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Question: 19
Output: 3 Outcome: Industry Development and Adjustment
Topic: Plantation development
Hansard Page/Written Question on Notice: Page 35
Senator Murphy asked:

“ On what basis did we use $3000 as a cost of putting a hectare of blue gums in the ground? What is the basis for that?

Your submission was that if we put the blue gums in the ground at $3,000 per hectare and we used various other factors – least costs and also the discount rate over the life of 10 or 11 years, I think – there would somehow be a 7.3 or seven per cent return to the Commonwealth in net terms. I am curious as to where the $3,000 figure came from and what it represents.

Answer:

The figures presented in the AFFA submission are indicative costs from 2000 of what investors may have paid to enter into an afforestation investment project for producing pulpwood.  This figure of $3,000 is an hypothetical sum to cover the land preparation and plantation establishment costs in the first year of the project.  For pulpwood plantations, there are limited costs after the first year apart from the annual lease payments, identified as $250 per hectare per year in the example provided.

It is difficult to compare plantation investment costs, as all companies have individual cost structures.  In some cases, the investor makes only an up-front investment with some of the final returns paid to the plantation management company for marketing the timber.  Other companies use a combination of up-front investment and annual lease payments to cover the plantation establishment and management costs.

Londsdale Securities Limited prepared a report that compares the cost and return forecasts for 8 afforestation projects.  A copy of the report is publicly available.  It should be noted that Londsdale Securities Limited have used a future timber royalty of $35 per cubic metre and included the future costs of marketing and managing the harvesting operation in their cost calculations.

The AFFA indicative example of $3,000 as the initial investment fee, annual fees of $250 per hectare, timber royalties of $32 per cubic metre and a tax rate of 48.5 per cent led to a 7 per cent rate of return for the tax system.  In the Londsdale Securities Limited report, the internal rate of return for investors was estimated as being between 4.6 and 11 per cent per annum (using the ‘Performance based on common assumptions’ table).  If the average tax rate applied by investors to the project fees and the future returns is constant (for example, 48.5 per cent), the taxation returns to the Commonwealth across the life of the projects should be equivalent to the internal rates of return on the afforestation projects.  These values are in accordance with the information provided in the AFFA submission to the Senate Inquiry.

