like Emirates, Singapore Airlines—in fact many, many airlines. We also have some
other partnerships around our cooperative marketing campaigns with travel wholesalers and
agents around the world and also the states and territories. We have a number of partnerships.
Grant is just pointing out to me some of the mgjor airline partnerships. They are Qantas,
Emirates, Singapore Airlines and then a whole bunch of others which make up some
additional support. There are two ways we account for it. One is that we are the banker and
the money comes through us. The other way is that we support them in some of the things
they are doing.

Senator BUSHBY—When you say ‘partnerships’, you have an agreement with them
where they spend money through you? Is that the guts of what isinvolved?

Mr McEvoy—The example would be ‘ There's Nothing Like Australia’, which is the line.
That can be demonstrated through an ad in the UK with, say, Emirates. There is a message
from them and a message from us about the destination.

Senator BUSHBY —And you will place that ad?

Mr McEvoy—Not aways. It will depend on a whole bunch of things. Who can buy the
media most cost-effectively is one of the key things. That is a discussion that we have with
those airlines.

Senator BUSHBY—But ultimately the partnerships involve a private enterprise partner,
like an airline, seeing an advantage in associating with TA and paying you money as a result
of that. They anticipate that they will get a commercial run on that money that they are giving
you through patronage and you use that money to advance the cause of TA in general but
specifically focusing on those partners?

Mr McEvoy—Sure, they are commercial entities and they are looking for commercial
return. There is no doubt about that. From our perspective, we do it because it leverages our
money and gets a strong and impactful message to the consumer. If you look at the way
people make travel decisions, airlines are very important in that—the price of a fare. But also
their websites et ceterain many markets are often one of the first ports of call when people are
thinking about that. They are very good partnersfor us.

Senator BUSHBY—In June | was asking about how you were going to cover for the $9
million this year that was brought forward from last year. You indicated that some of those
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private partnerships were raising enough money and you were fairly confident that they
would cover that $9 million but you had not got there yet. Have you got there now?

Mr McEvoy—There are two things that have perhaps worked in our favour. One is that a
strong dollar actually works well when you are buying in foreign markets. We have been able
to buy better offshore in foreign currencies because our dollar has gone further. That has
hel ped make up that. The second oneis to your point that the campaign is working well and a
lot more partners have joined up, either directly or indirectly. So | would say that there is as
much, if not more, noise being made about Australia now than there was—

Senator BUSHBY —Will you have the same degree of funding? Will you make up the full
$9 million shortfall?

Mr M cEvoy—I think we do pretty much in currency.

Senator BUSHBY —You thought you would in June but you did not.
Mr M cEvoy—I am pretty confident that we have.

Senator BUSHBY —Could you take that on notice and confirm that?
Mr M cEvoy—Absolutely.

Senator BUSHBY—You also talked about a forecast of making $9 million on currency
gains. You were fairly confident that that was going well and you were going to meet the
budget. In terms of currency gains, what were you hedging against—an increase in the
Australian dollar?

Mr M cEvoy—We do not hedge; we get given a rate through Treasury. The dollar is strong
and it is buying better offshore.

Senator BUSHBY —In terms of currency gains, that is what you were talking about?
Mr M cEvoy—Absolutely.

Senator BUSHBY —So you actually put that in as a line item of value in your budget, that
you expect—

Mr Le Loux—Our overall results reflect either a gain or aloss in terms of bringing in a
surplus or aloss in terms of our accounts. The way that we manage internally is against the

standard or the set rates. Our external accounts will reflect either a gain or aloss, which either
we give back to government or get refunded.

Senator BUSHBY—So if the currency does something different from what you were
given by Treasury, that would actually show up in your books?

Mr Le Loux—In our financial statements, yes.

Senator BUSHBY —In your financial statements. Okay. | note—and you have mentioned
it already tonight—that the transfer of TRA has been completed and that it has gone back to
the department. You previoudly advised that it came with a straight transfer of funding. It was
also noted that it is part government funded and sources funded from elsewhere. Where are
the funds from elsewhere sourced? Has there been an impact on the non-government sourced
funds for TRA that has affected the revenue neutrality of the transfer? Has it actually in
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practice effectively been a revenue-neutral transfer or, because of the currency fluctuations or
other aspects, hasit ended up with either a shortfall or awindfall for the department?

M s Madden—It has been a neutral transfer, as we mentioned in the previous estimates.
Senator BUSHBY—That was the intention. But there are factors that are outside the
department’s or TRA's control.

Ms Madden—Yes, | am just getting to those, Senator. The other funding for Tourism
Research Australia comes from cooperative arrangements with the states and territories that
are addressed through individual service level agreements. Those service level agreements are
in place with all the states and territories. So there has been no disruption to Tourism Research
Australia s funding stream as a result of the transfer back to the department.

Senator BUSHBY —Okay.

Senator FIFIELD—Mr McEvoy, | have some questions about the Australian Tourism
Directions conference, which | think is scheduled for 15 November—in this building, | think.
Areyou ableto tell me what the budget is for the conference?

Mr McEvoy—It is about $120,000.

Senator FIFIELD—OKkay. | notice that you have some good speakers there—Professor
lan Harper, who is always good val ue.

Senator Sherry—Who is he?
Senator FIFIEL D—He has held some interesting and important roles in the public sector.
Senator Sherry—I have heard of him and of his background.

Senator FIFIELD—Indeed, heis a good person and also Mr Christopher Sanderson, who
is the co-founder of the Future Laboratory, which is responsible for delivering consumer
insight, trend forecasting and brand strategy to a client list that includes American Express,
the New Yorker, Veuve Clicquot, the Gap, Nokia and British Vogue. He sounds like another
very interesting chap. | was just wondering what the budget is that has been alocated for the
costs associated with the travel, the accommodation and the fees for Mr Sanderson.

Mr M cEvoy—Sure. We will take it on notice. | could not give you the exact numbers now.
Senator FIFIELD—It is not something that you have to hand?
Mr McEvoy—Not at top of mind, no.

Senator FIFIELD—OKkKay. Is there one of your colleagues there who could just have a
ballpark stab of what percentage of the $120,000 is allocated for speakers' fees and costs?

Mr McEvoy—Sorry; | will just have to take it on notice. | do not have the numbers in
front of me.

Senator FIFIEL D—Okay. If you could that would be good. | am just wondering if there
was any consideration given to bringing an Australian based expert on consumer insight, trend
forecasting and brand strategy to the conference.
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Mr M cEvoy—There were certainly a number of speakers considered, including Australian
based speakers, and through a mix of timing and all sorts of things the committee settled on
Chris Sanderson from the Future Laboratory.

Senator FIFIELD—If you do not know, could you also take on notice the costs associated
for the travel, accommodation and other fees for other presenters? | think Ellen Fanning is
going to be moderating the session.

Mr M cEvoy—Correct.

Senator FIFIELD—So if you could also take that on notice as well. Is there any part of
the conference which will be dedicated to accessible tourism and the accessible tourism
market? | am asking in my capacity as the shadow minister for disabilities.

Mr M cEvoy—Not specifically, Senator, but | guess the whole idea of the conferenceis to
look at future opportunities in both supply and demand. It is about setting some long-term
aspirations for an industry and thinking about what the future consumer is looking for. So, not
specifically, but in that context it is quite possible that it would come up.

Senator FIFIELD—Do you know what percentage of the market in Australia would be
represented by people with a disability?

Mr M cEvoy—From a product point of view, Senator?
Senator FIFIELD—Yes.

Mr McEvoy—I have seen an audit a few years ago of the number of operators that are
capable of handling people with disability and it is a low percentage—although | know that
many, many more have had to come into line with that. So | would not be able to put a
percentage on it.

Senator FIFIEL D—Thank you. The generally accepted figure in terms of the population
who have a disability ranges between 10 and 20 per cent, which is a significant section of the
community. That is why | am asking: because they are a potential market for tourism
operators and they are a segment of the community who like to get out and do things as much
as anyone. You might be aware that New Zealand recently held a conference focusing on
accessible tourism and deve oping that market. Is that something that you are aware of ?

Mr M cEvoy—I was not aware of the New Zealand conference, Senator, no.

Senator FIFIELD—To my understanding it is the first government auspiced conference
focusing on accessible tourism. Does Tourism Australia have any specific initiatives or ideas
in mind to try to develop that market, both for the benefit of tourism operators to tap into a
section of the community who might find it difficult to buy their products but also for the
benefit of that segment of consumers?

Mr McEvoy—It is a good question, Senator. Our aim is to get people to come to the
country or through the country. One of the big things that underpins a lot of what we do is the
Australian Tourism Data Warehouse which is, as you may be aware, a database of | think
more than 22,000 records of the Australian business operators in tourism throughout the
country. One of the sections on that talks about their ability to handle people with disability of

ECONOMICS



E 142 Senate Wednesday, 20 October 2010

al types. So through that, through our network of promoting our country to the world with
that as an underpinning database, is where it comesinto play.

Senator FIFIELD—Is there the capacity at the Tourism Directions Conference for some
discussion or for the moderator to guide discussion to cover that topic in the course of the
proceedings?

Mr McEvoy—I think so, Senator. | think this one is an opening day to get this idea of a
once-annually stake-in-the-sand conference for the industry underway. The aim, | think, Jane,
in the future is to hold it some time mid year each year, and | think that is the opportunity to
get al sorts of papers up about the future of tourism in al its capacity and all its interests,
absolutely.

Senator FIFIELD—So it is something that could be looked at for future tourism direction
conferences aswell as having it as aformal part of the proceedings?

Mr Clarke—Senator, your question certainly goes to the intent of this conference and, as
Mr McEvoy has said, thisis the first. Holding this sort of conference was actually one of the
outcomes of the Jackson committee that spawned the national long-term tourism strategy and
this was one of the other outcomes. It is pretty much unashamedly modelled on the ABARE
outlook conferences that were very effective in providing that economic review of the sectors
that that organisation was responsible for doing the research for. So the intent is to develop
this as an economic futures conference. It is not a marketing event; it is the industry talking
amongst itself about where the industry is going and how the industry could do better. So
particular interests, like disabilities and other special interests, are exactly the sort of thing
that we would see this conference evolving into addressing—those sorts of opportunities.

Senator FIFIELD—I know what you mean and | am not being critical, but ‘special
interest’ is probably not quite the right term.

Mr Clarke—I am struggling for the right term.

Senator FIFIELD—I appreciate that, because | think it is not just disabilities but also
peopl e who are ageing.

Mr Clarke—Yes.

Senator FIFIEL D—There are particular things which can be done to open up products for
those people.

Mr Clarke—That supply side perspective—what developments on the product side does
the industry need to invest in and what are the impedi ments to those investments?—is exactly
the sort of thing that we are trying to work through in this strategy and conference.

Senator BUSHBY —You mentioned people who are ageing. The first baby boomers turn
65 next year and there will be a massive increase in the number of labour market exits, to put
it technically—the number of people who are retiring over the next five, 10, 15 years. All
indications are that they are going to have a very different attitude to their retirement from the
one our parents had when they were thinking about retiring. They will want to get out there
and spend money and do things. This conference is obviously aimed in some sense at making
sure we have products that are suitable for them. In a broader sense, given the opportunities
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over the next decade as baby boomers start to retire, how have you approached the
opportunities there?

Ms Madden—At the Tourism Directions conference, the government will also be
launching the inaugural state of the industry report for tourism. One of the key focus points of
this state of the industry report will be some of the megatrends that industry and small
businesses, which comprise the majority of the tourism sector, need to take into account.
Certainly, as you have identified, the ageing of the population and what that could mean for
busi nesses in the supply chain is one of the topics that will be addressed in the report.

Senator BUSHBY—That demographic change will have a huge impact on not just
tourism; it will have a fundamental impact on the way a lot of our economy operates. It will
have a lot of impacts at both ends. Those people will be reasonably wealthy on the whole and
have an ability to spend and they will not want to sit at home, which is how we traditionally
think of retired people.

Mr McEvoy—It is very much alive and with us now.

Senator BUSHBY—I am sure it is because some of them would have been retiring
already, but technically they will hit that retirement age at 65. It is a milestone in away.

Senator Sherry—The average retirement age in Australiais just over 60, soitiscuttingin
abit earlier than 65.

Senator BUSHBY —I know, but 65 has been the traditional age.

Mr McEvoy—In markets like Japan there is a segment called the Jukunen, which is an
over-55s market, which is Senator Sherry’s point. They have maybe cut out of work but they
have time, they have money, they have travelled and they are looking for things that satisfy
their interests. So you are right: it is atrend today and tomorrow.

Senator BUSHBY —I just interrupted there. | might come back with some more questions
later, but | think Senator Birmingham has some questions.

Senator BIRMINGHAM—The datistics indicate fairly strong continued growth in
oversess travel by Australians. Obvioudly | know the dollar has been canvassed to some
extent. To what extent do we now have a gap between the number of Australians travelling
overseas versus the number of international visitorsto Australia?

Mr McEvoy—You know this number, Senator, and so do | but | have not got it with me. |
could take it on notice. It is one that is often publicised by the TTF—the value of the number
of people coming in versus those going out. It has shifted in favour of outbound expenditure.

Senator Sherry—Do you want the number of people or the expenditure?
Senator BIRMINGHAM—I was looking at people.
Senator Sherry—That isirrelevant.

Senator BIRMINGHAM —Either would be—and | redlise in the end expenditure is.
However, | suspect—

Mr Clarke—It is one of these big trends, as you say. | will seeif we can bring it for you.
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Mr Calder—There has been a general trend over recent years of increasing outbound
visitation by Australians. | do not have the exact humber with me for last year—I could not
find it in my pack—but it did exceed the number of inbound arrivals in Australia. Last year
there were around about 5.6 million inbound arrivals to Australia and that was dlightly
exceeded by the number of outbound.

Senator BIRMINGHAM—Slightly exceeded by the number of outbound?

M's M adden—Outbound was 6.3 million, so the difference there is 0.7 million between
outbound and inbound.

Senator BIRMINGHAM—Last year being the last financial year?
M s Madden—The full 2009 calendar year.

Senator BIRMINGHAM —Fantastic. Insofar as you do collate data on expenditure—
because, obvioudly, | know we keep reasonable data on expenditure for inbound; | am not sure
how much data you collate for outbound—is there a comparison—

Mr Calder—The primary source for measuring the trade imbalance for tourism is the
Australian tourism satellite accounts. The latest edition of that is the data for 2008-09, so it is
still lagging behind at this point. So we do not have the most current data coming up to the
2009-10 figures as yet.

Senator BIRMINGHAM —In the end, | accept that that type of netting-out figure is of
relatively little value to the key aobjective, which is getting more people to holiday in Australia
and then the other objective of getting Australians to holiday at home. Just because they are
also holidaying overseas does not mean that they are not doing so here, but are we seeing a
continued decline in the spend on tourism and travel in the domestic market by Australians
that isin line with this continued growth in overseas travel ?

Mr Calder—Domestic tourism has been struggling for about 20 years now. There has been
aweakness in that particular market. | do not have that particular number here, but there have
been generalised falls. In 2009 overnight trips by Australian residents fell by 6.3 per cent and
visitor nights fell by 5.6 per cent. Total domestic expenditure fell by 3.5 per cent, but the
daytrip component of domestic travel increased by 6.5 per cent during that time. So there has
been some substituting for trips of shorter duration.

Senator BIRMINGHAM—Okay.

M s M adden—Senator, there has been quite alot of documentation, including the Jackson
report that my colleagues referred to, that outlined these trends and, as | mentioned, the gov-
ernment will be releasing the state of the industry report. These form the context for the Na-
tional Long-Term Tourism Strategy and some of the marketing efforts that Tourism Australia
has outlined today as well. But certainly, from a policy viewpoint, these challenges about do-
mestic travel are the reasons we are looking in a concerted way at some of the factors that go
into making up our domestic tourism industry—the investment, the labour and skills—and
thisisthe very context in which we are currently operating.

Senator BIRMINGHAM —Okay. Important though the work of TA is in promoting the
domestic market, there are another group of players who are particularly critical, and they are
the state agencies.
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Ms Madden—Yes.

Senator BIRMINGHAM—As we have passed through the budget rounds for all of the
states, have the states maintained their investment or improved their investment in tourism
marketing activities and particularly, of course, in domestic tourism marketing?

Mr M cEvoy—It varies. | would have to take on notice to have alook if you want an exact
answer to that, but it varies. By and large, | think they have pretty much maintained their
overall budgetary effort. How they use that either domestically or internationally | would not
know but, by and large, | think it has been maintained. The growth for us has come in inbound
this year. We have had about a five or six per cent growth in inbound. So that has been the
good news for the Australian tourism sector.

Senator BIRMINGHAM—As | said, while everybody from the industry can take some
credit for that, full marks to TA for their role in that. It is the case, obviously, that extraneous
factorslike the dallar are going to both help and hinder in these ways, and you have explained
that already in terms of your marketing dollars versus the impact on travellers to Australia and
the attraction for Australians of travelling overseas.

| promised Senator Williams a bit of time before we move on, so | want to jump through a
couple of quick budget specifics. We often find at the budget estimates that TA have not set
their own internal budget. We will go through a couple of program lines. | might work
backwards from program 1.3, which is primarily the marketing budget line. We see a fair dip
in the budget for 2010-11. Is that dip going to be made up by the dollar fluctuations now—by
good fortune?

Mr McEvoy—We have certainly been fortunate in a year where $9 million was brought
forward. That was a really useful program. We brought $9 million forward for marketing
campaigns from the March-June quarter. We spent $9 million in the industry and $11 million,
$20 million, on almost 60 campaigns at a time when we really needed it, and that was useful.
This year, because our dollar is buying more strongly, without putting a finite number on it,
yes, we are buying better. The Australian dollar is more powerful and we can afford more
marketing dollars offshore. It has been a fortunate time to be in that situation.

Senator BIRMINGHAM—Aside from investments in offshore marketing, advertising and
promotion, have other sectors of TA funded out of this budget line, such as Business Eventsin
Australia, maintained their budgets?

Mr McEvoy—They have been maintained and we have exact numbers there. We have
maintained that effort. Again, there have been good partnerships with industry. We are
collectively tackling the association business. We have got 16 convention bureau partners
involved with us. There has been a slight decrease in the business events funding. It is still up
over $3 million. It was at $3.5 million at one point. There has been a bit of a loss there, but,
again, we are buying better offshore. | would argue that we have more partners involved with
us than perhaps we did last year as well.

Senator BIRMINGHAM—Is the business events sector feeding into the growth in
inbound tourism that the industry has enjoyed?
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Mr McEvoy—It has been a good story. They were most affected last year. There was more
than a 20 per cent decline in business event visitors last year. As you would understand, with
the global financial crisis, business events, corporate meetings and incentives were some of
the first things cut by corporates. This year we are seeing areturn to growth. The latest figures
show—and | am not sure we have got them—14 to 16 per cent growth in business event
visitors this year. Certainly, that industry is feeling more buoyant. The corporates globally are
looking to reward both employees and contractors a lot more again in the incentives area and
are holding their corporate meetings offshore again. We have seen a return in the business
events sector.

Senator BIRMINGHAM—The dollar does not help you so much in terms of making up
in program budget lines 1.1 and 1.2. Have you had to take cuts to programs in either of those
areas?

Mr McEvoy—In the interests of time, | will take that on notice.

Senator BIRMINGHAM —I will place some other questions on notice as well and give
Senator Williams his promised five minutes.

Senator WILLIAM S—You keep statistics on those who come to Australia. Do you keep
them on how many actually visit regional areas?

Mr McEvoy—We do. We were talking about that before offline. Something like 46¢ in
every dollar spent by international tourists goes to regional Australia. | think it is something
like six in 10 international visitors go to a regional area and just under 50c in every dollar is
spent regionally. It isa good industry for regional Australia.

Senator WILLIAMS—That is good, because | heard figures years ago—it could have
been 10 or 15 years ago—that something like 91 per cent of people who visited Australia
would have liked to go regional areas but only about 17 per cent did. That is one sector of the
tourism industry that has improved, would you say?

Mr McEvoy—I do not know those figures you are quoting, but certainly in my history in
tourism—which is about 15 years—regional Australia has always been one of the major
beneficiaries. That is why | think we certainly invest in this sector, because regional Australia
does benefit from tourism—tourism jobs and tourism visitation.

Senator WILLIAMS—When people do visit regional Australia, do you have a breakdown
of whether it is coastal or inland? | imagine that many people who come to Australia land in
Sydney and might travel to Cairns, Coffs Harbour, the Gold Coast or especially the North
Coast of New South Wales. Do you have any figures of those who travel inland, west of the
divide for example in New South Wales?

Mr M cEvoy—We do. | think Tourism Research Australia keeps good figures on dispersal.

Mr Calder—We have our international visitor survey, which we publish on a quarterly
basis, which will collate the data on where visitors go based on tourism regions. We also have
our national visitor survey, which looks at domestic tourism, and also breaks it down by
tourism regions. Those surveys were last released on 8 and 15 September. So we are gearing
up now for our September quarterly rel ease to come out in December.
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Senator WILLIAM S—With the global financial crisis of the last couple of years, as well
as the high Australian dollar we are facing now, what is your anticipation? Do you do
modelling of tourists coming to Australia? My concern is regional Australia. Do you see this
industry suffering much of a decline in the near future or are you optimistic that we can
maintain the levels and grow them?

Mr McEvoy—Sure. Smarter people than me do forecasting as part of the Tourism
Forecasting Committee, which | sit on and Jane Madden sits on. Certainly Wayne Calder has
some input into it, but also economists and other people look at this. | think in November the
next Tourism Forecasting Committee numbers will come out. Certainly there is optimism that
thereisa growth ininbound and the area that is perhaps—

Senator WILLIAM S—Even with the higher exchange rate?

Mr McEvoy—Yes, absolutely. A lot of it also comes down to airline capacity, and there is
certainly airline capacity growth. When airlines put more capacity into Australia, fares
become competitive. It is not just about the currency; it is also about the perception and the
reality that fares are more competitive. There is a lot of pent-up demand for our country.
People want to come. So when the fares are right, when there is good competition and good
capacity, we tend to do better. The future of aviation capacity is strong for our country.

Senator WILLIAM S—In the past, tourism was about our third largest export earner for
our nation. That has obviously dropped back somewhat now?

Ms M adden—It is the largest services export, but | think it currently ranks sixth overall in
terms of goods and services exported from Australia.

Senator WILLIAM S—It is behind education | would imagine.

Ms Madden—It is a definitional challenge. Tourism, as defined by the Australian Bureau
of Statistics Tourism Satellite Account, includes education, which is a stay of 12 months or
less. Under that definition, tourism is ahead of education, yes. Exports totalled $24 billion last
year.

CHAIR—That brings us to the dinner break. | thank the officers from the Department of
Resources, Energy and Tourism, and specifically for this section the officers from Tourism
Australia.

Proceedings suspended from 6.14 pm to 7.16 pm

ECONOMICS



E 148 Senate Wednesday, 20 October 2010

TREASURY PORTFOLIO
In Attendance
Senator Wong, Minister for Finance and Deregulation

Senator Sherry, Minister Assisting on Deregulation, Minister for Small Business, Minister
Assisting the Minister for Tourism

Department of the Treasury
Fiscal Group

Mr Nigel Ray, Executive Director, Fiscal Group

Mr Tony Webster, Senior Advisor, Industry Environment and Defence Division
Industry, Environment and Defence Division

Mr Steve French, General Manager, Industry Environment and Defence Division

Mr Russ Campbell, Principal Advisor

Ms Natalie Horvat, Manager, Climate Change and Environment Unit

Mr Scott Rogers, Manager, Environment and Agriculture Team

Ms Jenny Allen, Manager, Industry Policy Unit

Mr Kurt Hockey, Manager, National Security Unit

Ms Meghan Quinn, General Manager, Macroeconomic Modelling Division
Budget Policy Division

Ms Luise McCulloch, General Manager, Sustainable Population Strategy Taskforce

Ms Jan Harris, General Manager, Budget Palicy Division

Mr Jason Allford, Principal Adviser, Budget Palicy Division
Commonwealth, Sate Relations Division

Ms Sue Vroombout, General Manager, Commonwealth State Relations Division
Social Policy Division

Ms Peta Furnell, General Manager, Social Paolicy Division

Mr Peter Robinson, Principal Adviser

Mr Chris Foster, Principal Adviser

Mr Damien White, Principal Adviser
M ar kets Group

Mr Jim Murphy, Executive Director, Markets Group

Mr Brad Archer, Acting General Manager, Infrastructure, Competition and Consumer Divi-

sion

Mr Paul McBride, Principal Adviser

Mr Simon Writer, Manager

Mr Andrew Deitz, Manager

Mr lan Laurance, Senior Adviser
Cor porations and Financial ServicesDivision

Mr Geoff Miller, General Manager

Ms Vicki Wilkinson, Principal Adviser

MsAlix Gallo, Manager, Markets Integrity Unit

Mr Tim Beale, Manager, Investor Protection Unit

Mr Richard Sandlant, Manager, Financial Services Taskforce

Mr Mark Sewell, Corporate Reporting and Accountability Unit

ECONOMICS



Wednesday, 20 October 2010 Senate E 149

Mr Christian Mikula, Manager, Consumer Credit Unit
Mr Danid McAuliffe, Acting Manager, Governance and I nsolvency Unit
Foreign I nvestment and Trade Policy Division
Mr Patrick Colmer, General Manager, Foreign Investment and Trade Policy Division
Mr Frank Di Giorgio, Principal Adviser
Financial System Division
Mr John Lonsdale, General Manager
Mr Justin Douglas, Principal Adviser, Banking Units
Ms Kanwaljit Kaur, Manager, Insurance Markets Unit
Mr Jonathan Rollings, Principal Adviser, Superannuation Unit
Australian Gover nment Actuary
Mr Peter Martin
Mr Michael Burt
Sandard Business Reporting
Mr Geoff Turner, Standard Busi ness Reporting Management Group
Revenue Group
Mr David Parker, Executive Director, Revenue Group
Indirect Tax Division
Ms Brenda Berkeley, General Manager, Indirect Tax Division
Mr Glen McCrea, Manager, Indirect Tax Unit
Tax System Division
Ms Christine Barron, General Manager, Tax System Division
Tax Analysis Division
Ms Maryanne Mrakovcic, General Manager, Tax Analysis Division
Mr Colin Brown, Manager, Costings and Quantitative Analysis Unit
Mr Phil Gallagher, Manager, Retirement and Intergenerational Modelling Unit
Mr Marty Robinson, Manager, Household M odelling and Analysis Unit
Mr Jyoti Rahman, Manager, Revenue Analysis Unit
Per sonal and Retirement I ncome Division
Mr Michael Willcock, General Manager
Mr Trevor Thomas, Principal Adviser (Superannuation)
Mr Tony Coles, Principal Adviser (Tax)
Indirect Tax Division
Mr Glen McCrae, Manager, Indirect Tax Unit
Board of Taxation Secretariat
Ms Brenda Berkeley, Secretary
M acr oeconomic Group
Mr David Gruen, Executive Director, Macroeconomic Group (Domestic)
Mr Tony McDonald, General Manager, Macroeconomic Policy Division
Mr Steven Morling, General Manager, Domestic Economy Division
Mr Simon Duggan, Principal Adviser (Forecasting)
Mr Paul Flanagan, General Manager, International Finance and Development Division
Mr Bill Brummitt, General Manager, International and G20 Division

ECONOMICS



E 150 Senate Wednesday, 20 October 2010

Australian Office of Financial M anagement
Mr Neil Hyden, Chief Executive Officer
Mr Michael Bath, Director Financial Risk
Mr Pat Raccosta, Chief Finance Officer
Mr Andrew Johnson, Head of Reporting
Mr Gerald Dodgson, Head of Treasury Services
Australian Taxation Office
Mr Michael D’ Ascenzo, Commissioner of Taxation
Ms Jennie Granger, Second Commissioner
Mr David Butler, Second Commissioner
Mr Bruce Quigley, Second Commissioner
Mr Neil Olesen, Deputy Commissioner, Superannuation
Mr Shane Reardon, Deputy Commissioner, Indirect Taxes
Ms Frances Cawthra, Acting Chief Operating Officer
Australian Securities and | nvestments Commission
Mr Tony D’ Aloisio, Chairman
Ms Bdinda Gibson, Deputy Chairman
Mr Shane Teregillis, Commissioner
Mr Michael Dwyer, Commissioner
Productivity Commission
Mr Michael Kirby, Acting Head of Office
Ms Jenny Gordon, Principal Adviser Research
Mr Ralph Lattimore, Assistant Commissioner
Mr lan Gibbs, Assistant Commissioner
Mr Alan Johnston, Assistant Commissioner
I nspector-Gener al of Taxation
Mr Ali Noroozi, Inspector-General of Taxation
Mr Andrew McLoughlin, Deputy |nspector-General of Taxation
Australian Prudential Regulation Authority
Dr John Laker, Chairman
Mr Ross Jones, Deputy Chairman
Mr lan Laughlin, Member
Mr Keith Chapman, Executive General Manager, Supervisory Support Division
Mr Charles Littrell, Executive General Manager, Policy Research and Statistics
Australian Bureau of Satistics
Mr Brian Pink, Australian Statistician
Mr lan Ewing, Deputy Australian Statistician, Macroeconomics and I ntegration Group
Mr Garth Bode, Acting Deputy Australian Statistician, Social Statistics Group
Mr Denis Farrell, Acting Deputy Australian Statistician, Population, Labour, Industry and
Environment Statistics Group
Mr Michael Belcher, Chief Financial Officer
Ms Gillian Nicall, Assistant Statistician, Office of the Statistician
Mr Paul Lowe, Assistant Statistician, Population Census Branch

ECONOMICS



Wednesday, 20 October 2010 Senate E 151

Mr Paul Williams, Acting First Assistant Statistician, Population, Labour, Industry, Envi-
ronment Group

Mr Bruce Hockman, Acting Assistant Statistician, National Accounts Branch

Mr Derick Cullen
Australian Competition and Consumer Commission

Mr Graeme Samuel AC, Chairman

Mr Brian Cassidy, Chief Executive Officer

Mr Marcus Bezzi, Executive General Manager, Enforcement and Compliance Division

Mr Mark Pearson, Deputy Chief Executive Officer, Regulation

Ms Jo Schumann, Executive General Manager, Corporate Division

Mr Tim Grimwade, Executive General Manager, Mergers and A cquisitions Group

Ms Michelle Groves, Chief Executive Officer, Australian Energy Regulator

Mr Scott Gregson, Group General Manager, Enforcement Operations Group

Mr Nigel Ridgway, Group General Manager, Compliance Operations Group

Mr Michael Cosgrave, Group General Manager, Communications Group

Mr Adrian Brocklehurst, Chief Finance Officer

Dr Richard Chadwick, General Manager, Adjudication Branch

Ms Helen Lu, General Manager, Peopl e Services and Management Branch

Mr Sebastian Roberts, General Manager, Water Branch
Commonwealth Grants Commission

Mr John Spasojevic, Secretary Commonwealth Grants Commission

Mr Phillip Parkins, Director, Corporate Services, Commonwealth Grants Commission

CHAIR—I declare open this public hearing of the Senate Economics Legisation
Committee. The Senate has referred to the committee the particulars of the proposed
expenditure for 2010-11 and related documents for the portfolios of Innovation, Industry,
Science and Research; Resources, Energy and Tourism; and Treasury. The committee has set
Monday, 25 October as the date by which senators are to submit written questions on notice
and has set Friday, 10 December 2010 as the date by which answers to questions on notice are
to be returned.

Under standing order 26 the committee must take all evidence in public session. This
includes answers to questions on notice. Officers and senators are familiar with the rules of
the Senate governing estimates hearings. If you need assistance, the secretariat has copies of
therules. | particularly draw the attention of witnesses to an order of Senate of 13 May 2009
specifying the process by which a claim of public interest immunity should be raised, which |
now incorporate in Hansard.

The extract read as follows—
Order of the Senate—Public interest immunity claims
That the Senate—

(8 notes that ministers and officers have continued to refuse to provide information to Senate
committees without properly raising claims of public interest immunity as required by past
resol utions of the Senate;
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(b) reaffirmsthe principles of past resolutions of the Senate by this order, to provide ministers and
officers with guidance as to the proper process for raising public interest immunity claims and
to consolidate those past resolutions of the Senate;

(c) ordersthat the following operate as an order of continuing effect:
If:

(8 a Senate committee, or a senator in the course of proceedings of a committee, requests
information or a document from a Commonwealth department or agency; and

(b) an officer of the department or agency to whom the request is directed believes that it may not
be in the public interest to disclose the information or document to the committee, the officer
shall state to the committee the ground on which the officer believes that it may not be in the
public interest to disclose the information or document to the committee, and specify the harm
to the public interest that could result from the disclosure of the information or document.

If, after receiving the officer’s statement under paragraph (1), the committee or the senator requests
the officer to refer the question of the disclosure of the information or document to a responsible
minister, the officer shall refer that question to the minister.

If aminister, on a reference by an officer under paragraph (2), concludes that it would not be in the
public interest to disclose the information or document to the committee, the minister shall provide
to the committee a statement of the ground for that conclusion, specifying the harm to the public
interest that could result from the disclosure of the information or document.

A minister, in a statement under paragraph (3), shall indicate whether the harm to the public
interest that could result from the disclosure of the information or document to the committee could
result only from the publication of the information or document by the committee, or could result,
equally or in part, from the disclosure of the information or document to the committee as in
camera evidence.

If, after considering a statement by a minister provided under paragraph (3), the committee
concludes that the statement does not sufficiently justify the withholding of the information or
document from the committee, the committee shall report the matter to the Senate.

A decision by a committee not to report a matter to the Senate under paragraph (5) does not prevent
a senator from raising the matter in the Senate in accordance with other procedures of the Senate.

A statement that information or a document is not published, or is confidential, or consists of
advice to, or internal deliberations of, government, in the absence of specification of the harm to
the public interest that could result from the disclosure of the information or document, is not a
statement that meets the requirements of paragraph (1) or (4).

If aminister concludes that a statement under paragraph (3) should more appropriately be made by
the head of an agency, by reason of the independence of that agency from ministerial direction or
control, the minister shall inform the committee of that conclusion and the reason for that
conclusion, and shall refer the matter to the head of the agency, who shall then be required to
provide a statement in accordance with paragraph (3).

(d) requires the Procedure Committee to review the operation of this order and report to the
Senate by 20 August 2009.

(Agreed to 13 May 2009.)
(Extract, Journals of the Senate, 13 May 2009, p.1941)

CHAIRMAN (Senator Hurley)—The committee will begin consideration of the Treasury

portfolio with the Australian Prudential Regulation Authority and will then follow the order as
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set out on the circulated program. | welcome Senator Sherry, representing the Treasurer; and
officers of the department.

[7.17 pm]
Australian Prudential Regulation Authority
CHAIR—Dr Laker, would you like to make an opening statement?

Dr Laker—Thank you, Madam Chair. Firstly, can | introduce APRA’'s new member, lan
Laughlin, on my right—your |eft. lan joined us on 1 July this year after a long career in the
life insurance industry in Australia and abroad, and he will bring considerable experience and
skillsto our work. Secondly, | would like to provide a brief update on devel opments.

We last appeared before this committee in early June at a time of renewed turbulence in
global financial markets. The spotlight on European sovereign debt problems and on the
serious challenges facing banking systems and the public finances of a number of advanced
countries led to a sharp decline in equity prices around the globe and it yet again heightened
uncertainties about the openness of global funding markets. We advised the committee that we
were closely monitoring the various impacts of this turbulence on our regulated institutions
and that those impacts were being well managed. Since then, global financial conditions have
become a little more settled and Australian banks, which had held back for a time from
tapping long-term offshore funding markets, have returned to those markets. The episodeis a
reminder nonetheless that there is an underlying fragility in global market sentiment that may
produce further twists and turns until the outlook for global economic recovery is more
assured. Pressures on banking systems and public finances abroad are contained and reforms
to strengthen the resilience of the global financial system are in place.

This uncertain global setting is a counterweight to the positive outlook for the Australian
economy, where a strong terms-of-trade boost is at work, and it argues for continued caution
on the part of our regulated ingtitutions and of APRA itself. The operating environment for
our ingtitutions is certainly more favourable than it has been since the global financial crisis
first erupted, but thisis no time for boards and management to succumb to an adrenaline rush
or to gloss over the lessons from the crisis.

One action that hel ped to calm market sentiment in Europe, in addition to support packages
to troubled European sovereigns, was an EU banking sector stress test exercise completed in
July which tested the capital resilience of 91 EU banks to an adverse economic and financial
scenario. Just after our last appearance, APRA published the results of a macroeconomic
stress test it had conducted for the largest authorised deposit taking institutions—ADIs—in
Australia. The goal in our case was not to assuage market nerves—the strong capital position
of our banking system has been well recognised—nbut to ensure that we in APRA understood
what near death could imply for ADIs and whether existing capital buffers would be sufficient
to cope.

The macroeconomic stress test, developed in conjunction with the reserve banks of
Australia and New Zealand, generated an economic downturn in Australia significantly worse
than that experienced in the early 1990s recession and more severe than that built into other
recent macroeconomic stress tests in some other countries. The results, published in a
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different format to those of the EU banks, confirmed that the ADI industry has the capital
resources to weather much greater adversity than it has confronted to date.

During the crisis APRA also undertook stress testing in the other industries it regulates. In
particular, we stress tested the impact of declining equity and asset prices, widening credit
spreads and increased market volatility on the capital positions of the life and general
insurance industries. Stress testing now forms an important part of APRA's supervisory
armoury.

Since our last appearance, reforms to strengthen global capital and liquidity regulations
have taken firmer shape. Over the first half of 2010, the Basel Committee on Banking
Supervision, which is driving these particular reforms, carried out a quantitative impact study
of its December 2009 proposals, as well as assessments of their economic impact over the
transition period and of their long-run economic benefits and costs. After reviewing the
various impacts, the Basel committee announced in July 2010 that it has reached broad
agreement on the overall design of its capital reforms. Broad agreement on the calibration and
transition arrangements for those reforms was announced in September 2010.

In brief summary, the agreed capital reform package gives much greater weight to common
equity in the capital base, raises the minimum requirements for common equity substantially
and introduces stricter digibility criteria for other forms of capital and for regulatory capital
adjustments. It also introduces two new capital buffers in the form of a conservation buffer
and, if needed, a countercyclical capital buffer.

APRA does not expect that this tougher global capital regime will have significant
implications for ADIs in Australia, which have remained, as | said before, well capitalised
throughout the crisis. Implementation of the reforms does not begin until 1 January 2013,
giving us ample time to consult extensively with industry and other interested parties on the
reforms.

The Basel committee's liquidity reforms seek to promote stronger liquidity buffers and
more stable sources of funding to ensure that banking systems are more resilient to the sort of
liquidity stresses that emerged, often very sharply, during the global financial crisis. The
reforms involve two new global liquidity standards, a 30-day liquidity coverage ratio to
address an acute stress scenario and a longer term structural liquidity ratio. Details on these
measures were agreed at a Basel committee meeting | attended yesterday in Seoul, South
Korea.

In contrast to the capital reforms, the proposed liquidity coverage ratio does pose problems
for Australia since the volume of high quality liquid assets, particularly government securities,
needed to meet the requirement is simply not available. Acknowledging this reality, the Basel
committee is considering refining the standard to accommodate countries in this position.
Alternative arrangements are under discussion and we will outline how the standard will be
implemented in Australia once the Basel committee announces full details of its liquidity
reforms in December this year. The liquidity coverage ratio will come into effect on 1 January
2015 and the longer term structural liquidity ratio by 1 January 2018.

Finally, can | note that the United Nations has designated today, 20 October, as World
Statistics Day.
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CHAIR—Yes!
Dr Laker—Itistrue. APRA is proud—I want to get in an advertisement here—

Senator Sherry—It is appropriate that it is at estimates that we hear about World Statistics
Day!

CHAIR—A good way to celebrate it.

Dr Laker—APRA, as | was about to say, is proud of its statistics unit, which was formed
from seven statistical groupsin our predecessor bodies. APRA's statistics not only inform our
prudential supervision and research but also support other agencies, particularly the Reserve
Bank of Australia and the Australian Bureau of Statistics, in their missions. APRA's statistics
have also proven very useful in better informing industry and the public on the economic
dynamics of the industries we supervise, particularly during the global financial crisis. We are
now happy to take the committee's questions.

CHAIR—Thank you, Dr Laker. Can | just clarify: when you were talking about capital
requirements that were going to change in 2013, | think, you talked about a counter cyclical
buffer. Could you explain what that is? Isit related to the structural liquidity issue?

Dr Laker—No, Madam Chair, they are entirely different measures. The countercyclical
capital buffer is a buffer that would be added on top of the minimum requirement and the
conservation buffer, and would come into effect if, in a country, there was a major concern
that excessive credit growth was leading to a build-up of risks in the financial system, andin
the banking system in particular. So it would be added to the 4%% plus the 2Y2—that is, in the
minimum requirement plus the capital conservation buffer, and it would range between zero
and 2.5 per cent. That is about the capital that is available to support risks that are building up
if an economy is experiencing much faster credit growth than the normal trend.

CHAIR—So would the value of that, the percentage, vary according to how the risk was
judged, or would it be a fixed percentage?

Dr Laker—It isa macro prudential measure, so it is one that, if it were to be implemented
in a period of very strong credit growth in Australia, we would consult with the Reserve Bank
of Australiain doing so. But it would essentially raise the floor that banks have to meet and if
they were to go into that buffer—the buffer is to be used; it is not a floor in itself—if the
buffer were to be used, the restrictions on the capital distribution policies of banks would
comein at an earlier point.

CHAIR—I see; thank you. Are there further questions?

Senator BUSHBY —I thank the officers from APRA who are assisting us tonight. | have a
couple of questions about questions on notice. We have had a lot of problems with questions
on notice from a lot of agencies and, unfortunately, APRA is one of the ones that has been a
bit dow. | am wondering: why did APRA fail to submit the answers to the questions on notice
before the due date, even though the date was actually pushed back from 30 July to 20
August?

Dr Laker—I am not aware that we missed the due date in providing them to the Treasury,
but | am not sure what happens after that.
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Senator BUSHBY —That was my next question.
Dr Laker—I do not see those after they leave APRA.

Senator BUSHBY—S0 you are saying that, to the best of your knowledge—and | would
appreciate you letting me know if it is any different—you would have prepared and supplied
answersto all questions that were taken on notice to the Treasury by the due date?

Dr Laker—In the absence of specific knowledge about particular questions, | can only tell
you that answers to questions on notice come to me for a final sign-off, and our secretary is
quite diligent in making sure they go off by the due date.

Senator BUSHBY —You send them to Treasury, you do not send them to—

Dr Laker—I do not know what happens once | sign them off as far as how quickly they
then become entered into Hansard.

Senator BUSHBY—Are you aware of where they go from you? Do they go to the
Treasury?

Dr Laker—They would normally go to the Treasury.
Senator BUSHBY —Okay.

Dr Laker—Many of the questions on notice are part of broader questions for Treasury
agencies and sometimes for the whole-of-government agencies, and we feed information into
that. But if there were specific questions that got to you late, | would be happy to respond to
that.

Senator BUSHBY—I admit that | am not asking you only. | am asking a number of
agencies, as many as | can, because the record from the June estimates across the board was
not very good. In fact, we have till been receiving a lot of them in the last seven days. | do
not actually have it in front of me but | think, from memory, some of yours came in late
September. If what you say is the case, it is probably because they have been held up
elsewhere, and | would like to understand where they have been held up.

Dr Laker—I cannot confirm or deny that because | am not sure what the track record is.
All | can say is that our secretary would be mortified to think that she had not met the
timelines, because sheis very strict on those.

Senator Sherry—Senator, As Dr Laker has indicated it, and | know APRA have a good
record of providing answers, perhaps | should take on notice the date in which they were
received in the minister’s office. That would indicate where any hold-up occurred. Secondly,
as | have said in a previous estimates, | do not believe it is satisfactory that answers to
guestions on notice have been late. However, | would point out there was an eection and
some weeks before there was government formed, so that—

Senator BUSHBY—I understand that. There was advice from the Clerk of the Senate,
though, that an election intervening should not impact on the obligation of departments to
comply. The date it was extended to was 20 August, which was before the election. Originally
it was 30 July.

Senator Sherry—Wadll it should not impact, but | would certainly contend that, given there
was an gection and an unusually lengthy period before there was a government formed, that
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would have been a factor. Beyond that, as| said at the previous estimates, | do not believeit is
satisfactory but | will take on notice to check the date in which they arrived in the appropriate
Treasury minister’s office. | am assuming APRA and Dr Laker, as in the past, passed them on
by the due time. You can then identify where the hold-up occurred.

Senator BUSHBY—I am just glancing through them here. A lot of them were on time
from APRA. Without having a good look—there are four hundred and something of them—I
cannot pick the ones that were not. Certainly some of them were and some of them were not.

Dr Laker—All | can say Senator, is that we take those timetables very seriously.

Senator BUSHBY —Not a problem. We will move on anyway. The Cooper review, which
was handed to the government on 30 June this year proposes that APRA takes a more active
and direct supervisory role in the superannuation industry, and | think we discussed to some
extent at the last estimates what might come out of the Cooper review. For example, chapter 6
of the review proposes that APRA should have the power to determine the minimum level of
capital funds and chapter 4 gives APRA a huge role in developing outcomes, reporting
standards for funds and collecting standardised data from them. Do you have any general
comment on any of the recommendations of the Cooper review, given that you have stated in
past estimates that a lot of what you were saying was that you were waiting for the outcome
of the review and that would then inform you as to what you would be doing?

Dr Laker—Could | ask the deputy chairman to respond? He has been closely involved in
the devel opment of these issues.

Mr Jones—We have had active input into the Cooper processes.
Senator BUSHBY —I have asked about that before.

Mr Jones—Certainly, our views on any of these matters are well known. But it isreally up
to the government to determine the way in which they are going to address the various
recommendations, | think, at this stage.

Senator Sherry—In fact—and | suspect you are probably aware of this, Senator Bushby—
the previous minister, Mr Bowen, announced some policy during the election campaign. If
you want me to go through that, | can. | think | have those announcements there. Beyond
that—and obvioudy the markets group are appearing after APRA—I| am aware there is a
consultation taking place at the present time. But beyond the government’s policy
announcements that took place in the election there is no finalisation of policy at this stage.

Senator BUSHBY —One of the reasons why | was asking the question in that particular
way was because answers to previous questions that | have asked here on particular activities
that you undertake have been responded to. | asked:

Does APRA intend to publish data of the investment option leve or are you still holding off until after
the Cooper review comes out?

You said that the answer was ‘yes':

Yes, we do intend to publish it but we are not going to start the process of designing the collection until
after Cooper has reported.
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So it was suggested to me that you were going to take your lead to a significant degree by
what Cooper said and to the extent that you have discretion within your own agency to
actually make decisions. Quite clearly, if the government makes decisions in a palicy sense
and instructs you to do things then that is different. But it appeared to me that you were going
to be taking, to some degree, your lead as to what you do within your own decision making
processes from Cooper.

Mr Jones—With regard to the statistics, we had in fact developed a statistical process that
would have an enhanced statistical methodology. We began this before the Cooper inquiry
and, as we mentioned in the previous estimates, we stopped this for 12 months. The
recommendations that came from Cooper are consistent with the approach that we were going
to take, and so we till wait government’s response—

Senator BUSHBY —You are saying that they are consistent?

Mr Jones—They are entirely consistent. The critical issue on the statistics will be the
extent to which the government picks up the recommendations on Cooper with regard to
statistics which go beyond what our initial consultation process had with regard to the stats.

Senator BUSHBY—I was only using it as an example when | raised it. | was going to ask
guestions later about it but | will ask them now. The Cooper review, as | understand it,
proposes that APRA develop superperformance data at an investment option level for
MySuper products but it does not go beyond that.

Mr Jones—Correct.

Senator BUSHBY—Whereas you were saying prior to the Cooper review that
performance data should be published at an investment option level in all regulated funds.

Mr Jones—Yes. Our view is that these views are not necessarily conflicting in the sense
that we will still be looking at a process whereby we will publish statistics on investment
options. In fact, as we flagged to the industry prior to Cooper, we probably see merit in
publishing around the top 15 investment options or something like that. That will cover the
vast majority.

Senator BUSHBY—In that sense, you are saying you have not found that finding
inconsistent and you are going to proceed along the path which you were already heading on,
which at the last estimates you indicated that you had put on hold pending the outcome.

Mr Jones—Correct. The reason why we put the thing on hold was that, should government
decide that they would like a substantially enhanced statistical package, it may be necessary
for us to go into further consultation with industry about the way in which that process will be
dore.

Senator BUSHBY—Soisit still on hold pending the government’s response to the Cooper
review?

Mr Jones—Yes, itis.

Senator BUSHBY —Okay.

Mr Jones—I think the outcome will nevertheless be that we will still publish. Should the
government say, ‘ We would like you to publish an even wider selection,” we can. Should the
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government say, ‘We are quite content with what you had already proposed,” we have a
process already in place to do that.

Senator BUSHBY —What could a wider selection entail ? What could you do if you were
asked to?

Mr Jones—We could do all sorts of thingsin terms of information regarding, for example,
more enhanced statistics on costs. Most of our emphasis has been on performance rather than
costs, and so we could look at more information on costs. But in al of these processes the
requirement under the legidlation is that we consult with industry and, further, we give
industry sufficient time to get their processes in place to meet the new statistical needs.

Senator BUSHBY —Mr Chapman said at the previous estimates:
There are probably areas in their final recommendations—
talking about Cooper—
that we will be strongly in agreement with. There will be some areas that we possibly disagree with.

Now that the review has been published, can you put any of the recommendations in the latter
bracket? Is there anything that you strongly disagree with?

Mr Jones—It comes as a package. There were 177 recommendations. Some of the
recommendations probably go beyond things that we contemplated and some of the
recommendations have no particular relevance to APRA. Some of them relate to the tax
office.

Senator BUSHBY —I understand that. | do not want to put words in Mr Chapman’s mouth
but, as | recall, the statement was made in the context of recommendations that would actually
impact on APRA or have some relevance to what you do. The indication was that you would
consider that there were some that you would agree with and some that you would not. Maybe
tonight you are not prepared in this forum to indicate which ones you might not be as pleased
with in terms of how they might impact on what you do. In terms of the government preparing
its report, have you been asked for input on any of the recommendations that might impact on
you?

Mr Jones—Most definitely.

Senator BUSHBY —You provided input?

Mr Jones—Yes, we have.

Senator BUSHBY—Which recommendations, even broadly spesaking, if they were
enacted would entail the biggest regulatory impost on APRA?

Mr Jones—The biggest regulatory impost—in terms of the biggest?

Senator BUSHBY—What would have the biggest impact in terms of changing the way
you operate and also, but separately, requiring you to use more resources?
Mr Jones—The recommendations which would probably have the largest impact would

be, | would suggest, the recommendations that APRA be given standards making powers the
same as—

Senator BUSHBY —The what-making powers?
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Mr Jones—Standards making powers—the same as APRA has in the other industries. We
currently have standards making powers in the other regulated sectors, but an area in which
we did not have the powers with regard to superannuation to make standards. That was a
recommendation of Cooper. When we spoke to the Cooper committee, we argued strongly in
favour of it, as we have in previous inquiries over a number of years. We believe that thisis
something that would be very useful for APRA in improving the governance of
superannuation funds. In terms of those that have greatest impact on our resources, large
statistical collections involve additional resourcesin terms of analysis but—

Senator BUSHBY—In the context of providing advice to help inform the government
with its response or otherwise, have you undertaken any analysis of what the impact any of
those recommendation would have on your budget?

Mr Jones—Yes, we have.

Senator BUSHBY —I recall at the last estimates that you indicated your budget was fairly
tight and that, if you were asked to take on additional responsibilities, you would have great
difficulty doing that without additional resources. Isthat still the case?

Mr Jones—I think it would probably depend upon the extent to which the various
recommendations were taken. There may be some recommendations that could possibly be
done with existing resources. But if there were a substantial number of new areas where—

Senator BUSHBY —And some of these recommendations would involve that.
Mr Jones—Some of these recommendations could involve that.

Senator BUSHBY —You would need to increase your staffing levels and other resources
tobeabletodoit.

Mr Jones—That is entirely possible.

Senator Sherry—I should indicate, Senator, that as part of our policy announcement—I
think it was part of our policy announcement during the election campaign; | would have to
double-check whether this was made at the same time—an additional $21.1 million will be
provided to APRA and ASIC to implement and monitor the new arrangements. | do not have
the breakdown of those figures.

Senator BUSHBY —The obvious question is. how is that broken down?
Senator Sherry—I do not have that. | do not know whether APRA hasiit.

Senator BUSHBY—Are you aware of whether that $21 million is based on any actual
information advice or isit—

Senator Sherry—I| am not aware of that. Markets group may be able to inform you
because they may have some basis for that calculation.

Senator BUSHBY —It might have come from the same direction as we were discussing
earlier where someonein Labor Party headquarters decided $21 million was a good figure.

Senator Sherry—I am sure that the basis for the allocation—
Senator CAM ERON—There hasn’t been such a good figure from you lot.
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Senator BUSHBY—We will get into that one later. You missed the context of that,
Senator.

Senator Sherry—Markets groups may be able to shed some light on that, Senator, but | do
not know.

Senator BUSHBY—Was APRA surprised that Cooper’s recommendations did not
encourage the adoption of a wider use of unit pricing or a more regular pricing method in the
superannuation industry?

Mr Jones—No, not particularly. | know that there are alot of submissions in various ways
to it, but also APRA has never had a view that we favour unit pricing over crediting rates. Our
approach has simply been to ensure that whichever methodol ogy was adopted by the trustees
it was done appropriately to try to avoid any sorts of errors that could come by either
methodol ogy.

Senator BUSHBY—ALt the previous estimates—although it might have been the one
before—we were having discussions with Mr Venkatramani, and he noted that during the
GFC the inequities that arise from the highly volatile market when some people are on the
unit pricing and others are not leads to some problems and that APRA was actually working
with funds to try and encourage a more regular pricing of their funds to ensure that in volatile
times those inequities were minimised.

Mr Jones—Correct. But you can get inconsistencies with either methodology in those
circumstances. For example, where you have funds that are heavily invested in aternative
assets for which there are no market prices then you may have difficulty in getting appropriate
pricing whether you do unit pricing on a daily basis or whether you do crediting rates and so
on.

Senator BUSHBY—I understand that, but the clear indication from the evidence that
APRA gave last time or the time before—I cannot recall which—was that there were
advantages in pricing more regularly. My question to you was. are you surprised that the
Cooper review did not recommend approaches, either unit pricing or more regular pricing?

Mr Jones—No, | do not think we were particularly surprised because | do not think there
isindustry consensus. | think that is part of the dilemma—the different sides of the industry
that would be providing input into Cooper, | would imagine, would each have their own
views.

Senator BUSHBY —Basdl |I1—how isit pronounced?
CHAIR—Good question!

Senator Sherry—I can actually explain that, but the witnesses—
Mr Laker—Would you like to go ahead first, Senator?

Senator Sherry—My grandmother was Swiss-Deutsch, and she lived for much of her life
in Basdl. It is pronounced ‘basil’ or ‘barl’—It depends whether you are German or French.
That is the explanation. Either is correct, depending on whether you are German or French.

Mr Laker—To add to that, at one stage, when | first started going to that particular city, it
was spelt in the French way, ‘Bal€’, and there was a conscious commitment to return that
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word to the Swiss-German version and change the spelling. So we now spell it ‘Basdl’ and
pronounceit ‘basil’. It was a deliberate decision.

Senator Sherry—I was not up to date with that.
Mr Laker—Thank you; you wereright to start with.

Senator BUSHBY —You have given us an update on where we are currently at, Mr Laker.
Those announcements are commonly known as Basel |11, and you have outlined some dates.
Those dates are internationally agreed—is that correct?

Mr Laker—Yes.
Senator BUSHBY —Have we signed up to the Basel 111 process?

Mr Laker—Thereisaformal step to go. The G20 leaders are meeting in Korea on 10 and
11 November, and they will ultimately sign off a full package of reforms—measures that will
be put to them by the Basdl Committee and others that will be put to them by the Financial
Stability Board. So that is the formal process. The G20 reelly wanted a comprehensive reform
package across a wide range of issues beyond some that we deal with. That is the process that
needs to be satisfied and endorsed by the leaders of the G20, and | cannot prejudge how that
will go, but the Basd Committee has virtually finalised the measures it will put for
endorsement at that meeting.

Senator BUSHBY —And at officer level we have agreed to that?

Mr Laker—Asa member of the committee, yes, these are internationally agreed minimum
standards.

Senator BUSHBY—You will recall that | have asked questions before about introducing a
solution to solve a problem that did not exist in Australia and Australian business, and banks
suffering as a consequence of that, despite the fact that we have done everything right here.
You actually express some concern, you are aware of that and you will be working as part of
the process of developing this to ensure that Australian prudential or ADIs essentially will not
suffer with the yoke that was not really necessary in Australia. Are you satisfied that you have
achieved that?

Mr Laker—Broadly speaking, yes. Those concerns, particularly those expressed by the
banking associations and a number of individual banks, were really expressed at a time when
there was a fear that some of the solutions coming out of the global reform process could be
quite draconian. Draconian they are not. Substantial they are. And our ingtitutions are well
positioned to deal with them in any event because we ourselves have been conservative—
more conservative than many of our counterparts—for a number of years. | spoke this
morning to a FINSIA conference where | pointed out that there are some areas where our
requirements are less onerous than the new Basel 111 capital requirements and that we will be
tightening in those areas in consultation with industry. There are other areas where our regime
istighter than what is allowed under Basel 111. Those are areas where either we or the Reserve
Bank before us took decisions in principle—some going back into the early 1990s—to treat
certain items certain ways. We have said—and | said it again this morning—that we will
consult with industry, but we would need reasons to depart from principle. The Australian
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banks have adopted and worked within that principle, for a number of years. | think the
overall package for a number of countriesis atough ask—

Senator BUSHBY —It iseasier for us because we are already—

Mr Laker—We started in a good position and we started with a conservative framework
on capital.

Senator BUSHBY—Yes, and that largely goes back to the changes made in the late
nineties that set up APRA, the processes that foll owed and things like that.

Dr Laker—It has been a continuous process, but | would think it owes more to some
changes we made in the mid-2000 period, in 2005-06. When we tightened the capital regime,
we required that common equity take a much larger share of tier 1 capital. We tightened the
treatment of some intangible assets that were being counted but were of dubious value. But,
well before our time, the regulation of banks in Australia on capital has always been
conservative. Capital isthe fundamental shock absorber for any system.

Senator BUSHBY —We were learning about statutory reserve deposits when | was doing
economics in high school!

Senator Sherry—Sowas |, Senator Bushby!

Senator BUSHBY —I realise you cannot be specific, but will the effect or the impost of
any of the Basdl |11 decisions vary widdly across Australia’s major banks? Will some banks be
better able to meet those changes than others, without naming anybody?

Dr Laker—I would rather say that we do not see a significant challenge for our
institutions. Some are well placed already, but we do not see significant challenges. But there
iswork to do.

Senator BUSHBY —Some commentators have said that our banks already satisfy most of
these proposals—we have sort of touched on that—and that they will have little effect locally.
In your view, will these proposals have any real effect on the costs of banks and potentially
therefore on decisions they may make about borrowing rates?

Dr Laker—There are generous transition arrangements allowed if an ingtitution at this
point does not meet the Basel requirements, and there is quite a long time until 1 January
2013, when not the whole package but parts of the package will be first implemented. In that
time, we have got a strongly growing economy and strong earnings in the banking system. So
the combination of that time and the strong earnings capability means that we expect most of
our banks to be able to meet those requirements, essentially out of retained earnings. But we
need to see the final details coming out of Basel. We then consult with industry, looking at the
specifics in each case. We have done quite a lot of work up to this point, which is the reason
why | can give you that assurance, but | would like to see the numbers firm up in the
consultation process.

Senator BUSHBY —You have given us an update on the Basdl |1l recommendations on
liquidity and how they are going to apply. You also highlighted the fact that one of the
problems Australia has is the scarcity or paucity of high-quality securities that they can
actually invest in—
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Dr Laker—Itisnot a problem, in the sense that—

Senator BUSHBY—No, no. It is a nice problem to have—

Dr Laker—It isachallenge for usto work within the global framework.
Senator BUSHBY —to quote Peter Costello from afew years ago.

Dr Laker—It is a problem most of my colleagues around the Basdl framework would like
to have!

Senator BUSHBY —Yes. But it does create some practical issues—
Dr Laker—Yes, it does.

Senator BUSHBY—for our ADIs in terms of sourcing appropriate ways to achieve those
liquidity requirements. You mentioned that Basel is looking at alternatives; but, in the event
that alternatives do not come out of Basel, are you looking at alternatives at an Australian
level or negotiating with Basel in terms of what might be able to be held? One of the
problems is that we do not have covered bonds, which has been raised in this context before.
What test is APRA applying in determining which securities can be eligible level 2 prudential
liquidity assets under the Basel enhancements? And what role is there for, say, even RMBS to
be used, given that it is digible collateral inthe RBA's operations?

Dr Laker—At this point, while the details are being finalised and are still under
discussion, | do not really wish to go down to the detail. What | can say is that we think those
discussions within the Basel committee have gone well. Thereis a very clear recognition—it
is actually in the language of the Basd committee's releases—that jurisdictions like ours face
particular challenges in meeting a global standard. | am confident we will be able to work out
a set of arrangements that make sense for Australia.

Senator BUSHBY —Without asking for details, is the direction they are heading in there to
do with the actual liquidity requirements or how they may be held?

Dr Laker—If | were to answer that | would almost be giving away the direction in which
we are discussing it.

Senator BUSHBY —Fair enough.

Dr Laker—I would rather just say to you that we are looking at what we think are quite
sensible arrangements that would work for Australia. The difficulty we would face in
nominating a particular class of assets is that the general principle that Basdl is operating
under is that the one type of liquid asset that proved not to be liquid in the crisis was bank
paper. So the new Basd 111 liquidity framework does not count bank paper in high-quality
liquid assets because it was proven that the liquidity disappeared overnight. That was the
crisis of September and October.

Another area that the Basel committee generally has not wanted to contemplate is RMBS,
for the same reason that that market globally is still moribund. As | said to Australian banks
here who have raised that question with me, it is very hard to argue to include an asset in a
definition of high-quality liquid assets when the market globally has been moribund for two
or three years—coming back to life.
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Senator BUSHBY —And there were not any actual problems with the RMBS? There were
not any failuresin Australia? Obviously the government—

Dr Laker—The quality of Australian RMBS has always been strong, but the market is a
global one. A lot of the buyers of that Australian paper are overseas investors and they have
retreated, in a sense, quite fully from that market globally until they get more confidence
about other issues. The difficulty for a regulator like APRA is that there is a set of global
principles that we are trying to work with.

Senator BUSHBY—Which comes back to the fact that Australia has its own
circumstances, and rules that are being adopted nationally have the potential to impact in
Australia in ways that are not really relevant or that are not needed. It is what we talked about
before?

Dr Laker—Yes.
Senator BUSHBY —It sounds like there is potentially a sol ution there.

Dr Laker—I only see that issue really arising in the case of that particular global liquidity
standard.

Senator COONAN—I would like to ask a few things on Basel, most of which have now
been covered. Dr Laker, in the June estimates you alluded to the then proposed definitions of
‘liquid assets’ and that Australia would not be able to meet the narrow definition because of
the sum total of government securities in Australia and nor the slightly broader definition
because the assets included in that are not actively traded in Australia. At the Financial
Services I nstitute of Australia conference a couple of weeks ago Mr Burns said that thereis no
free pass for Australian institutions under the rules and that there is no capacity for Australia
to argue that we should have weaker rules than the rest of the world. You have talked about
refining the standards in Australia for liquidity and | am wondering how all of that actually
hangs together, because on the one hand we do have this great robust story to tell and on the
other hand it is difficult to reconcile how we actually get to refinements and how that is
actually characterised. Is it a side agreement? How are we characterised in this broad global
description of financial institutions?

Dr Laker—The ink is not dry on the wording and the detail of the global liquidity
standard. We spent quite some time on that issue yesterday in Korea, not just on what was
called the Australian issue—because we are very unique around that table—but on a range of
other elements of that global liquidity standard. And it is a package. But what we are seeking
to reach agreement with the Basel committee on is a set of words within which we can
operate, not a carve out for Australia. That is why we need to look carefully at how that
language will operate. The Basel committee is quite naturally concerned that it does not open
the door for others who are not in the same felicitous situation that we are in to somehow or
other use our circumstances as a precedent for not biting the bullet on global standards. So,
that language is very important and the ink is not dry on that yet. But | am confident that
when we come back to the next estimates it will be clear how we have reached an
arrangement that will work in Australia and that has the discipline on the Australian banks and
other ADI that their counterparts in other markets will face.

ECONOMICS



E 166 Senate Wednesday, 20 October 2010

Senator COONAN—I can appreciate the sensitivities of the parameters of this discussion,
but are you able to give us some indication of the character of the refinements that you
mentioned?

Dr Laker—Not at this point.

Senator COONAN—AII right. | certainly respect that. Now, if our banks are required to
hold more capital, won't this cause even more of a squeeze on our credit markets? It seems to
be afairly broadly talked about possibility.

Dr Laker—That issueis not just an Australian issug; it is a global issue. A lot of work has
gone on within the Basel context on what is the longer-term impact of tougher capital
requirements and what are the transition impacts as you adjust your capital to the higher
standards. The general assessment of all that work is that, around the globe, the transition will
have a small impact on growth—not as much as some had argued. In the long term, you have
got to balance the higher costs that inevitably follow from higher capital requirements with
the higher safety and lower risk premiums that will come from having a much more well
established banking system around the globe—a much more well capitalised banking system
around the globe.

Senator COONAN—Has APRA done any work or been able to come to a view about
what kind of increase in lending spreads this might cause, or isthat premature?

Dr Laker—We have provided quite a degree of input into the work that has been done by
the Basd committee—the quantitative impact study. We are looking at not just what it does to
capital requirements and cost but what it might do to lending spreads. But we start from a
position where we are either at or very close to these minimum standards in any event, so our
circumstances are different. Other countries, as | have said before, have a bigger adjustment to
accommodate them.

CHAIR—Senator Coonan, | am going to have to go to Senator Cameron now. We are
running out of time.

Senator COONAN—OKkKay. Thank you.

Senator CAMERON—Dr Laker, can | just start by going back to the Cooper
recommendations. Do APRA agree with any of the recommendations; and, if you do, how
would they benefit the industry?

Mr Jones—Senator, APRA had alot of input into the Cooper processes and so we were not
particularly surprised by many of the recommendations and we see many of the
recommendations coming from the Cooper inquiry as recommendations that are consistent
with improving the integrity of theindustry.

Senator CAM ERON—Can you take me to some of the specific positives that you see in
the report?

Mr Jones—I think it is probably not appropriate for APRA at this stage to talk about which
recommendations we think are appropriate or not. In the most general sense, many of the
recommendations coming from the inquiry are recommendations that we have advanced in
the past in terms of improved governance behind funds and so on—same with some of
statistics that we were discussing with Senator Bushby earlier.
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Senator CAM ERON—Okay. | want to go back to a question | asked on notice in relation
to hedge funds—and thanks for the response that you gave. | also had responses from
Treasury on this issue, which was the European inquiry into hedge funds and looking at more
regulation of hedge funds. In your response, Dr Laker, you indicated that APRA looked at
hedge funds as part of your ongoing supervision work and said:

... APRA supervisors look at exposure to hedge funds and similar non-traditional assets on a case-by-
case basis to understand whether the trustee’s risk management is appropriate. Where this is not the
case, our review findings would suggest/require remediation.

Have you found any cases where the risk management strategy was not appropriate?

Mr Jones—We have found circumstances where we have reservations about the nature of
the risk management strategies, but they are not particularly related to hedge funds any more
than they are related to many other types of investments, alternative assets or various other
eements. But it is certainly something that we look at on a very regular basis.

Senator CAMERON—BuUt you said in your response to my question that you look at
exposure to hedge funds on a case-by-case basis. So you tell me it is on a case-by-case basis
but you do not look at them specifically; isthat what you are now telling me? That is different
from what you told me.

Mr Jones—No, not at all. What we are saying is that each time we look at any particular
institution we look at the nature of the investments. The investments come in a variety of
ways and we would look at each particular circumstance.

Senator CAM ERON—S0 you have found no need on hedge funds investment anywhere
inAustralia to say: there needs to be some remediation in that approach?

Mr Jones—We have found circumstances where we have said to funds, ‘We believe that
you should look at the particular circumstances regarding the nature of your use of hedge
funds,’ the same way as we have said to various ingtitutions, ‘We believe you should 1ook
very carefully at your exposure to unlisted assets —or anything else.

Senator CAM ERON—I am not asking about listed assets. | am asking about hedge funds.

Mr Jones—And what | am saying is that we look at each one of these investments in the
same way.

Senator CAMERON—That is fine, but what have you found out about hedge funds? That
iswhat | amtrying to understand.

Mr Jones—If you are asking whether we found anything particularly unusual that makes
hedge funds unique, the answer is no.

Senator CAM ERON—That is not what | am asking.
Mr Jones—What are you asking?

Senator CAMERON—I am asking, in relation to your response to me that you look at
exposure to hedge funds ‘on a case-by-case basis': how many hedge funds have you looked
at?

Mr Jones—I cannot say how many we have looked at. We ook at them within the context
of each particular fund.
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Senator CAM ERON—Can you take that on notice?
Mr Jones—We can do that.

Senator CAMERON—I am sure you must be able to tell me if APRA has had a look at
hedge funds—

Mr Jones—I am not sure, but we will take it on notice.
Senator CAM ERON—You also, in this response, say:

If the level of exposure were to increase to levels that caused us concerns on an industry-wide basis,
APRA would consider issuing further guidance.

What level would you believe would give rise to some concern?

Mr Jones—It is not a number that you need to work with. It is simply looking at the hedge
fund exposure relative, for example, to the size of the fund. It may well also be the extent to
which there have been appropriate levels of hedging within the fund.

Senator CAMERON—That is not what you have said to me here. In your written
response you have said, ‘If the level of exposure were to increase to levels that caused us
concerns on an industry wide basis', and you are now telling me that you would look at it on
anindividual basis. | am confused.

Mr Jones—There is no point in looking at exposure on an industry wide basis if we are
looking at each individual superannuation fund's approach to hedge funds—if that is your
guestion.

Senator CAM ERON—No, | am now talking about your response, which is about the level
of exposure, which is different, and you have answered it in your—

Mr Jones—By saying that, if the level of exposure were to increase on an industry wide
basis we would issue further gui dance—correct.

Senator CAM ERON—Why?

Mr Jones—Why would we consider issuing further guidance? Because we may start to get
very nervous about the extent of various exposures. But the concerns in many circumstances
would be linked to the individual circumstances of a particular superannuation fund.

Senator CAMERON—Is APRA confident that superannuation fund trustees are capable
of making properly informed and considered decisions about investment in hedge funds?

Mr Jones—We believe that in many circumstances trustees need to have a substantial
amount of knowledge, and in many circumstances the trustees are forced to rely upon external
advisers as a consequence of possibly inadequate knowledge on the part of the trustees
themselves. But that is often no different to the nature of the information that they get from
other advisersin regard to other types of investment products.

Senator CAM ERON—I have just got a concern about hedge funds and what they have or
have not delivered and what they have promised. | note that you included in your response to
me an article by Mr Craig Roodt, the Senior Risk Specialist. | think, as a broad overview of
what you should be doing in relation to hedge funds, it is pretty good. But there is no critical
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analysis about hedge funds per se. There is no advice about the pitfalls in hedge funds. There
isalist of due diligence issues—

Mr Jones—Correct. We have actually provided a list of questions that trustees should ook
at with regard to any investment in hedge funds and we in fact ask trustees those questions. So
the supervisors would in fact, on onsite visits, ask the trustees if they were aware of the types
of issues that were particularly relevant. And you are quite correct: in not every circumstance
do you get an answer that makes you 100 per cent happy.

CHAIR—Senator Cameron, Senator X enophon has a question.

Senator CAMERON—OKkKay. | might have some more questions on notice arising from
this—
Mr Jones—Sure.

Senator CAM ERON—-but thanks for the response on notice and thanks for the response
you have given me now.

Mr Jones—Thank you.

Senator XENOPHON—ANd now for something completely different, Dr Laker! The
Bank of Queendland was spruiking a ‘ save to win' account whereby if depositors had at least
$250 in an account they basically entered into a lottery through the Bank of Queensland to
win up to $20,000 a month. Media reports initially indicated that APRA had approved this
particular product. Could you confirm that that is not the case and tell me what your
understanding is of those assertions made by the Bank of Queensland.

Dr Laker—I can confirm, and the Bank of Queensland has confirmed, that we have not
been involved in the authorisation of that product. | can quote to you from the Bank of
Queendand's own release to the Australian Stock Exchange:

.. media coverage stating that the Australian Prudential Regulation Authority (APRA) approved the

account is incorrect. APRA has not been involved in the authorisation process of this account and, in the
normal course, does not involveitself in the approval of any individual products.

| could not agree more. That is a fair statement.

Senator XENOPHON—Sure—although, as | understand it, there were media reports
initially to that effect.

Dr Laker—I saw the media reports. They set the bells ringing, and we very quickly
clarified, whatever happened and for whatever reason, that was a simple, incorrect statement.

Senator XENOPHON—ATrguably. | will not go any further in relation to that. As one of
the key regulators of the banking system do you have a concern about this type of account?

Dr Laker—Our focus on any sort of product isits prudential impact. As | say, we are not a
product regulator as such, but an institution may come to us with an unusual product and we
will go through with them any prudential issues that we see arising from that particular
product. Those prudential issues could include matters like reputational risk if the product is
not correctly launched. But we do not sit in judgment beyond the prudential issues. That is
outside our remit. If there were concerns about the customer and how the customer was being
treated, that is an issue for a fellow regulator.
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Senator XENOPHON—AIthough Christopher Zinn from Choice said that the bank’s
approach with this lottery style account went against the spirit of the banking system. Do you
think there is merit in that?

Dr Laker—It is certainly the first time we have seen a product like this in the deposit
sphere. But | would be very cautious in giving you a reply about whether it is within or
without the spirit of it until | had a chance to think more about it. As | said, the first we heard
about this product was when it was announced. We have not had a chance to think it through,
really: are there issues about this kind of product which go beyond prudential issues or
beyond issues to do with treating the customer fairly?

Senator XENOPHON—I guess two things arise out of that. Firstly, given the
responsibility of banks to give considered financial advice, do you see any implications of
such an account, particularly for young savers, which basically says you can take a punt on
your savings rather than get the interest you can earn on your savings? Secondly, while you
have acknowledged that APRA has not considered this but it may be within the purview of
APRA in terms of what is being offered and its implications, is it something that APRA will
take a considered view on and make a statement or take action on if it seesfit?

Dr Laker—On the first question, | think my deputy chairman has reminded me that if this
has been approved by the lottery commissions—that was the statement that was made about
this product—it would have a restriction on whether it was available to younger people. But
we have not checked the facts on that.

Senator XENOPHON—Or 18- or 19-year-olds.

Dr Laker—But if your question was about younger children | think that is an issue that
would be dealt with by the various state commissions that the bank has said this was approved
by. | think, more generally, in response to your second question, we would certainly take a
view about what certain products can do to the reputation and to the fair treatment of users of
the product, but it takes us into an area which belongs to another regulator in the normal
course of events. We do not sit and judge individual products; it isjust not our role and we are
not resourced to do it.

Senator XENOPHON—Isit ASIC'srole?

Dr Laker—It isa question you should put to ASIC about what they would be looking at in
terms of what the product offer is to the customer and how well that is understood. We have
sort of instinctive tests where we might fee uncomfortable about a certain product, but we
also have to have alook at whether or not we have the authority to—

Senator XENOPHON—Finally, given that it is such an unusual product and given that it
isin effect asking those who save to take a punt on the interest, will APRA consider whether it
isintheir purview at any time? Will there be formal consideration as to whether it ought to be
subject to any action?

Dr Laker—What | can tell you is that we have talked to ASIC about this, and | think we
would need to clarify where any responsibility for this kind of product lies. Until we have had

a chance to have that dialogue more fully, | cannot really nominate it asfallinginaor b. It is
not immediately a prudential issue as such.
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Senator XENOPHON—Will that dialogue take placein the next month or so?

Dr Laker—You may speed that up by talking to ASIC, if they have not already been
before Senate estimates. We will talk about it but we need to be very clear on what basis we
are making—

Senator XENOPHON—BUt you will talk to them about it in the next month.

Dr Laker—Yes.

Senator XENOPHON—Thank you.

Senator WILLIAM S—Considering the time, Chair, | will put my couple of questions on
notice.

CHAIR—Thank you, Senator Williams; that will be helpful. Thank you, APRA. | hope
you celebrate World Statistics Day in fine style after this. Thank you for coming in on such an
auspi cious occasion!

[8.19 pm]
Department of the Treasury
CHAIR—I now welcome the Markets Group of Treasury to the table.

Senator LUDLAM—I think it is Mr Murphy who | want to put some questions to. | was
just going back through the transcript from last year and it was a nearly a year ago today that
we spoke about the OECD national contact point. Are you still the right person to put some
guestions to about that?

Mr Murphy—Yes, if you want to. Frank Di Giorgiois here as well.

Senator LUDL AM—We spoke last October about the OECD national contact point and
its role within the OECD framework, and | was a bit surprised at the time to find that it does
not really have an office, does not really have any staff and does not have a promotional
budget. Is there anything that has arisen in the last 12 months that is any material change to
the material that you made available to us last year? Does the office have any staff?

Mr Di Giorgio—Without knowing in detail what was said last year, | imagine nothing in
particular has changed. The office, in effect, is held by the general manager of the division. It
is supported by staff in the division as required. So, to that extent, the situation and the
arrangements hol d.

Senator LUDLAM—Is it till the case then that we will not find the national contact
point’s annual report anywhere in an Australian portfolio statement as such, but that it reports
through the OECD and we have a page or a chapter in an OECD annual report—

Mr Di Giorgio—I believe that isright.

Senator LUDLAM—That is till the case, okay. Can you give us a rundown on the work
of the officein the last 12 months.

Mr Di Giorgio—Thelast 12 months has, as | understand it, been about being on top of the
processes as they are undertaken in the OECD, so the contact point has gone to a humber of
meetings at the OECD. Very recently we received a couple of cases which are very fresh and
are obviously not public.
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Senator LUDL AM—Who represents Australia at those meetings?
Mr Di Giorgio—It is Patrick Colmer, the general manager of the division.

Senator LUDLAM—Do we refer to him as the national contact point? Is he the national
contact person?

Mr Di Giorgio—Yes.

Senator LUDL AM—What can you put on the public record in terms of the cases that are
with you? | have read a little bit about one of them in the press. What is in the public domain
about the cases you are actually dealing with?

Mr Di Giorgio—According to my brief, in June 2005 the contact point received a
submission from several Australian overseas non-government organisations in relation to a
UK -controlled multinational.

Senator LUDLAM—Which oneisthat?
Mr Di Giorgio—That is Global Solutions Ltd.
Senator LUDL AM—And that has been pending since 20057

Mr Di Giorgio—No. There was a resolution of some of the key concernsin April 2006, as
| understand it. In 2006 the contact point also received a submission from the Australian
Conservation Foundation and other Australian and overseas non-government organisations
with some allegations around forestry businessin PNG.

Senator LUDL AM—Which one? Just name names as you go, if you are at liberty to do
so. Or, if you like, if thereis alist, rather than taking up the committee’s time, do you want to
just table alist?

Mr Di Giorgio—I cantablealist if you like, Senator.

Senator LUDLAM—I would appreciate that. What | am mainly interested in is which
cases are gtill alive. Isthat the list that you were reading to me? Are they still pending?

Mr Di Giorgio—As | understand it all of these cases have been resolved. But | will haveto
check that and, as | said earlier, there are two fresh cases that have been received.

Senator LUDLAM—Thank you. If we can get that list from you, that will give us the
semi-recent work history of the NCP. What can you tell us about the two cases that are live at
the moment?

Mr Di Giorgio—I do not believe | am in a position to say anything about them, because
they are not yet public.

Senator LUDLAM—Some of it isin the newspapers at the moment.

Mr Di Giorgio—Having said that, | do not have the details with me. So, again, | can
provide some basic information about those to the extent that they are public.

Senator LUDL AM—OKkay. Isit a concern to you that it isin the press that the trade union
movement has brought one case to the NCP only in the last couple of weeks? Presumably it is
not a secret to say that you have brought a matter to the NCP—or isiit a bit like the ABCC,
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where you cannot tell anybody in case you disappear after dark if you have been contacted by
it?

Mr Di Giorgio—I had not thought of that, but | guess | am respecting the privacy of the
people involved.

Senator LUDLAM—AII right. | will not dwell here. If you are uncomfortable, until you
have been able to check what you can put into the public domain | will just ask you to provide
us, as soon as you can, with anything you are able to about those two live cases.

Mr Di Giorgio—Certainly.

Senator LUDLAM—Thank you. So you have two cases ongoing. Mr Colmer has attended
a couple of meetings. This might be germane to the meetings that Mr Colmer has attended:
what is the Australian government’s position on calls to strengthen the text of the guidelines
for the current review of the OECD Guidelines for Multinational Enterprises? There are
obvioudy calls from several society groups and some governments to strengthen the
guidelines in regard to human rights; free, prior and informed consent; due diligence; supply
chains; transparency; and disclosure, among other matters. Has the Australian government got
aformal position, have we put a draft text, or is there any documentary position that you can
provide for us that we are taking into these negotiations?

Mr Di Giorgio—I| do not believe that the government yet has a formal position on
changing the text.

Senator LUDL AM—When will we be developing one, and will you be seeking guidance
or input from Australian NGOs, for example?

Mr Di Giorgio—I will have to take that on notice.

Senator LUDLAM—That would be great. It would be good to know what your program
of work is in relation to that review and whether there is any intention to engage with
Australian civil society or indeed the industry.

Mr Di Giorgio—Sure.

Senator LUDLAM—Thank you. Moving on—and this might fall into that same list—in
relation to our position on calls to ensure consegquences and remedies in reply to companies
found in breach of the OECD Guideines for Multinational Enterprises, what are the
penalties? At the moment | do not know that there are any.

Mr Di Giorgio—I do not believe there are any penalties as such. As | understand it, itisa
non-adversarial forum and, in effect, it is a mechanism to bring parties together and try to
resolve issues through discussion. So | do not believe it actually has penalties attached to it as
such.

Senator LUDL AM—OKay. This next one is an issue that | raised last time—and you do
not have the transcript in front of you; that is fine. It is the fact that we do not appear to
promote the existence of the national contact point in areas where Australian multinational
companies might be operating. If you are in Malawi, for example, and a company has turned
up and just spoiled your backyard—and that is probably a little bit of an aggressive example
to pick—what are Australian companies operating abroad or the Australian government doing
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to notify host communities that there even is a national contact point, a phone number and
some resources available?

Mr Di Giorgio—I| know that the Australian national contact point is referred to in the
annual report.

Senator LUDLAM —In what?

Mr Di Gior gio—In the annual report of the Foreign Investment Review Board.

Senator LUDL AM—Are we handing out copies of the annual report to host communities?
Mr Di Giorgio—I do not believe so.

Senator LUDLAM—No. So what are we doing to promote the existence of the NCP
anywhere where its existence might be relevant, such as to host communities where
Australian companies are operating?

Mr Di Gior gio—To the best of my knowledge, there is no active promotion.

Senator LUDLAM—Is that something that we could change? Would it seem sensible to
advertise the existence of this office, since we are resourcing it?

Mr Di Giorgio—That would be an issue for the government to consider.
Senator LUDL AM—OKay. Minister, can | park that one with you?

Senator Sherry—I take your point, Senator. | will take it on notice. | am sure one of the
Treasury officers can raise it with the Assistant Treasurer or maybe the Treasurer. We will
come back with a response on notice to you.

Senator LUDLAM—I know | have beenraising it with a sense of irony; it is actually quite
aseriousissue.

Senator Sherry—I agree.

Senator LUDLAM—A condition of membership of the OECD was that we establish this
office. We did. It has been around for a long while and is meant to help resource local
communities if they are impacted on by Australian companies operating overseas. The office,
to my knowledge, is not actually an office. | am not sure that it is staffed. It does not appear to
have a direct phone number, and we do not advertise or promote its existence, in any way, to
anyone who might care.

Senator Sherry—I take your point, but an office can be an office in title—as distinct from
an office physically.

Senator LUDLAM —That is what we seem to have, yes.

Senator Sherry—That, | think, is the context in which it is used. But | take your point. |
will take it on notice and ask one of the officers to discuss with the Assistant Treasurer or

Treasurer what is appropriate, to ensure there is broader knowledge so that the office, if need
be, can be put to use.

Senator LUDLAM—As we have just traversed, it is not necessarily an adversarial forum
to which you would take a fight, but if a company is going into a host community and
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advertising its presence, and consulting on a proposed development, one of the things that
they might inform communities of is that this office exists, and for a very good reason.

Senator Sherry—Your point is taken. | will take it on notice and see what can be
progressed.

Senator LUDLAM—There have been some calls, since the last time we spoke, about
strengthening the institutional arrangements and independence of the Australian NCP. Is their
a view within government—either within the department or with the minister—that this
would be appropriate? | guess what | am asking is: are we happy with the situation asit is?

Mr Di Giorgio—I think it is fair to say that our thinking on the position is that there is a
process in the OECD at the moment around that. We are part of that process in considering
how that may evolve. But it is not a settled position as such and so it is something that we
would have to consider and brief and seek the opinion of government on.

Senator LUDLAM—When does that review conclude? What can you tel us about the
timing of that?

Mr Di Giorgio—I| would have to check and give you the facts on that. | know there are
meetings happening this year and there is another one occurring, | believe, in December.

Senator LUDLAM —I guess | have asked you to take away a bundle of homework, so if
you can just add that to the list, to give some idea of what process there is and when it is
expected to conclude. In that case, the last point that | would make is whether there should,
perhaps, be some additional resources and perhaps even staff.

Mr Murphy—I can speak on that. Cases are taken quite serioudy. Patrick Colmer is the
general manager of the division. He is the contact point, but he has the resources within the
division—of around 40 people—to call on to handle these cases. He goes to Paris twice a year
on these matters to discuss these issues with his colleagues at the OECD.

Senator LUDL AM—That must be nice.

Mr Murphy—This is taken quite seriously by Treasury and the government, as it is an
international commitment which we have entered into.

Senator LUDLAM—It is. Thetwo trips to Paris sound nice.
Mr Murphy—No, that is where these matters are discussed.

Senator LUDLAM—I think we called it ‘demand driven’ last year, which | think is
reasonable—if there are no enquiries then there is no work for the office to do. But in a busy
year, how many people or how many FTES would you have to assign to Mr Colmer?

Mr Murphy—In terms of the foreign investment division, there would be just under 40.
Senator LUDLAM—How many of them work on NCP related matters?

Mr Murphy—My point is, when a case arises, Mr Colmer can call on any resources
within that group to handle these matters. | cannot give you a specific number as to allocation
of—

CHAIR—Senator Ludlam, we have been 15 minutes on this topic.
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Senator LUDLAM—AnNd we have only just got to the bit about the trips to Paris. How
many people are working—

Mr M urphy—OECD meetings call for thisissue.

Senator Sherry—I do not think the implied criticism of trips to Paris—the OECD is
headquartered in Paris.

Senator LUDLAM—We just have not been able to establish what the office actually does.

Senator Sherry—Senator, if you want involvement in these international organisations on
these sorts of issues, you have to be involved, which, by necessity, involves a trip to Paris. So
what? | frankly could not care if it was a trip to Timbuktu. The job would still need to be
done. Parisiswhere the OECD is. | do not accept your implied criticisms.

Senator LUDLAM—AII right. | want to wrap up. How many of the 40 people within the
division that you have identified are working on the NCP related matters at the moment?
Could you give us a break up of FTES or some other metric?

Mr M urphy—If there were a case—
Senator LUDLAM —There are two cases.

Mr Di Giorgio—The division has a unit within it which deals with trade and related
international issues. That unit would be where Patrick Colmer would draw resources and staff
from.

Senator LUDL AM—Can you give me the name of the unit? How do we describe the unit?
What isitstitle?

Mr Di Giorgio—It isthetrade policy unit.
Senator LUDLAM—How many people arein that?
Mr Di Gior gio—Approximately six.

Senator LUDLAM—How many of those folk are currently working on NCP related
matters?

Mr Di Giorgio—I know Patrick called a meeting just last week about the new case they
received. | believe there were three staff involved.

Senator LUDL AM—ALt the meeting or in an ongoing way?
Mr Di Gior gio—At the meeting to have preliminary discussions about the issues.
Senator LUDLAM—I am not sure | am going to get much further.

Senator XENOPHON—I have some questions about foreign investment in agricultural
land and water. During the last Senate estimates it was clarified that applications for foreign
investment under $231 million, unless it is a state-owned enterprise, do not have to come
before the board for approval. Isthat correct?

Mr Di Giorgio—That is correct.

Senator XENOPHON—Given this, how is the board able to effectively, accurately and on
an ongoing basis monitor foreign investment in Australiain agricultural land?
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Mr Di Giorgio—As | think was outlined last time, the guidelines are such that agricultural
land is not picked up in terms of foreign investment other than through companies that invest
in enterprises where primary production is the primary activity and where it is over $231
million.

Senator XENOPHON—So there would be no register to determine how much agricultural
land is owned by overseas entities?

Mr Di Giorgio—No.

Senator Sherry—Not at the FIRB level, but if you went to land registers in each state you
may be able to identify in some cases foreign ownership.

Senator XENOPHON—Muinister, you are talking to a person who had to do conveyancing
as a suburban legal practitioner. If it is a company, you do not necessarily know the foreign
ownership.

Senator Sherry—Hence my careful use of the words. | have not been a conveyancing
solicitor, but | know you can identify in some areas foreign investment and ownership of land
through state land registries, but FIRB do not keep any sort of national register.

Senator XENOPHON—Minister, does that mean that the government recognises there is
not an ability to assess, analyse and forecast in terms of the level of foreign investment in
agricultural land and, for instance, to see whether there are creeping acquisitions taking place
inthat industry?

Senator Sherry—On the last occasion when the foreign investment rules were reviewed
and changes were made—I am just looking for the date, because it was when | was the
Assistant Treasurer; however, the date itself is not important—they dealt with some issues
relating to real estate investment. Beyond that it is not the government’s intention to change
any of the existing parameters around foreign investment since that last set of changes in
respect of residential real estate.

Senator XENOPHON—In terms of agricultural real estate my understanding is that New
Zealand has recently amended its regulations around assessing overseas investment
applications, including an economic interest factor and a mitigating factor, to safeguard New
Zealand's sovereign interests. It has also altered its regulations so that these tests apply to all
foreign investments of ‘sensitive land’, which includes farm land greater than five hectares,
which compares to the $231 million herein Australia. Has any consideration been given to the
New Zealand policy approach in relation to this? Is that something the board has |ooked at?

Senator Sherry—I understand that the former Senate Select Committee on Agricultural
and Related | ndustries made some recommendations on thisin August 2010. The government
has not responded yet; therefore, the issues you raise would be dealt with in that response. So
we are considering those recommendations.

Senator XENOPHON—BUt in relation to the board: | take it that the board is aware of the
New Zealand approach to foreign investment in agricultural land?

Mr Di Gior gio—The board would be aware of those issues, yes.
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Senator XENOPHON—It is not something that is being considered with a view to
advising government?

Mr Di Giorgio—It is an issue that we take into account in the mix of considerations on
policy issues.

Senator XENOPHON—AnNd my final line of questioning, if | may: given the guideto the
draft plan for the Murray-Darling Basin that was issued last week and the whole issue of
water security and water for the Basin, you may be aware of a series of articles last month,
particularly in the Sydney Morning Herald, in relation to water purchases by overseas entities.
Given that it is a multi-billion dollar water market, there were concerns expressed by
irrigators representatives that merchant banks have been approached in Europe in terms of
how European investors can pour hundreds of millions of dollars into our water market. What
thresholds are there for the purchase of water rights with regard to the board's powers of
assessment and approval ?

Mr Di Giorgio—Water rights would be considered in the mix as another asset in any
company. If we are talking about a company that is buying an interest in land, the water rights
would form part of that asset.

Senator XENOPHON—BUt water rights can be bought separately? If water rights have
been disconnected from the land, are water rights subject to any approval process or scrutiny
by the board?

Mr Di Giorgio—They are considered an asset under the act.

Senator XENOPHON—Does that mean that we have got the $231 million threshold as
well for water rights? Or is there a separate threshold for water rights before it has to go to the
board for approval ?

Mr Di Giorgio—Thereis not a separate threshold for water rights.
Senator XENOPHON—Is the threshold $231 million?

Mr Di Giorgio—Yes, it would be.

Mr Murphy—Unlessit isaforeign country. If it were—

Senator XENOPHON—Unlessit is a state-owned enterprise.

Mr Murphy—If it is a state-owned enterprise there is no threshold—

Senator XENOPHON—Sure. Does that mean that if you have an overseas company that
purchases $230 million in water assets one day, then in a separate transaction the same
company purchases another $230 million, then because they are under the threshold neither of
those transactions—nor as cumulative transactions—would come under the scrutiny of the
board?

Mr Murphy—Notionally, no, but | must say that the board does look at the cumulative
effect of investments in certain sectors. It is not required to do that under the act, but it does
that.

Senator XENOPHON—What does that—
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Mr Murphy—It means that it looks at the aggregate effect of the amount of, in effect,
investment in iron ore, investment in coal, investment in water—these types of sensitive
areas—and looks at a longitudinal study. In effect, what are the investments; not just
transaction by transaction but over a span of time.

Senator XENOPHON—OKkay, but if an overseas entity purchased, say, half a billion
dollars worth of water over a series of half a dozen transactions over a 12-month period you
would not be able to stop any of those individual transactions, would you?

Mr Murphy—You could not stop the transactions, but you could start to see whether, in
effect, the government may need to change policy if you got concerned about that.

Senator XENOPHON—So, you have got arole of observing—
Mr Murphy—Yes, to make sure—
Senator XENOPHON—Dbut you cannot act oniit?

Mr Murphy—The act says investment that is contrary to the public interest, and we set
down thresholds—you have got to have some guiddines. But at the same time the
government—that is, the division—has policy responsibility to ensure that the act, asiit is set
out, is meeting the requirements of the government. Water is one of the key areas that thereis
sensitivity about—

Senator XENOPHON—A very key area.

Mr Murphy—and it has got to be kept under observation.

Senator XENOPHON—Finally, maybe | am missing something—

Mr Murphy—No.

Senator XENOPHON—but isn't there a flaw in your argument in relation to that? Given
that these transactions do not have to be brought to the attention of the board, it can be under
the radar so that—

Mr Murphy—To some extent it can be, but there are other ways of gathering information
interms of who is engaging water rights.

Senator XENOPHON—BuUt you have acknowledged that there could be policy concerns
about overseas entities purchasing significant amounts of water rights in the Australian
market.

Mr Murphy—Asthereisin any key sector.

Senator XENOPHON—Sure, in any key sector. And water is a very key sector, just ask
the people of the Murray-Darling Basin. But, given that there is, to use a Senator Cameron
term, an ‘information asymmetry’—it is a very good term, Senator Cameron—

Mr Murphy—And it isaterm of art, an economics term.
Senator XENOPHON—There is an information asymmetry there.
Mr Murphy—Yes.

Senator XENOPHON—The minister quite properly pointed out that you might be able to
find out some information, but if there is this lack of information in terms of who has got
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what and which entities have got what, how on earth can you give reasonable, considered
advice to government?

Mr Murphy—I think you are looking at it through the prism of foreign investment. There
are other areas of government which would have data on the ownership of water rights, and so
if there are concerns with the foreign investment, one of the jobs of foreign enforcement
divisionisto consult with the other areas, arms of government, to garner that information.

Senator XENOPHON—BUt you do not do that as a matter of course, though, do you?

Mr Murphy—Well, yes. If there was an investment proposal in a certain industry where
we felt we needed information from another department that had expertise on that industry,
yes, we would gather information from them.

Senator XENOPHON—BuUt hang on. If it is under the radar, if they are $50 million or $60
million transactions—

Mr Murphy—Yes, they can be. But | am talking about if there is public unrest and if it
was brought to our general notice that there were concerns about the sale of water rights. We
have got to put this in context. We are an open government welcoming foreign investment. So
if there is a matter of concern we can garner some information on that.

Senator XENOPHON—I am not sure. Perhaps you want to take this on natice.

Senator Sherry—Senator, you pose the hypothetical of, frankly, a none too subtle creeping
acquisition. You deliberately break it up into blocks of below $230 million. You are correct
that it does not have to go to the Foreign Investment Review Board, but that does not mean
that in the, | would suggest, public debate perhaps controversy around that approach would
not come to the attention of government, and it does not mean that an approach such as that,
where a none too subtle accumulation of a substantial asset by perhaps a contrived approach
to drop the acquisition below the $231 million cut-off point, would not come to the attention
of government and that the government would ignore that. It does not mean that.

Senator XENOPHON—BUt right now there is no palicy, Minister, that would prevent
that. Even $50 million of water rights in a particular community in the basin would be very
significant.

Senator Sherry—We have determined the threshold. In most sectors there are exceptions.
The state-owned enterprises is a good example, and there are other sectors where there are
limits by legislation. That is the policy position, but it does not mean that that sort of activity
would go unnoticed and that there would not be areaction to it.

Senator XENOPHON—Minister, thereis a hell of a difference between $231 million and
five hectares.

Senator Sherry—| am aware that the Senate committee on agriculture make
recommendations on this. The government is considering those recommendations at the
present time.

Senator XENOPHON—Can you indicate when the government is likely to respond to
those recommendations?

Senator Sherry—I cannot, Senator. | have to take that on notice.
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Senator XENOPHON—Finally, Mr Murphy, it is a bit like that Donald Rumsfeld
phrase—it is a bit of a ‘known unknown’, isn't it? We do not quite know how much foreign
investment it is because there is a lack of completeness of information and a convenient data
collection point, if you like.

Senator Sherry—The source of data on foreign investment is not just the Foreign
Investment Review Board. | think the Australia Bureau of Statistics has a comprehensive data
collection set on foreign investment. Just because you have got a $231 million threshold does
not mean that everything under that is not collected statistically. | do not know the detail of
the extent to which the ABS collects that data and how it is collected. They are here later on
and they can probably give us an outline. Because there is an investment below $231 million,
it does not mean it is excluded from data collection.

Senator XENOPHON—I will leave it at that, other than to say that there is a hell of a
difference between $231 million and five hectares.

Senator Sherry—VYes, but as | said, the recommendations of the select committee are
before government. We will take it on notice and find out when that is likely to be responded
to.

CHAIR—We have a series of other questions on FIRB. Senator Cameron has a quick
guestion | understand.

Senator CAMERON—THhisis for the Foreign Investment and Trade Policy Division. | am
happy for this to be taken on notice. It is in relation to our participation in bilateral and
multilateral trade agreements. Could you advise on the increase or decrease of GDP for each
bilateral trade agreement that we have entered into? Could you advise on the effect on
Australia’s trade balance for bilateral trade agreements that we have entered into? Could you
advise on the availability of empirical as opposed to theoretical evidence on the benefits of
the free trade agreements that have been entered into by various Australian governments?
Could you advise on the efficacy of the assumptions underpinning the econometric
modelling—the CGE model—used by governments to promote the various bilateral
agreements? Could you advise on the outcomes of these free trade agreements compared to
what the modelling proposed the benefit was under these various trade agreements? Is that
clear?

Mr Murphy—Yes. There is a string of questions there. | do not know whether we would
have that information.

Senator CAM ERON—I am happy to put it on notice.

Mr Murphy—I would say that there is a major inquiry into the benefits of free trade
agreements that is being conducted by the Productivity Commission. They have put out a
draft report that has a wealth of information. A lot of that information | would expect to come
out in the Productivity Commission's final report on free trade agreements, which is
scheduled for the end of this year. A lot of your questions go to the issue of the debate as to
whether we should be doing bilateral free trade agreements or sitting back and waiting for a
multilateral agreement within Doha.
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Senator CAM ERON—MYy question is not one of principle or political arguments about it;
my question is about what the economic outcomes are. The trade policy division should be
able to advise me, surdly.

Mr Murphy—We will endeavour to give you that information, but you are waiting for a
period of time to elapse after the free trade agreement is signed to be able to garner some of
that information.

Senator CAM ERON—How long does that take?
Mr M urphy—We would have to say—
Senator CAM ERON—How long is a piece of string?

Mr Murphy—No. | am saying possibly you could look at the influence of the free trade
agreement with the US as one that by now would be able to give you some discernable data as
to what impact it has. Of course, | think it is going to be very difficult to isolate the impact of
a free trade agreement from the normal trade arrangements. What is the counterfactual if you
did not haveit?

Senator CAM ERON—The modelling does that. It tells us that thisis what the benefit is.
Mr Murphy—We will do our best for you, Senator.

Senator CAMERON—I am happy for you to take that on notice as well. | am asking
whether the statement you have made then means that the modeling that we are advised
provides all the benefits under these so-called free trade agreements is wrong?

Mr Murphy—No. It is the best modelling we can come up with and it is modelling. It is
not what actually happens.

Senator CAMERON—I would like to know what the modelling said and what real life
says.
Mr M ur phy—Okay. We will do our best.

Senator WILLIAM S—To follow on from Senator Xenophon: foreign companies overseas
can come to Australia and buy any farmland under $231 million. It does not have to be
approved by you or the Treasurer. That is the situation now?

Mr Murphy—Yes.

Senator Sherry—Except for the case of state owned enterprises.

Senator WILLIAM S—Does that include partially state owned enterprises?

Mr Murphy—No, if a state owned enterpriseisinvolved—

Senator WILLIAM S—It hasto be 100 per cent state owned?

Mr M urphy—No, there would just be involvement with state owned enterprise.

Senator WILLIAMS—So a case like Shenhua, for example—which is going into the
Liverpool Plains area and buying up land to establish a coal mine—which is 68 per cent
owned by the Chinese government, would have to go through?

Senator Sherry—Yes—and it has. | have dealt with cases like that.
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Senator WILLIAM S—I find it concerning that large amounts of money like that can go
through automatically without the Treasurer’s or the government’s scrutiny. | find this a
concern for the ownership of our land with that large amount of money. We have seen the
change in New Zealand.

Mr Murphy—Yes. | think what you are raising is a concern. As the minister previously
mentioned, we have had a parliamentary inquiry. That has raised concern about agricultural
land and water rights. These are issues which maybe five years ago were not of immediate
concern. It is wherever there need to be adjustments in the threshold. There is flexibility
within the foreign investment regime to be able to do that.

Senator WILLIAMS—And we come back to the vertical integration. Australia is
obviously glad to export the coal, food or whatever. My opinion is that we need to keep a
close eye on it so that in the future we have control of our exports instead of other countries
owning our land and controlling it.

Senator Sherry—I will just make a point—I do not have the statistics in front of me. |
know that generally—I| would have to look at the ABS, which | think have some quite
detailed statistics—the overwhelming countries of ownership are the US and the UK for
pretty obvious reasons.

Senator WILLIAM S—InAustralia, you mean?
Senator Sherry—Yes. It has been, and by a country mile.

Senator WILLIAM S—Yes, it has been like that in foreign investment for years—the UK
especially.
Senator Sherry—YVYes. It isthe same with overall foreign investment.

Mr Murphy—The top five sources of total investment in Australiain 2009 were the US, at
$500 billion; the UK, at just under $500 billion; Japan, dropping to $100 hillion; the
Netherlands, at $43 billion; Hong Kong, at $43 billion; and China, at $16 billion.

Senator Sherry—That might surprise a few people in the community, given some of the
recent debate about these sorts of issues. Overwhelmingly, the stock of foreign ownership is
in the hands of the UK and the US. It has been, in the case of the UK, since European
settlement; and, for the US, probably for the best part of the last hundred years.

Mr Murphy—I will make a point on this. The US has invested $500 billion in us. We have
invested $400 billionin the US.

Senator Sherry—To complete the statistical barrage, since you have opened this up: the
stock of Australian investment abroad—that is, our investment in other countries—is $1.2
trillion. The stock of foreign FDI in Australia at the end of 2009 was $436 billion. We have
$436 hillion in stock into Australia and $1.2 trillion in Australian stock in other countries. |
think that in the context of this debate thisis just not appreciated.

Senator WILLIAMS—To refer to creeping acquisitions: you would be familiar with
Swift, the abattoir company. | believe the Brazilian government has an interest in it; not only
were they buying up the abattoirs around the country, they also have their own trucks to
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transport the stock from the saleyards to the abattoirs etc. Are you familiar with that
company?

Mr Murphy—No, | am not.
Mr Di Giorgio—I amfamiliar with the case.

Senator WILLIAMS—Could you find out the ownership of the company? | would
appreciate if you could take that on notice.

Mr Di Giorgio—Sure.

Senator WILLIAMS—Is there any way that you can check out the ownership and
whether thereis financial backing from the Brazilian government? | am concerned that we are
going to have one company alone in 10 years time controlling the whole abattoir industry in
Australia. You know how big that industry is with the amount of livestock we run, slaughter
and export.

Mr Murphy—What kicks in there as well are issues relating to the ACCC and
competition. If you are saying one company is taking over other companies to have
dominance of an industry, you are going to come into breach of the Trade Practices Act. That
isour protection in terms of that outcome.

Senator WILLIAM S—It isaso an industry in which it is very hard to make a profit and
many people welcome foreign investment to keep it alive and to keep jobs because without
that investment there may be just an empty shell of an abattoir and a balancing act—but can
they have them all?

Mr Murphy—That is the benefit of foreign investment.

Senator BUSHBY—M inister, one thing that confused me in your answer is that you
mentioned that initially $500 billion was invested by the US.

Senator Sherry—I think Mr Murphy read the statistics.

Mr Murphy—The top five sources of total investment in Australia in 2009.
Senator BUSHBY —Of the total, how much did the US and UK contribute?
Senator Sherry—Not the total stock.

Senator BUSHBY —I know.

Senator Sherry—Total stocks are different. The five sources of foreign investment in
Australiain 2009 were the US approximately $500 billion—

Senator BUSHBY —Was that $500 million or billion?
Mr M ur phy—It was $514 billion to be precise.

Senator BUSHBY —How does that compare? If you add the US and UK investments you
get roughly a $1,000 billion. You indicated that FDI in Australia was less than $500 billion.

Mr Murphy—Yes, the figure | have here for the stock of FDI at the end of 2009 is $436
billion.

Senator BUSHBY —How does FDI compare with your statistics for the US and the UK?
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Senator Sherry—That is a good question. Maybe one of the officers can help.

Mr Di Giorgio—The difference is that the figures we are referring to here, the $514
billion, are total investment of which foreign direct investment is a subset.

Senator BUSHBY—When you say the US has invested around $500 billion, the FDI
component of that is much smaller?

Mr Di Giorgio—The FDI component would be smaller, yes.

Senator BUSHBY —That initself could confuse the public. | do not want to go into that in
great detail. Treasury’s annual report notes, against the objective of well functioning markets,
that:

Particular attention is being given to core infrastructure (energy, transport and communications),
financial and labour markets.

Other parts of the annual report also highlight water infrastructure as a key activity for the
Markets Group. | would liketo look in alittle detail at each one of the headings that the report
indicates you are working on in particular, starting with infrastructure. In the red book,
Treasury calls for the explicit incorporation of a net public benefits test when considering
major infrastructure investments. Could Treasury outline some of the benefits of such atest.

Mr Archer—I think the issue is fairly straightforward, that a government with limited
financial resources available to it ideally will ensure that the projects that it is considering
allocating funding to are properly assessed to ensure that they represent value for money and
can be prioritised accordingly.

Senator BUSHBY—What are the risks for government and taxpayers from making
investments which do not explicitly incorporate a public benefits test?

Mr Archer—I think the risk is that ultimately the best projects are not coming to fruition
and that suggests that, in a sense, welfare is not being enhanced by as much as it could
otherwise be with a different all ocation of those funds.

Senator BUSHBY —Would you say taxpayers are not necessarily getting value for money?
Mr Archer—That is correct.

Senator BUSHBY—Best bang for their buck, so to speak. Can Treasury point to any
actions that this government has taken to incorporate a net public benefits test in major
infrastructure projects?

Mr Archer—The government established Infrastructure Australia to provide advice on
major infrastructure projects. Infrastructure Australia has undertaken a lot of work with
project proponents to ensure that a robust cost-benefit analysis accompanies the project
proposals that come forward, and | think that has probably been the major initiative that the
government has taken to promote more rigorous assessment of projects.

| think the other development we have seen has been the development of longer term
planning strategies to ensure that projects come forward within the context of a process which
evaluates long-term infrastructure needs. Those processes are still ongoing. | think two
examples are work being undertaken by Infrastructure Australia in relation to establishing a
national freight strategy and undertaking a review of ports. Through COAG, the government
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with the states and territories has also established a process around strategic planning in our
capital cities, again with aview to ensuring that, as one e ement of that, infrastructure projects
that come forward are developed within that broader context of robust and longer term
planning.

Senator BUSHBY—Have all major infrastructure projects of this government been
assessed by Infrastructure Australia and put through a proper net public benefits test?

Mr Archer—Have all projects? | guess it depends on what you are including within the
scope of your question. Infrastructure Australia has been set up to look at economic
infrastructure projects and has played a role, | think, in most government major economic
infrastructure projects that have been considered. | am not sure that | could put my hand on
my heart and say ‘all’.

Senator BUSHBY —The most high-profile example would be the $43 billion NBN.

Mr Archer—There was a separate process established through the implementation study to
conduct analysis of the National Broadband Network. Infrastructure Australia has identified
enhancing broadband services in Australia as one of its national infrastructure priorities, but it
did not itself conduct a detailed analysis of that project.

Senator BUSHBY —What about the health infrastructure through the health reforms? Did
Infrastructure Australialook at that?

Mr Archer—No, and | do not think it was asked to—again going back to my point that its
mandate really isto look at what we regard as economic infrastructure as supposed to, | guess,
social infrastructure, if you can make that distinction.

Senator BUSHBY —Would the NBN be considered economic infrastructure?
Mr Archer—I believe so, yes.
Senator BUSHBY —So0 why was a separate approach taken for that?

Mr Archer—I think this is an issue that has been canvassed in a number of previous
Senate estimates hearings and in fact in the Senate inquiry into the NBN. The government
initially has explained that the National Broadband Network was an el ection commitment that
it was committed to. It has also established a separate process where it engaged experts in
relevant fields to develop the implementation study for the National Broadband Network.
That isthe course that it took.

Senator BUSHBY—Was Treasury consulted on the Parramatta-Epping rail line project
prior to the election?

Mr Archer—Were we consulted? | do not recall that we were, but | would prefer to take
that one on notice.

Senator BUSHBY—Okay, that is fine. Given our discussion earlier on the risks for
government of not doing a net public benefit test or a cost-benefit analysis and given that that
was not undertaken for the NBN, does that expose taxpayers to a greater risk that they will not
get good value for money or the best bang for their buck?

Mr Archer—I think, as | have already said, the government has commissioned detailed
analysis of the National Broadband Network. It was not what would be regarded formally as a
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cost-benefit analysis. It certainly examined in detail the costs of the network and established
that, under a range of scenarias, it could provide a return to the government. The advisers for
the implementation study were not asked to conduct a cost-benefit analysis. The government
has pointed to a range of overseas studies and evidence which highlight the importance of
effective and high-speed telecommuni cations networks.

Senator BUSHBY —But nonetheless there are a number of ways of implementing a high-
speed broadband network, and presumably, in assessing the cost-benefits of each of the
different ways of approaching it, a cost-benefit analysis would be a useful way of assessing
the risks to taxpayers.

Mr Archer—It would certainly be one way. | think we are on the record in the past as
noting that there would be some significant challenges in attempting to identify the potential
benefits of such an infrastructure project, given its long life span of 30 or 40 years, and we
simply may not be able to recognise the benefits that it could provide.

Mr Murphy—The amount of analysis through the McKinsey report and other analysis of
NBN far exceeds, probably, analysis on other infrastructure projects.

Senator BUSHBY—I would be interested in Treasury putting together a paper that
demonstrates that that was the equivalent of a full cost-benefit analysis and that that was
conducted to the equivalent level of overall net outcome—that that analysis that you referred
to actually delivers the equivalent degree of confidence that a full net public benefits test
would normally deliver.

Mr Murphy—I think that should be directed to the department of communications.

Senator BUSHBY—I was responding to your comment more than anything else there.
You mentioned that one of the reasons it was treated differently was that it was an election
promise, but that is not entirely true. The e ection promise was a $4.7 billion broadband—

Mr Murphy—I think it was treated differently because of its great importance to the
government, and it is a major—

Senator BUSHBY—Sorry, Mr Archer did actually mention that it was an eection
commitment. | just wanted to correct that. The $43 billion NBN was not an eection
commitment; the $4.7 billion broadcast broadband plan was. The $43 billion network came
in—

Senator Sherry—All | can recall, Senator, was that there was an enormous amount of
debate about this issue in the eection. | do not think anyone could deny that it was a major
issue in the election.

Senator BUSHBY —It was a major issue, but you were talking about spending $4.7 billion
at that time, not a factor of 10 times that amount.

Senator Sherry—I certainly heard—not you personally; you may have done, but | do not
know—some of your colleagues bandying around a figure of $43 billion quite constantly
during the el ection campaign. But that is a political discussion that we can have at another—

Senator BUSHBY —During which e ection campaign was that?
Senator Sherry—Inthelast e ection campaign.
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Senator BUSHBY—No, | am talking about the fact that you went to the 2007 eection
with a$4.7 hillion—

Senator Sherry—Sorry, | thought you were referring to the 2010 el ection.

Senator BUSHBY—And halfway through the term, when it appeared that the plan you
had gone to the eection with had failed, you came up with this new one, which came to $43
billion.

Senator Sherry—L ook, thisis a political debate we are now getting to. | do not agree with
you, but it is not an issue that the witnesses before you can engage in.

Senator BUSHBY—Coming back to Mr Murphy's comments, the KPMG-McKinsey
study only showed that returns would be above the bond rate, not arisk adjusted return, which
you would normally consider in the context of a cost-benefit analysis.

Mr Murphy—My point is that there was considerable analysis and work done onthe NBN
project before the government made a decision in that regard. Certain matters are referred to
Infrastructure Australia, and Infrastructure Australia ran a process which was largely getting
views of the states then trying to adjudicate, prioritise and fine out infrastructure investments.
But, as Mr Archer pointed out, in their report to COAG they recommended and stood behind
the government’s investment in a fast broadband network.

Senator BUSHBY —But they did not conduct a full cost-benefit analysis.
Mr M urphy—No, they were not asked to, but they saw the benefits of it.

Senator BUSHBY —No, but it is economic infrastructure. We heard from Mr Archer that
that is Infrastructure Australia’'s job; part of their job is to consider the cost-benefit of
economic infrastructure. We heard evidence tonight that it is economic infrastructure.

Mr Murphy—But it is only one source of advice. A separate process was run by NBN
because of itsimportance.

Senator Sherry—That is right. Questions in respect of NBN and Infrastructure Australia
are not the remit of this part of Treasury estimates. This discussion, debate and question-and-
answer session is one that | have actually heard on, frankly, numerous occasions in other
estimates. | do not think we have learned anything new, with due respect to the witnesses, of
anything tonight.

Senator BUSHBY—Mr Murphy mentioned that there was lots of analysis done before it
was announced. Are you aware that analysis was? As far as | am aware, it did not even go to
cabinet before it was announced.

Mr Murphy—I think you should direct those questions to the department of
communications. They will have it at their fingertips.

Proceedings suspended from 9.16 pm to 9.30 pm
CHAIR—The committee will resume with the markets group.

Senator PRATT—I have a quick question to start with. You are welcome to take it on
noticeif required. In the markets group some parts look at advice oninsurance.

Mr Murphy—Yes.
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Senator PRATT—So | was interested in whether the markets group had done any
assessment on the changes to midwifery practice and any impact on medical insurance. |
know there is some analysis of medical insurance in some of the work that you do.

M s Wilkinson—That is the health department’s policy. As far as | know thereis nothingin
markets group. | do not know whether the fiscal group has done any work on that.

Senator PRATT—I have seen some other work that the section has done on insurance but
| was not sure. It does not surprise me to hear that isthe case.

M s Wilkinson—We are responsible for insurance, but not health insurance.
Senator PRATT—It is not health insurance; it isindemnity insurance.
MsWilkinson—Yes, but the health department has had carriage of that.

Senator PRATT—You assess the affordability of insurance in terms of the overall scope
of liabilities, or isit Heath that does that?

M s Wilkinson—In terms of the midwifery?

Senator PRATT—No, just in terms of the affordability of liability and risk assessment
overall—making sure insurance products have a proper assessment of the liability within
them.

Mr Murphy—We look at the policy in terms of insurance and, yes, accessibility but the
administration of insurance products is with APRA. That is a whole stream of work. lan
Laughlin is the commissioner who deals with that.

M s Wilkinson—And the policy advice on the particular midwifery insurance has been the
responsibility of Health.

Senator PRATT—I have another insurance question on a different topic, the progress of
the review into the carve-out of unfair contracts. Where is the deliberation on that up to? This
committee has done quite alot of inquiry into insurance products and consumer legislation, as
you would be aware. One of the issues that came up is many consumers complaining about
insurance contracts having exemptions from unfair contracts clauses. | understand the markets
group has been responsible for areview into that.

Mr Miller—In the coming months the government is likely to be pursuing a range of
reforms to the Insurance Contracts Act that did not pass through the previous parliament
before the eection. It included various aspects of removing impediments to the use of
electronic communications for statutory notices and documents; ensuring that the failure to
comply with the duty of utmost of good faith is a breach of the act; giving certain powers to
the regulator, ASIC, to address certain breaches; and making the duty of disclosure easier for
consumers to understand and comply with. The question about whether insurance contracts
should be subject to generic provisions regarding unfair contracts terms or actually remain
subject to a tailored regulatory regime in the Insurance Contacts Act is quite a contentious
issue and one which involves quite a lot of underlying legal and policy complexity. All | can
say is that the government is looking at that issue and how that fits in. Whether to include or
exclude that from these provisions which are being worked up now is a matter that is
currently under consideration.
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Senator PRATT—So the insurance bill has been reintroduced but it is unclear yet whether
it is going to include provisions on unfair contracts.

Mr Miller—Correct.

Senator PRATT—And that is currently being actively reviewed. Do you know what the
timelineislikely to be for concluding that?

Mr Miller—I do not. | can try to find a bit more information—I do not work on it directly.

Senator PRATT—I would interested. In reference to consumer law, clearly the federal
parliament has dealt with that and | understand there are now draft Australian consumer law
regulations and guides being prepared.

Mr Writer—On 24 September this year the government issued draft regulations under the
Australian consumer law on behalf of the Standing Committee of Officials of Consumer
Affairs for consultation. That consultation closed on 13 October. So far we have received 35
submissions, five of which are confidential and the remaining 30 are now published on the
Treasury website. We are now considering those submissions and discussion with our state
and territory colleaguesisthe final approach before those regulations are finalised.

Senator PRATT—Is there anything in those submissions that represents any real risk to
the consumer law becoming operativein the new year?

Mr Writer—The primary legidation has been passed, and section 2 of the Trade Practices
Amendment (Australian Consumer Law) Act (No. 1) 2010 states that the legislation will
commence on 1 January 2011. So that legislation will commence on that date.

Senator PRAT T—Those regulations and guidelines will be ready and operable by then as
well?

Mr Writer—Theintention isto have those regulations finalised in the coming weeks.

Senator PRATT—What is the assessment of how ready business is for the introduction of
the new consumer law?

Mr Writer—A considerable amount of work is being done to insure that consumers and
business are aware of the new laws and can comply with them. Part of the consideration in
finalising the regulations is whether specific transitional requirements are needed in particular
areas, and questions were asked about that. A document was issued in July this year by the
Treasury on behalf of the standing committee of officials about the implementation of the law,
and that invited businesses in particular to make comments about the proposed
implementation process. There is also a lot of work being done by various groups of the
national and state and territory consumer agencies to ensure there is appropriate consumer and
busi ness awareness of the law.

Senator PRATT—AS | understand it, the state consumer agencies are still responsible for
upholding and implementing the laws in each jurisdiction even though they are uniform. Is
that correct?

Mr Writer—That is correct. There will be a single law but a joint enforcement approach,
and that enforcement approach is underpinned by a memorandum of understanding that has
been signed by all of the Australian consumer agencies and our New Zealand colleagues.
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Senator BUSHBY —Is New South Wales sticking to it?

Mr Writer—As far as | am aware. In addition to that there will be a number of other
protocols agreed at a more operational level to govern the way in which they work together
day to day.

Senator PRATT—Do all of the state consumer protection departments seem ready to kick
off after a busy time of consumption over Christmas and the new year?

Mr Writer—As | say, thereis alot of work to be done. Everyone is working towards the 1
January commencement date, and the intention is that everyone will be ready to commence on
1 January, subject to any particular transitional arrangements that are made in particular areas.

Senator PRATT—If someone consumes or buys a good or service this calendar year but
has a problem with it next calendar year, isit the new laws that apply?

Mr Writer—Under the Commonwealth provisions, my understanding is that the existing
laws will apply up until 31 December in relation to goods or services acquired on or before
that date, and then the new law will kick in from 1 January.

Senator PRATT—What if someone buys a new washing machine for Christmas and it
breaks down in the new year? Isit the old or the new law?

Mr Writer—My understanding is that the current rights will apply.

Senator PRATT—S0 does that mean jurisdictions will be having to manage both sets of
laws until every last washing machine breaks down and everyone has bought a new one post
201172

Mr Writer—Potentially that is the case, although clearly the vast bulk of consumer goods
will transition over to the new period as people replace their washing machines and other
appliances over time.

Senator PRATT—BuUt it could in fact be a long transition period, given that one of the
things we have been told is that consumers should be using their statutory rights and statutory
guarantees more than they currently are.

Mr Writer—The consumer guarantees provisions, as we explored in the committee's
inquiry on the bill earlier this year, are quite similar to the new consumer guarantees
requirements. In terms of the level of protection consumers have, that will be quite similar.
Clearly there is an intention that the new consumer guarantees requirements will be more
effective in their operation. However, one of the key reasons for redrafting and clarifying the
law is to ensure that people are more aware of the rights that they do have now. In a sense,
people will have very similar rights either side of 1 January, but there maybe different ways of
enforcing those. Those things should be ironed out over time.

Senator PRATT—So it will not matter if someone buys their dishwasher at the Boxing
Day sales or waitstil the new year. Thank you.

Mr Miller—Chair, can | seek your indulgence as | need to make a quick correction on
something | said to Senator Pratt. The Insurance Contracts Amendment Bill 2010 has not been
reintroduced yet.
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Senator BUSHBY—Prior to the break, in amongst the general questions about the net
public benefits test and the ensuing conversation about the NBN, | asked whether Treasury
were consulted on the Parramatta-Epping railway line prior to the eection. | think you
indicated you did not believe so. If you find otherwise, | would appreciate it if you would let
the committee know. Since the election, has Treasury or Infrastructure Australia undertaken a
cost-benefit analysis in respect of that rail line—or any other arm of government, for that
matter?

Mr Murphy—I think 1A has. The government has said it will work with Infrastructure
Australia on several projects, and one of those is the Epping to Parramatta rail link.

Senator BUSHBY —A cost-benefit analysis has been conducted or is being conducted?
Mr M ur phy—I think your question—

Senator BUSHBY —I asked whether a cost-benefit analysis had been conducted by either
Treasury or |A, or any other arm of government.

Senator Sherry—That is not my recollection of the question.
Mr Murphy—No, it wasn’t—
Senator BUSHBY —I read it out—it is written in front of me.

Senator Sherry—It is still not my recollection of the question, whether you read it out or
not.

Mr Murphy—I do not think you mentioned ‘ cost-benefit’. That is all right, | know where
you are coming from. The government has referred it to IA, and it would be part of their
processes as to how they approach it. But they do cost benefit analysis and | would expect that
it would happen.

Senator BUSHBY —Okay—you think there will be one.
Mr Murphy—Yes.
Senator BUSHBY —In the red book for the incoming government, Treasury states:

Without further reform of water pricing, trading and infrastructure, poor water policy will increasingly
undermine economic growth, inflate the cost of sustaining even moderate population growth and result
in even further irreparable environmental damage.

Could Treasury please expand on what kinds of water reform are needed in order to avoid
those outcomes?

Mr Murphy—I think—
Mr Archer—That questionis best directed to our fiscal group colleagues tomorrow.
Mr Murphy—Yes.

Senator BUSHBY—The reason | am asking you is because against well-functioning
markets it is noted that, ‘ particular attention is being given to core infrastructure’ —

Mr Murphy—Yes.

Senator BUSHBY—and then notes, ‘in other parts of the annual report for markets
highlight that water infrastructureis a key activity for the group’.
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Mr Archer—Not for markets group. | am surprised that you have found that—

Senator BUSHBY—It says ‘other parts of the annual report also highlight water
infrastructure as a key activity for the markets group’. It isin—

Mr Archer—We do not—
Senator BUSHBY —You do not have anything to do with water?

Mr Murphy—Matters pertaining to that policy have been dealt with by the industry and
environment division within the Treasury, which isin fiscal group.

Senator BUSHBY —Okay. So even though it isinfrastructure, water—

Mr Murphy—Yes, that isright. There are divisions around those—

Senator BUSHBY —I understand, but | actually—

Mr Murphy—We could answer off the top of our heads, but if you want a really
informative answer, you need—

Senator BUSHBY—That is fine, | will look at it then, but it is just confusing that
Treasury’s annual report actually says that water infrastructure is a key activity of the markets
group.

Mr Murphy—I am surprised at that—

Senator BUSHBY —I do not have areference, so | cannot tell you where | saw it.

Mr Murphy—Well-functioning markets are the key outcome which markets group is

looking at, but other areas of Treasury are also looking at trying to get well-functioning
marketsin Australia.

Senator BUSHBY —I will move onto a different market then. What analysis of Australia’'s
labour market has the markets group undertaken recently?

Mr Murphy—Sorry about this, but we are not really responsible for labour markets.
Again, that is dealt with in another area of Treasury.

Senator BUSHBY —OKkay, once again Treasury’s annual report notes against the objective
of well-functioning markets, ‘ Particular attention is being given to core infrastructure energy,
energy transport and communications, financial and labour markets.’

Mr Murphy—I think that is probably for editorial or convenience purposes—everything
has been thrown in together. That is not the clear delineation. | am sorry about that, but labour
markets have always been—

Senator BUSHBY—I did read that opening statement before | started and said that | was
going to go through each of these—

Senator Sherry—Itisdifficult. | must say that when | sat in your position, | made a valiant
attempt—when | could get to markets group, | have got to say; | did not have that much time
before them—to start off on questions like this and found that markets group did not do
everything in the world that | hoped they did. When | could get to them, | might say.

Mr Murphy—I think we have afull range of responsibilities, which we struggle to meet.
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Senator BUSHBY —It is the markets group, and we are talking about particular markets.
That is fine, but when trying to ascertain that this was the appropriate area you look at the
annual report and it suggestsitis.

Mr Archer—It may be that there is a distinction between the output which the agency is
responsible for and then how which parts of the output are allocated within the groups. So
although the output refers to functioning markets, what markets group has responsibility for
as a subset—

Senator Sherry—That areais more appropriately macro—
Mr Archer—Fiscal.

Senator Sherry—Fiscal—okay. We will forewarn them of your intention to pursue them
on these issues. | am sure they will be very happy—

Senator BUSHBY —As market group, what role do you actually play with analysis that
the fiscal group may make of labour markets? Presumably you have a remit that relates to
labour markets in some way, even if you do not analyse them yoursel f?

Mr Murphy—They would look at the macro with labour markets. We look at specific
sectors. In terms of the infrastructure, competition and consumer policy division, we look at
infrastructure, energy, transport and communications. As well as those, there are whole
departments | ooking at these issues. We are looking at their macroeconomic effects.

Senator BUSHBY—You are looking at the macroeconomic effect of those particular
markets?

Mr Murphy—Yes, of energy markets, transport markets, communications—that is our
brief to do that.

Senator BUSHBY —I suggest that somebody has a look at the annual report in terms of
identification of the particular focus you have this year, which is what was talked about. It
says you are particularly focusing on a number of things, including labour markets.

Mr Murphy—It must be the last edition of the annual report. This is the first time. | have
never been asked about labour markets or water markets before.

Senator BUSHBY —We will move on to a different market. | am pretty confident you look
at these ones: financial services, energy and retail. | note in the red book that Treasury
characterised financial services, energy and retail as oligopolistic. In what ways are these
markets oligopalistic?

Mr Murphy—I supposeit is hot so much whether they are oligopalistic or not, but we are
concerned about the difficulty of getting competition in some of those markets in Australia.
Why? Because you have a small number of major players and a second tier, or fringe players,
also operating. You could have two major players and have strong competition, but what you
are concerned about is to ensure, from the consumer’s point of view, that there is adequate
competition in those markets. Taking financial services, it was a great benefit to Australia that
we had four major financial institutions—a solid platform, a foundation, for our financial
services market. At the same time, as we have seen coming out of the GFC, that raises issues
of competition. It is the same in the retail space. You have Woolworths and Coles. We have
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been very pleased that you have other foreign entry into the market for retail groceriesto try
to get competition there. It is the size of Australia that tends you to oligopolistic markets. It
probably makes you more attentive to how they are operating to make sure there is
appropriate competition. That is the issue. We are flagging that. We are saying, ‘We don’t just
look at these things and say everything is okay.” We have to continually pay attention to those
markets and, also, we would expect the ACCC to keep a watchful eye on developments in
those markets.

Senator BUSHBY—I often get a question or two about those particular markets at
estimates as well. Treasury calls for the situation at these markets to be monitored. How are
they being monitored at the moment? Is the government taking any additional action to
increase the monitoring of the level of competition in these markets?

Mr Murphy—On financial services, John might like to speak. We have increased the
monitoring there.

Mr Lonsdale—In terms of banking, in particular you asked about the measures that have
been taken. As Mr Murphy said, a range of things happened during the GFC that detracted
somewhat from competition. We saw the exit of some key players, particularly foreign players
in the market; securitisation froze over which made it more difficult for smaller players to
come into the market and compete with the larger banks. The government has undertaken a
range of measures to try and enhance competition. There is the RMBS program, the two lots
of $8 hillion of RMBS, and the two tax measures that were announced in the budget, one on
the bringing forward of interest withholding tax and the 50 per cent discount on interest
income. | guess all point towards trying to enhance competition in the banking market.

Senator BUSHBY —We have had an inquiry into banking guarantees, but it may well have
contributed to reduction in competition for some time. We will not get into that today. What |
was particularly asking about was the recommendation in the red book to monitor the
situation. What action in terms of monitoring are you taking at the moment, looking forward
from here? Given that we have an oligopoalistic situation in these markets, what action are you
taking to act upon the recommendation to monitor?

Mr Lonsdale—We regularly monitor the data coming out of the Reserve Bank.
Senator BUSHBY —Isthat any different?

Mr Murphy—That has been enhanced in the last 12 months. The government has
requested more data from the banks.

Senator BUSHBY—On the basis of this advice it appears that it is something worth
looking at more closely. | am interested in what you are doing as a step up from the basis of
this advice.

Mr Lonsdale—The banks have been providing us with more data through APRA that we
have been examining in a number of areas, and we keep that under review.

Senator BUSHBY —You are examining it in this particular context from the perspective of
competition? APRA's remit isn't competition at all, as | understand it.

Mr Lonsdale—APRA have competition in their mandate. | think you will have heard Dr
Laker talk about the statistical function of APRA which goes to collecting a whole range of

ECONOMICS



E 196 Senate Wednesday, 20 October 2010

statistics to assist in policy advising. We utilise those in the same way as we utilise the
statistics coming out of the Reserve Bank.

Senator BUSHBY—I am conscious of the time and there are more questions to come, so |
will move on. Has Treasury provided the government with any advice on whether
Infrastructure Australia will continue to be funded beyond 2010-11?

Mr Archer—The correct answer, as | understand it, is that that is a matter that will be
considered in the course of the government’s ordinary processes for developing the next
Commonwealth budget. Those are processes that are underway but at an early stage. We
would envisage that we would have an opportunity to comment on that issue, but that has not
arisen yet. | should say, it is beyond the advice that we provided for the incoming government
briefing.

Senator BUSHBY —Just going back to the discussion we had about some of these markets
not actually being in your area, |1 found an article in which Mr Archer is mentioned as a
contact. There are a number of dot points in the document talking about such things as
Australia having sufficient water resources to sustain projected economic and population
growth, the commitment to bridge any gap between environmental water recovered under
water for the future and what is required to be returned by the Murray-Darling Basin
Authority would likely present significant fiscal risks.

Mr Archer—That sounds like it might be part of the incoming government brief and | am
defined as the contact officer for a brief on infrastructure issues. That brief does draw on input
from more than one area of the department including outside the markets group. There is
room on that brief for one contact officer and | think that, because a mgjority of the issues
relate to the division | amin, | am the contact officer.

Senator BUSHBY —It is all about water infrastructure though.

Mr Archer—Yes, that is correct. There was a decision taken that that was an appropriate
place within the context of the brief for that issue to be addressed.

Senator BUSHBY —To some extent at |least.
Mr Murphy—It is not intentional.

Senator BUSHBY—No. There is some knowledge of water and it appears it resides with
you, Mr Archer, in the group on water infrastructure.

Mr Archer—Senator, in relation to the preparation of that brief the input was very much
provided by our fiscal group colleagues.

Senator BUSHBY —But then you put it in amongst the markets group.

Mr M urphy—There was no demarcation within the red book as to whatever group. It is
just in as a contact point.

Senator Sherry—Whether it wanted to be or not, the central contact point or conduit
remains in infrastructure.

Senator BUSHBY—That is probably more an aside at this point than anything. Is the
Treasury providing any advice on the Regional Infrastructure Fund?
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Mr Archer—In keeping with our general advisory role on infrastructure issues, again, |
think we will have the opportunity to provide input into the devel opment and i mplementation
of the Regional Infrastructure Fund. My understanding is that the primary policy
responsibility for that does reside with the department of infrastructure.

Senator BUSHBY —Are you aware of whether funding under that program will explicitly
incorporate a public benefits test?

Mr Archer—I think the details around the alocation of grants from that fund and its
implementation are still to be settled.

Senator BUSHBY—Given the comments in the red book calling for the explicit
incorporation of a net public benefit test when considering major infrastructure investments, |
would have thought that you prefer to seeit—

Mr Murphy—Yes, we would—
Mr Archer—Certainly | do not resile from that comment.
Mr Murphy—and | expect that the cabinet would like to seeit aswell.

Senator BUSHBY —One would hope so. Their performance so far does not necessarily
suggest that they alwaysliketo seeit.

Mr M ur phy—No comment.

Senator BUSHBY—No, | was not asking you to comment on that. Turning to
infrastructure and population—and | do not know whether we talk about population with
respect to you—the Treasury red book at page 9 notes that the recent rapid rate of population
growth has exceeded the strategic capabilities of the different tiers of government. | note in
the red book that the Treasury advocates a regular independent report from Treasury or the
Productivity Commission which outlines population projections to better inform planning and
investment of all governments. What would be the benefits of a group like the Productivity
Commission examining the infrastructure requirementsin the context of population growth?

Mr Murphy—It is a matter on the public record that there are issues relating to population.
The Intergenerational report raised issues relating to population. Work was done by the
government prior to the election to set up a consultation process on population. It may be that
there would be some benefit in the Productivity Commission or other bodies that do that type
of work to do some forecasting as to what infrastructure is needed to benefit the rise in
population. That isall | can say on that. Is there anything specific?

Senator BUSHBY —No, it isjust that—
Mr M ur phy—We do think that is sensible forward planning.

Senator BUSHBY —I tend to agree. | think it is common sense. My personal view is that
adding in afew more Australians is probably not a bad thing provided we actually do take the
steps to plan and ensure that we are delivering infrastructure that is capable of taking them.

Mr Murphy—I think that the only other thing to say there is that, as has been pointed out
by Treasury a number of times, we have an ageing population so it may be that the
infrastructure you need is of a different kind from what you have got at the present time, or
that there are different emphases.

ECONOMICS



E 198 Senate Wednesday, 20 October 2010

Senator BUSHBY—The Treasury red book at page 5 notes that Australia's ability to
weather future shocks to world financial markets depends on Australia continuing to enjoy the
confidence of global capital markets. There have been reports in the media and elsewhere that
the proposed introduction of the RSPT and then the MRRT has caused some international
investors to reassess the attractiveness of Australia as an investment.

Mr M ur phy—I doubt that very much.

Senator BUSHBY —Has the market group been tracking offshore investment intentions
regarding Australia?

Mr Murphy—Yes, they are on the public record. We have seen no falling away of interest
ininvestment in Australia, and that comes through the private sector and through our contacts
offshore. There has been no diminution in investment. | think that was a furphy thrown out
there.

Senator BUSHBY —So what sources—

Senator Sherry—If you look at the stats on foreign investment in Australia, what we have
today that has been published by FIRB, and | think that ABS has published some data,
indicates that there has not been any falloff. Certainly when | was AT | did not notice any
diminution of applications for foreign investment, Senator.

Senator BUSHBY—Moving on, | just want to ask a few questions that arise out of last
estimates. | asked then about the progress towards a seamless national economy reform
agenda.

Senator Sherry—I can fill you in on that. Deregulatory responsibility—but it is not the
right estimates, | haveto say, it is Finance—

Senator BUSHBY —Can you please provide an update as to where progress has advanced
in the last three or four months.

Senator Sherry—On the 27-reform COAG agenda?

Senator BUSHBY —Yes.

Senator Sherry—It is Finance, although some of the reform—
Senator BUSHBY —I got very detailed answers last time.

Mr M ur phy—We do alot of the work.

Senator Sherry—Yes, that is right, and | was just about to say that for many of the issues
on the COAG agenda the detailed implementation policy work is done by Treasury and
Markets Group.

Mr Murphy—I do not know which oneto start.

Senator BUSHBY —Just a summary. Of the 27, how many have been delivered now? Has
the CRC delivered any additional reports since last estimates?

Senator Sherry—The Markets Group can give you an assessment of the projects they are
dealing with. | am not sure they are in a position, because it is Finance and Deregulation, to
give an overview of the 27.
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Mr Murphy—I would just say things are on track. You have seen the notable one, where
the Prime Minister has come out and spoken very strongly about occupational health and
safety.

Senator BUSHBY —New South Wales's—

Mr Murphy—That is a key reform and it is very important. The host of others are all
progressing. There is a report back to COAG at the end of the year. The policy of a seamless
national economy—these projects—is well advanced. That is going well, | think.

Senator BUSHBY —In respect of the seamless national economy agenda, how does the
agreement on national laws for workplace safety fit into that?

Mr M ur phy—Occupational health and safety?
Senator BUSHBY —Yes.

Mr Murphy—It is a key reform and it is a reform which business raised with us over a
number of years. It would be very disappointing if New South Wales—

Senator BUSHBY —Agreement was reached on that with all states?
Mr Murphy—Yes.

Senator Sherry—I think there were some issues that WA—

Mr Murphy—That WA held back on.

Senator Sherry—-Buit this department is not responsible for the detailed oversight of the
health and safety reform, if you are interested in detail.

Senator BUSHBY—I am more interested in how it fits into the overall picture and what
impact it might have.

Senator Sherry—In terms of the overal picture—which, frankly, fits in Finance and
Deregulation, | have to say—the 27 action items broadly are going well.

Mr Murphy—Yes.

Senator Sherry—I would be confident that the date, which | think is the end of 2013, will
be met, that the 27 will be delivered. | would observe that, putting aside the recent events of
the last week in respect of New South Wales and health and safety, there has been a generally
very cooperative approach from all states, with that one significant exception.

Senator BUSHBY —Is that particular exception one of the areas where progress had been
reported and was it considered complete, in the sense that agreement had been reached? Last
time there were eight that had been reported as—

Senator Sherry—Agreement was considered to have been reached, that is correct, so
therefore very significant progress had been made.

Senator BUSHBY —It had been, but now there is a grey? Okay.

Mr Murphy—There are incentives there. As has been mentioned, there are payments for
compl etion.

Senator BUSHBY —And getting into all those details probably is the area of Finance.
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Senator Sherry—VYes, the overall coordination is Finance and Dereg. Thereis up to half a
billion that is allocated on a specific formula to all the states and territories. The figure of
$140-odd million for New South Wales comes to mind. There is no doubt, as the Prime
Minister has said, that all or part of that is at risk in terms of the payment that could be made
to the New South Wales government. There is no doubt about that.

Senator BUSHBY—I am sure that that will form part of their consideration when they
work through that. | will move on from there. Mr Lonsdale may be interested in the next set
of questions which are related to banks.

During the period after the North Atlantic financial crisis where we saw the RBA
dramatically cut the cash rate and more recently with its increases, the fact that the banks have
not followed the cash rate all the way down and then have increased faster than the cash rate
has obviously caused a lot of consternation with the public. What tools does the government
have to either require or pressure the banks to follow more closely the cash rate movements
by the RBA when setting their variable interest rates on their loans?

Mr Lonsdale—They are largely commercial decisions for the banks. Having said that,
what the government has been doing is trying to foster the best environment it can for
competition to make sure the most competitive rates are being delivered to consumers and, as
wdll asthat, looking at the funding tools that are available to banks when they access markets.
So securitisation is a key funding source that banks use, particularly the second-tier banks,
and, as | mentioned before, the AOFM program and the $16 hillion tranches are a key part of
kick-starting that market in coming back. | guess we have seen other competitive pressures
that I mentioned and other competitive measures that the government has introduced as well.

Senator BUSHBY—Increasing the competition is a great way of dealing with it. What
about sticks as opposed to carrots? Does the government have any ability to strongly
encourage the banks to do what it needs them to?

Mr Lonsdale—There are a range of consumer measures in place that will mean that if
there are unfair fees, for example, or unfair parts of a contract, consumers can take action
through the courts, if they are not happy with that.

Senator BUSHBY —I want to ask a question about some of the contracts and legal opinion
that you may or may not be aware of. But | will get to that in a minute. Please continue.

Mr Lonsdale—If you get into limits on rates or those sorts of sticks, they are not policies
that apply here, as| am sure you know.

Mr Murphy—I think what we are seeing is competition between the majors coming back.
One of the institutions has undercut the others and sought to have lower rates on variable
mortgages. The government is seeking to facilitate competition by the switching package.
That till could be improved a bit, but we are trying to get people to actually take decisions
which make banks be more responsive to what the market demands.

Senator BUSHBY —I could not agree more that that is a necessary thing to be doing, and
it is a good thing for the financial services market if competition is encouraged and
engendered.
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Mr Murphy—But, as well as that, the Treasurer has made a number of very strong
statements about the banks justifying their actions, and the banks do not welcome that. | think
that is some form of discipline on the banks and their actions.

Senator BUSHBY—They do not seem to pay much attention, though. They may not
wel come it, but they—

Mr Murphy—I think they have paid a bit of attention. At the moment they are
constrained. As you would have seen with recent public statements, | think they are testing the
water on how the public would react to above rate rises. The difficulty in the wholething isa
dispute as to thereal facts of the situation.

Senator BUSHBY —In terms of the costs of their funds and things like that.

Mr Murphy—Yes. The Reserve Bank and Treasury do not believe the view put by the
banks that they still need to put up mortgage rates higher than the movement in the cash rate,
to recover funds—to recover the past losses.

Senator BUSHBY—Presumably, Treasury is aware of the power, in section 50 of the
Banking Act 1959, to control interest rates by way of conferral upon the RBA—a power to
promul gate regulations with the Treasurer’s approval ?

Mr Lonsdale—Yes, Senator.

Senator BUSHBY—I was asking what sticks might have been available, and that is not
something that came to the front of your mind when | was asking.

Mr Murphy—No.

Senator BUSHBY—Has Treasury, in the last few years, provided any advice to the
Treasurer regarding this power?

Mr Murphy—No.

Senator BUSHBY—You are very firm on that. Have any draft regulations under this
clause been compiled in the last two years?

Mr Murphy—Not in my time.

Senator BUSHBY—In what circumstances does Treasury consider the use of such a
power would be justified?

Mr M urphy—Emergencies.
Mr Lonsdale—That is alargdy hypothetical question, Senator.

Senator BUSHBY —It is. But, quite clearly, when parliament inserted that section into the
act, itinserted it for areason.

Mr Mur phy—Circumstances may arise, but if you are running an open market economy |
cannot see the circumstances where you would really need to do that.

Mr L onsdale—The general approach of governments for along time has been to create a
competitive market.

Senator BUSHBY —Which, as| said, | agree a hundred per cent with.
Mr Murphy—To find its equilibrium.
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Senator BUSHBY—But, ultimately, when the Treasurer goes out and makes statements
about how thisis all very naughty and he is not very happy, he needs to have some ability to
pressure the banks to think a little more closely about what that might mean—the fact that
they have caused the Treasurer some displeasure. Having something like this in his back
pocket might be quite useful in order to lean on them alittle bit harder.

Mr Lonsdale—I think what Mr Murphy was outlining before was that the Treasurer has
been trying to push for more accountability amongst the banks, to make it very clear that they
are accountable for their actions, but at the same time have a range of measures that empower
consumers, to better enable them to make choices.

Senator BUSHBY —I am a big supporter of that.

Mr Murphy—That does affect the businesses. If they see that they are losing business they
are quick to respond.

Senator BUSHBY —You touched on the fact that one rationale used by the banks is that
the cost of their funds has increased and that they need to maintain their profits and their
margins. When you see their annual reports, you see that they have been doing quite well.
Even through the North Atlantic financial crisis they managed to sustain those quite well.
Does Treasury concede that it is the right of the banks to maintain their profits and their
margins at the expense of other businesses and individuals—Australians generally—or is it
happy to allow the banks to wear the consequences of implementing monetary policy, rather
than the RBA? In some circumstances, when the RBA is considering increasing the cash rate,
if the banks have been independently increasing their rates at a faster level it may well negate
the need for some adjustment in the cash rate. Is it about allowing the banks to do a little bit
of monetary policy? Are you quite happy to sit back and allow them to get away with it rather
than wearing the consequences of an RBA decision which may reflect on government?

Mr Murphy—That is quite a complex sort of question. The banks have recently been
saying that their mortgage rates are not keyed off the cash rate; they are keyed off the cost of
their funds. That is what the banks are saying at the present time.

Senator BUSHBY—That is what they are saying, but you indicated earlier that Treasury
and the RBA do not necessarily agree with that.

Mr Murphy—No, what | said was that the RBA and Treasury do not agree that the banks
cost of funds has reached a stage whereby they need to increase their margins to, in effect, pay
for moneys that they have paid out previously on more expensive funding. | am not
explaining that very well. They are arguing that their funding rates have gone up and that now
they have to reconstitute that funding and recover their funding costs. We question that.

Mr Lonsdale—So they are separate issues, in a sense. On the one hand, the question is: are
funding costs going up for the banks? | think we are seeing more repricing of risk. If you talk
to any of the banks, they will say it is more expensive to raise money. So that is one issue.

Senator BUSHBY —Which is where the difference of opinion between Treasury and the
RBA and the banksis. Is that right?

Mr Murphy—Yes.
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Mr Lonsdale—I think the issue Mr Murphy is getting to is: is that by itself sufficient
justification for the banks to be increasing rates out of step with the RBA?

Mr Murphy—Yes, or should they be absorbing that? If there are increased costs, should
they be absorbing them at this time? Everyone el se had to face the global financial crisis.

Senator BUSHBY —Exactly. | think | indicated that in an earlier question: should they
have aright to maintain their profit margin by passing on higher costs?

Mr Murphy—They are operating in the community and they are largely operating with the
goodwill of the Australian public. They have to take note of that. That is what the Treasurer is
trying to stress. They are accountable to the public; they are not just accountable to
themsel ves or their sharehol ders.

Senator BUSHBY—As | said before, they do not seem to be listening that much. You said
earlier that one of the major banks had undercut the others in fees. Has that bank appreciably
increased its market share as aresult?

Mr Murphy—Yes.

Senator BUSHBY —On what basis do you say that?

Mr M urphy—Based on data.

Senator BUSHBY —What data?

Mr M ur phy—Based on information that has been provided to us.
Senator BUSHBY —Isit publicly available data?

Mr Murphy—I think it is, yes.

Senator BUSHBY —Do you have it, or areference, available today?
Mr Murphy—No, but | could—

Senator BUSHBY —Could you take that on notice?

Mr Murphy—If it is public information, | could get it for you.

Senator BUSHBY—Would you please find that for me and make it available to the
committee? We would appreciate it.

Mr Murphy—Yes.

Mr Lonsdale—We can come back.

Senator BUSHBY —As we discussed, the threat to the banks’ profits appears to come from
higher costs of accessing the funds which they then loan ouit.

Mr Murphy—Yes.

Senator BUSHBY—But variations in variable interest rates impact not just on that
percentage of a bank’s loan portfolio than is written in the period immediately following a
rate rise or that is written using the funds that they have had to access at a higher cost. It also
impacts on that much more significant percentage of their loan portfolio that has already been

written using funds that were previously borrowed by the bank, presumably—or certainly in
many cases—funds which they had accessed in an easier and cheaper fashion. Is it right that
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banks should value, at today’s cost of money, moneys that have been previously on-lent to
customers that had been previously sourced at a much lower cost?

Mr M urphy—Maybe that goes to the nub of the issue. John Lonsdale has mentioned that
prior to the GFC, to put it colloquially, money was cheap and the banks were borrowing and
they expanded their businesses. Come through the GFC and money is more expensive
because risk is priced in much better. So we arein a better world and we are in aworld where,
more likely than not, the cost of funds is back to its right leve, but it will probably be more
expensive than it was during that period of time leading into the GFC when money was
probably cheaper than it should have been.

Senator BUSHBY—But the money they accessed when it was cheaper than it should have
been—

Mr Murphy—I think what you are asking is: who should get the benefit of that?
Senator BUSHBY —The banks are getting it at the moment.

Mr Murphy—Well, that is why you need to really scrutinise this. | think what we are
doing at the moment is working with the banks to try to sort out what their true funding costs
are, and the banks are very open about this. They are working with Treasury, the RBA and
APRA on these issues.

Senator BUSHBY—As part of that, are you looking not just at the true funding costs of
accessing money now so that they can on-lend it, but also at how the cost of moneys that they
have already lent out impacts on their overall cost of funds?

Mr M ur phy—To some extent, yes.
Mr Lonsdale—Theissues are linked.

Senator BUSHBY —Obviously the end result is that they have a total cost, and they may
well be saying the cost that should flow through to interest rates should just reflect that higher
cost of the new funds that they are accessing now. | do not know.

Mr Lonsdale—It is quite a complex question. | think some of those funds that might have
been accessed at, as you put it, cheaper interest rates, may well have come from overseas.
There are exchange rate variations, | think, in some of those contracts, so the true cost of
funds could get quite complex to pinpoint.

Senator BUSHBY —I have one final question on an issue | hinted | would ask something
about. | do not know what you can really say about this, but | suspect that you have probably
been given, or Treasury has probably been sent, a copy of a senior counsel advice which
contains alegal argument that it is not possible for a bank to reserve to itself the right to vary
the interest rate on aloan so as to set whatever interest rate the bank chooses. Under the legal
advice, abank is actually constrained in certain ways, based on the history of jurisprudence in
Australia and the UK primarily, and, further, that an attempt by a bank to reserve to itself an
entitlement to vary an interest rate by whatever amount it pleases would be contractually void.
Are you aware of that legal argument and have you given any consideration to the impacts it
might have?

Mr Murphy—I am not aware of that argument.
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Mr Lonsdale—I am not aware of it.

Mr Murphy—And | would doubt it.

Senator BUSHBY —I have actually read the senior counsel opinion and it is—

Mr M ur phy—Which senior counsel ?

Senator BUSHBY —I do not haveit with me.

Senator Sherry—Senator Brandis?

Senator BUSHBY —No, it is not Senator Brandis—it is somebody quite unrelated.
Senator CAM ERON—-Brandis to Brandis.

Senator BUSHBY —Quite unrelated to the Liberal Party.

Mr M urphy—If you are relying on UK and—

Senator BUSHBY—No, Australian cases. There were cases | think starting from the early
1980s. The argument at that time was that the variation clause was void for uncertainty. It
failed; that case was not successful. But some of the findings of the judge in respect of that
clause have application to what | am talking about today, and it is built on there. A number of
other cases, put together, give the picture that if you had the right argument there is arisk that
that clauseinitself would be limited. | think there is potentially a class action that may be—

Mr Murphy—I am not aware of it. If you wish to provideit to Treasury we would be quite
interested.

CHAIR—They can put up their interest rates. If they do that—

Senator BUSHBY—They cannot vary them, but it says that they do not have an absolute
right to vary them—

Senator Sherry—Mr Murphy has indicated that Treasury would be quite interested, if you
would provideit to us. It could be a useful part of our armoury.

Senator BUSHBY —I believe that part of it has been provided to the ACCC andto ASIC. |
was not sure whether it had been provided to you.

Mr Murphy—It has goneto ASIC, hasit?
Senator BUSHBY —It has, yes.

Mr Murphy—That is good. We are in government. That is where it should be. People
should look at these things.

Senator WILLIAMS—Mr Lonsdale, in relation to the foreign borrowings of the banks,
are they exposed to exchange rate movements all the time? They do not have any swap
agreements?

Mr Lonsdale—They are most likely to have swap agreements, as | understand it.

Senator WILLIAM S—So, in other words, fluctuations of the exchange rate will not vary
the principal when they repay it. Is that what you are saying?

Mr Lonsdale—l am not an expert in this matter but, as | understand it, exchange rate
fluctuations during the course of a loan can affect payments that are made between the
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counterparties. That is the extent of my knowledge. So that iswhy | say it is not as simple as
just looking at the interest rate and comparing it from one period to ancther. There is also the
exchange rate variation.

Senator WILLIAMS—I had a currency loan in Swiss francs, so | am very familiar with
how it works and how expensive it can be. Back in December | changed my home loan to
Westpac, and with a 0.25 per cent rise in official interest rates in December they raised my
loan by 0.44 per cent. They did indicate to me that they probably will not have to do that
again. But with the rising Australian dollar, even against our third currencies—not only the
US dollar but the third currencies, as they call them—they should have had windfalls when it
comes to paying interest. So | think that deletes to some extent their argument about the cost
of funds being more expensive. If the cost of fundsis rising for Australian banks, how are the
overseas banks going? Official ratesin Japan are at 0.1 of one per cent and they are very, very
low in America. Surely those banks would be getting their funds cheaply enough to make a
profit, wouldn't they?

Mr Lonsdale—My point on the exchange rate was just a very simple one: it is a
complicated assessment of the true cost of funds. You are right in what you say. If the
exchange rate moves one way it can be a windfall; if it moves the other way it can be the
reverse. | was not seeking to undermine Senator Bushby's point; | was seeking to make it
clear that it is a complex issue. In terms of how other countries’ banks fund their systems,
their makeup is probably a bit different to ours. We are heavily reliant on offshore funds.
Other banks may not have that and they may actually be sourcing a lot of their funds from the
one currency. Again, it isacomplex issue.

Senator BUSHBY —That was not a currency question, though, wasiit?
Senator WILLIAM S—No.

Senator BUSHBY —If the cash rate in those countries is at or near zero, which in some
cases it is, and they have high costs in accessing funds to borrow, presumably they cannot
then get away with lending it out at eight or nine per cent. They need to be somewhere closer
in scale to what the cash rate isin that country. | think the thrust of the senator’s question was:
how do they go about accessing funds in a way that makes it viable for them to on-loan at an
interest rate that is actually consistent with the cash rate in the country?

Mr Murphy—A lot of them in those countries are not borrowing. They are relying on
deposits.

Senator Sherry—As | understand it, a country like Japan has very significant domestic
savings and pays on that savings through their banks and post office accounts—although |
think they would have privatised that—and has very low levels of depositer interest. It is very
different.

Senator BUSHBY —Basically very different characteristics of those—
Senator Sherry—They have different characteristics in their market.

Mr Murphy—Our key feature is our need to access offshore markets to fund our system.
That isakey feature of Australia.
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Senator BUSHBY—Overall it is consistent with Treasury and RBA's view that the
argument of the banks about their high cost of borrowing is maybe not as strong an argument
asthe bank thinksit is.

Senator Sherry—Mr Murphy hasindicated that.

Mr Murphy—But it is a complex matter—I will give you that—and we are till to be
convinced of the bank’s argument.

Senator WILLIAMS—Mr Murphy and Senator Sherry, perhaps banning exit fees on
variable loans would free up more competitionin Australia.
Mr Murphy—It may.

Senator WILLIAM S—If | leave my bank now, | haveto pay a $1,000 exit fee and | think
that is very unfair. To get true competition, when we see the banks cribbing more than what
the Reserve Bank moves interest rates on, Treasurer Swan has said ‘ Vote with your feet’, but
that can be difficult.

Mr Murphy—Itis.
Senator WILLIAMS—How do we fix that problem if you have to pay that exit fee to go
down the road?

Senator Sherry—Certainly in some circumstances with some financial products, exit fees
are thereto be a barrier to exit.

Senator WILLIAM S—Exactly. You can understand on a fixed rate—you have a contract
and you might be fixed for three years—you would have to pay an exit fee. But on a variable
rate, where you are just flowing with the market, it should be made easier, so we can have
proper competition, so we can walk out of oneinstitution and into the next.

Mr Murphy—There was a bill that went through parliament recently which had a facility
to do that. My understanding is that in consultation with the opposition it was rejected—nby
the opposition.

CHAIR—We might investigate that.

Senator WILLIAM S—We might have to investigate that, Chair. Exactly.

Senator Sherry—You had better get on to those Liberal Party colleagues of yours.
Senator WILLIAM S—I am with you, Senator.

Mr M urphy—You have a point, Senator.

Senator WILLIAM S—I make this analogy, Mr Murphy: if you take your car to a garage
and you are not happy with the job they did servicing or repairing your car, you do not have to
pay them $500 to go down the road to the next garage. The country runs on competition; that
iswhat keeps prices down. If we have anything that inhibits competition, we are encouraging
higher prices. Banking is no different.

CHAIR—I thank the Markets Group for coming in this evening.
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[10.35 pm]
Australian Bureau of Statistics

CHAIR—I welcome the Australian Bureau of Statistics. Mr Pink, do you have an opening
statement?

Mr Pink—I think it is appropriate to recognise World Statistics Day today. Thisis the first
time globally that the world community has recognised, through World Statistics Day, a UN
initiative, the contribution that official statisticians throughout the world make to a better
informed global society and the contributions they make in their own countries in informing
and improving both public and private sector decisions. It has been a fairly low-key day here
in Australia. But from watching some of the email traffic that has come through to me from
our colleagues, particularly in Asia, | can see it has been taken very seriously by alot of the
developing countries in Asia. | think that is a great thing because the statistical communities
in some of those countries have struggled to get recognition of the important role that
statistics can play in their development. We have seen many of the countries in the Asia-
Pacific region struggle to meet the expectations of being able to ddiver statistical information
and measures against the UN's MDGs. Australia has been giving a large amount of support to
many of the countries in the region. And so, on his first World Statistics Day, it really is very
pleasing to see the extent to which governments in the region are taking the statistical
contribution so seriously with the sorts of events that they are running in a lot of places. For
instance, China are running a very big event at their world Expo today with people from
around the world. | was invited but | realised that | had Senate estimates and it was more
important to be here.

Senator CAM ERON—Flattery will get you everywhere!

CHAIR—We on this committee are frequently asking for more information about
particular issues, and all too often that information is useless without proper statistic analysis
of it. So we on this committee do appreciate the contribution of statisticians. Thank you.

Senator PRATT—Your intro is a good lead-in to the questions | have in relation to the
significance of getting our demographics are right. | understand that the ABS has been doing
some work on problems in the midwest region of Western Australia with official Aboriginal
population counts being inadequate. As | understand it, in some communities there are more
Aboriginal children enrolled in school than there are Aboriginal peoplein the census and there
are arange of problems there. Currently in the midwest the ABS is not using the same model
for counting Indigenous people that it might use in the Kimberley or the Pilbara. Where are
we at with that particular problem?

Mr Pink—I will answer at a general level and then pass to Mr Farrdll to perhaps add some
more detailed comments. It is certainly true that in the 2006 census, not only in Western
Australia but in a number of areas around Australia, getting accurate counts of the I ndigenous
population was a challenge. It is one that we recognised. The postenumeration survey we ran
after the census clearly demonstrated significant undercounts in some areas. | think perhaps
the worst was the Kimberley region of Western Australia, but in a number of other areas as
well. We are putting a lot of effort in this time in the lead-up to the census next year to try to
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redress some of the challenges that we found in 2006. In terms of the midwest in Western
Australia, are we talking about the Pilbara region?

Senator PRAT T—Geradton and surrounds.

Mr Pink—I will pass to Mr Farrell, but | do not think we would be using different
methodol ogies.

Senator PRATT—S0 it is the same methodology as the Kimberley and the north-west? |
was told that they were using different methodol ogies because it had not been recognised as a
high Aboriginal population area and therefore the ABS was using a different methodol ogy.

Mr Farrell—I think the important thing here is that the measure of underenumeration is
measured at the state level, not at the small arealevel. It is not really possible for us to adjust
the data differently in different parts of the state.

Senator PRATT—Can you explain that? | would have assumed that in the Kimberley, for
example, you have to find different ways of counting I ndigenous people compared to how you
would do it for people who live at afixed address during the census.

Mr Lowe—Maybe | can shed some light on that. We certainly have different enumeration
strategies for different populations groups and we have a particular strategy for Indigenous
people in remote, discrete communities. In 2006, for a lot of Indigenous people living in the
urban areas that you have mentioned, we relied on our mainstream enumeration procedures to
pick them up. For 2011 we are actually changing that so that in urban areas where there are
large numbers of Indigenous people we are putting in special strategies. We are adapting our
mainstream strategies so that we can get a better outcome for those areas.

Senator PRATT—Is that going to address things like suspicion about why the census is
collected and clearly inappropriate data collection methods?

Mr Lowe—This time around, one of our focuses has been on doing a lot of early
engagement with Indigenous groups in places like those you have mentioned. We have been
trying to sell to them the value proposition of the census—getting them involved and getting
their buy-in. That has been very successful so far and | believe we will get better outcomesin
2011.

Senator PRATT—So that people understand that being on the census means that they can
get better representation for government services that suit their need. What about particular
strategies to help Indigenous people with what are quite complex forms so that people do not
haveto fill out their own forms?

Mr Lowe—Our strategy in remote communities has been to do an interviewer based
collection. So we have people from the community who we train up that go around and
actually interview people rather than use the self-enumerated questionnaire that most
Australians do. For urban areas this time we will have people who will offer assistance and
offer interviews in those areas where there is a high concentration of 1ndigenous people.

Senator PRATT—I look forward to the results. Thank you.

Mr Pink—I think another point that | might add there is that in that engagement with the
Aboriginal communities we are trying to ensure that they recognise that the information is for
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them as much as it is about them. We are trying to encourage them to make good use of the
information that they provide and to use it in the communities, as you said, to help them
mount their cases for the sorts of services they feel they want and to do it with the data as an
important part of their contribution in the census.

Senator PRATT—Good. That is terrific to know. | have already had conversations with
groups to that end, so that is terrific.

Senator XENOPHON—I am sorry | was at another estimates hearing but | hope my
colleagues wished you Happy World Statistics Day.

Mr Pink—Yes, they did; thank you.

Senator XENOPHON—Earlier this evening questions were asked in relation to the
Foreign Investment Review Board and how the level of foreign investment, particularly in
relation to agricultural land. is monitored or at least statistics compiled in respect of it and
also in the purchase with respect to water rights, which is a highly contentious issue,
particularly in the Murray-Darling Basin. It was suggested that the ABS has a fair bit of
information in relation to it. Could you indicate—you may wish to take some of this on
notice—to what extent can we get a fairly accurate snapshot of the level of foreign ownership
of agricultural land and water rights in this country? | note, by comparison, there is a $231
million threshold before the FIRB can be involved in an approval process unlessthey are state
owned enterprises. New Zealand has recently passed changes to the legislation where
agricultural land of five hectares or more has to be subject to a process.

Mr Hockman—We do not specifically collect any data on that. We collect with a big focus
on country data—by that | mean the country of the source of the funds et cetera. As it crosses
the border we do not get data on transactions in secondary markets. | think | would have to
take the detail of that, if we can actually elaborate on down to that asset class of land and
agricultural land in particular, then we would have to take that on notice and investigate that
for you.

Senator XENOPHON—So Mr Hockman if we wanted to get—and it is something | have
discussed privately with Senator Williams—an idea of how many hectares of horticultural
land, for instance, are controlled by overseas companies and how many megalitres of water
rights are owned by overseas entities, that is something that would be readily available
through the ABS.

Mr Hockman—I do not think it would be readily available through the ABS. There is
some work being done by my colleagues in the land and environment area on some
experimental data—a series on land accounts. As far as | know, they have only had a look at
that for one region of Australialooking at land use rather than land ownership.

Senator XENOPHON—We really have no idea, if we wanted to get a snapshot, of who
owns what in terms of foreign ownership of land.

Mr Hockman—Not the ownership of land. The next place we might look for that sort of
dataisin Valuer-Genera's data, which we are using for our data on affordability of housing et
cetera and we are tracking transactions. That might be a source of that sort of data, but you
have to be able to tie the transaction to the use.
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Senator XENOPHON—If thereis atrust behind the ownership, it may be quite difficult to
find out where the ownership ultimately lies.

Mr Hockman—In fact that is where we run into difficulty on all of these asset classes.
When callecting by industry, we find that we have data on the principal industry in which a
company might operate, and so if you have investment trusts—that is a good example—they
are probably in the finance sector even if they are very active in purchasing agricultural land.

Senator XENOPHON—So to quote Donald Rumsfeld: it's a known unknown.
Mr Hockman—It is probably in the known unknown category.

Senator XENOPHON—From the government’s point of view, Minister, are there any
plans to at least have better data on this to make policy decisions. | think FIRB took the view
that if we were aware of a sudden concentration or an influx of ownership, even though it
would not breach the $231 million threshold per transaction | think, they would then give
advice to government. Given what the ABS has said, quite reasonably they just do not know
what—

Senator Sherry—They did indicate, Senator. A report of the select committee made a
number of recommendations on this, and it goes to rural, agricultural land and water and
anything that the government would consider would be in the context of its response to those
recommendations of that report. | do not know what stage that is at at the present time or
when that response will be given. As | have indicated, | took it on notice earlier. | can only
take it on notice and find out when that responseis going to be provided.

Senator XENOPHON—I was hopeful that, given what FIRB told us about the ABS
collecting al this data—maybe | misunderstood it—

Senator Sherry—I think it was me who raised the fact that ABS has some foreign
ownership data.

Senator XENOPHON—I think FIRB said that the ABS has arole in collecting this data. |
may be corrected by my colleagues, but | think that is the case.

Senator Sherry—I think | said it too. | invited a question to the ABS on this matter. But
we will consider thisissue in the context of the response to the committee.

Senator XENOPHON—Are you concerned about what appears to be a lack of adequate
information?

Senator Sherry—I do not have responsibility for foreign investment and data collection. |
used to when | was AT, but | am not AT; | am the representational minister, and | can only take
it on notice and take it up. | assume the same del egations have been provided to the new AT,
Mr Shorten.

Senator XENOPHON—Thank you.

Senator BUSHBY—What information does the ABS collect? | think | have asked
questions along these lines before. These are dlightly different. What information do you
collect on the beneficial ownership of Commonwealth and state government securities?

Mr Hockman—Once again, we measure essentially at the initial transactions. The
difficulty is in then tracking who the beneficial ownersin the secondary markets are. What we
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track is institutional sector, but in that circumstance the institutional sector is just defined as
‘therest of theworld' if, for example, you look at the foreign ownership of those things.

Senator BUSHBY—That is where | was going. Discussions with the AOFM at the last
estimates indicated that they believed you had access to information that would probably
alow you to identify the country of residence of most beneficial owners but that it was not
information that you publicly released. Isthat correct?

Mr Hockman—I do not think we have enough information to be able to do that across the
entire issue. At the moment, we do not even do that down to the country, let alone the
individual institutions within those countries.

Senator BUSHBY —Do you have the legislative power to do that?
Mr Hockman—I would have to take advice on that.

Senator BUSHBY —The AOFM do not, and | think they end up with about 60 per cent of
the securities that they issue.

Mr Hockman—We certainly would not have the power when the beneficial ownership of
those things are, effectively, being traded in markets outside of this country.

Senator BUSHBY —No—but what about the initial—

Mr Hockman—In the initial thing we certainly have reported to us whether the owner is
domestic or foreign. We track those transactions and release the net flows that are going on
each quarter in our financial accounts.

Senator BUSHBY—At what stage of the transaction would you actually collect that
information?

Mr Hockman—We collect that as it is reported to us by the financial ingtitutions as the
initial transactions and initial transfers of ownership are occurring.

Senator BUSHBY—Do you take a sample or do you obtain that information from every
purchaser of securities?

Mr Hockman—We take that from every known participant in those markets. They report
to us either directly or through administrative means.

Senator BUSHBY —I not that you have just said that you are probably not able to identify
the beneficial owner of every purchase of Australian securities but you do have knowledge of
the beneficial owners in some countries. | note that to some extent you do publish details of
country of ownership, but it is not to that full extent that, | understand, you hold information
for. Isthat correct?

Mr Hockman—That is quite likely, because of confidentiality restrictions as well.
Senator BUSHBY —Who decides which countries to publish and which not to?
Mr Hockman—I suppose at the end of the day it is probably the statistician’s decision.

Senator BUSHBY—Is it discretion guided by legislation or regulation? What criteria are
used in making that decision?
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Mr Pink—It would be based on the secrecy provisions of the stats act, which says that you
cannot release any data that is likdly to enable the identification of an individual business.

Senator BUSHBY—So in that respect potentially one of the reasons you might choose not
to identify what percentage of securities are held by particular countries is because that could
actually identify the holder of those securities?

Mr Pink—Yes.

Senator BUSHBY—I amlooking at ABS document No. 6220.0, Persons not in the labour
force, Australia, September 2009. | understand from that source that the number of persons
not in the labour force at that time was about 5.68 million people. Of those about four million
were classed as not wanting to work. What are the characteristics of the people who did not
want to work? What do you look at to classify them under that heading?

Mr Farrell—The way that is determined is through a sequence of questions in the labour
forceinterview that seek to identify whether a person has worked for one hour or more during
the week prior to the survey. If the person indicates that they were not employed for one hour
or more and that they were not seeking work then they would be treated as not being in the
labour force.

Senator BUSHBY —At that time there were 5.68 million people not in the labour force. |
havein front of me the flowchart you havein there that is quite useful.

Mr Farrell—Could you refer meto the part of the publication?

Senator BUSHBY—It is document 6220.0 Persons not in the labour force, Australia,
September 2009.

Senator Sherry—Isthis adults?

Mr Farrell—I have the publication here.

Senator BUSHBY —Of the 5.68 million people who are not in the labour force, you have a
little box that shows that four million are classed as not wanting to work. | want to know what
characteristics those people would have had that would have led you to identify them as not
wanting to work.

Mr Farrell—They would have indicated that they had not been working for one hour or
more in the week prior to the survey and that they were not actively looking for work.

Senator BUSHBY —Because underneath that you have then got those who wanted to
work.

Mr Farrell—Some people wanted to work but did not actively look for work.

Senator BUSHBY—That is right. Then there are those who are not actively looking for

work underneath that aswell. You used that as one of the criteria to determine the four million
who did not want to work.

Mr Farrell—That is right. So of those people who were not working and who were not
looking for work some people would have liked to have worked but did not actively look—

Senator BUSHBY —So there is another criteria that you use to determine that they did not
want to work at all?
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Mr Farrell—The supplementary survey looks more deeply into the reasons and you are
looking at there the results of that survey. There are a number of criteria, but | cannot tell you
what they are off the top of my head.

Senator BUSHBY —If you could take that on notice, it would be appreciated.
Mr Farrell—I will takeit on notice.

Senator BUSHBY —Is the unemployment rate methodologically consistent over long
periods of time—that is, decades? Is it fair to compare directly the unemployment rate in the
1930s, when we had very high recorded rates, with rates published today, which are obviously
much lower? If not, what has changed and when? | presume it comes down to different
treatment of students and recipients of government pensions and things like that. Given the
time, could you take that question on notice?

Mr Farrell—We will certainly take that on natice.

Senator BUSHBY—I would like to know what has changed over that period of time and
to what degree you can actually compare current rates with past rates. What is the margin of
error around Australia's quarterly GDP growth rates?

Mr Hockman—The average revision over time is about a quarter of a percentage point,
which is the same level of accuracy that government budget forecasts are generally prepared
at aswell.

Senator BUSHBY —I understand you are completing the 16th review of the CPI. Is that
still on track for completion this year?

Mr Pink—Yes, itis; it will be completed in December.

Senator BUSHBY —The price of houses has a large impact on the cost of living of many
Australians but house prices are not included in the CPl while rents are included. Is that
something you are looking at as part of your review?

Mr Cullen—Yes, we are looking at the impact of housing prices on the CPI. We currently
have in the CPI the cost of the dwelling but not the land. We are looking at whether we should
have both the land and the dwelling. That will be part of our final outcomes.

Senator BUSHBY —That isit for me.

CHAIR—Any other questions will have to be placed on notice. Thank you once again for
coming along on this auspicious day. We will see you next time round.

Committee adjourned at 11.01 pm
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