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IRON ORE AGREEMENTS LEGISLATION (AMENDMENT, TERMINATION AND REPEALS) BILL 2011 
IRON ORE AGREEMENTS LEGISLATION AMENDMENT BILL 2011 

Declaration as Urgent 

MR C.J. BARNETT (Cottesloe — Minister for State Development) [4.53 pm]: I move — 

That, in accordance with standing order 168(2), the Iron Ore Agreements Legislation (Amendment, 
Termination and Repeals) Bill 2011 and the Iron Ore Agreements Legislation Amendment Bill 2011 be 
considered urgent bills. 

The reason for the urgency is several-fold. First, it is obviously late in the year and the government is very keen 
to get this legislation through, as are the two companies involved, BHP Billiton and Rio Tinto. The second 
reason is that these bills are about money coming into the state—an estimated, approximately, $2 billion over the 
forward estimates. It is a decision of this government, in agreement with the companies, to progressively 
increase, over two steps, the fines iron ore rate from 5.625 per cent to 7.5 per cent. That has been agreed with the 
companies as reflected in this bill, and it was also announced as part of the 2011–12 budget. A third reason is 
that, from the companies’ point of view, there are, if you like, some trade-offs in this, and this will allow some 
consolidation of leases, some simplification of approvals processes, some grants of easements and the like that 
will clear the way for both BHP Billiton and Rio Tinto to go to their boards and presumably commit to major 
iron ore expansions. Each company is looking at something like $15 billion in investment, and these bills will 
clear the way for them to do so. I guess another point is that, from the point of view of both the company and the 
government, this legislation simplifies the administration of the agreements of the mining lease areas and the 
whole process of project approval. It also gets rid of some redundant legislation, so it is a cleaning-up exercise. 
On the grounds of timing, money coming into the state, clearing the way for future investment and the 
simplification, or clearing-up, of what are in some cases quite old agreements acts—for all those reasons—the 
government hopes the house will agree to consider these as urgent bills. 

MR M. McGOWAN (Rockingham) [4.55 pm]: I think the Premier provided a reasonable explanation for why 
these bills should be considered urgent. It is an unusual mechanism and I think it should be used only in 
relatively unusual circumstances, and I think these circumstances fit that bill. We do not object to the bills being 
considered as urgent. We like to be a constructive opposition and I think we are showing that we can be very 
constructive and act in the interests of the state at all times. 

Question put and passed. 

Cognate Debate 

MR C.J. BARNETT (Cottesloe — Minister for State Development) [4.56 pm]: In accordance with standing 
order 169, I seek leave for the Iron Ore Agreements Legislation (Amendment, Termination and Repeals) Bill 
2011 and the Iron Ore Agreements Legislation Amendment Bill 2011 to be considered cognately, and for the 
Iron Ore Agreements Legislation (Amendment, Termination and Repeals) Bill 2011 to be the principal bill. 

If I could very briefly explain, these bills are both primarily to do with raising the royalty rate for fines from 
5.625 per cent to 7.5 per cent. That will be mirrored by changes in the Mining Act, which can be done by way of 
administration, but the agreements require the approval of Parliament. Originally, I was given this legislation in 
the form of one bill. I did not consider it appropriate in a parliamentary sense to have changes to the agreement 
acts for BHP in the same bill as changes to the agreement acts for Rio Tinto, so I requested that they simply be 
split. I think that was a proper process in respecting that the companies are not only different, but also very 
aggressive competitors with each other. That is, I think, a more proper way of doing it in a parliamentary sense. 
Nevertheless, given the issues are basically the same, it is appropriate that Parliament deal with the bills in a 
cognate manner. 

MR M. McGOWAN (Rockingham) [4.57 pm]: The Premier did come to speak to me about this. 

Mr R.F. Johnson: I think a yes or no will suffice. 

Mr M. McGOWAN: The Premier spoke to it. 

Mr R.F. Johnson: No, he didn’t. 

Mr C.J. Barnett: I did. I did speak to it. 

Mr M. McGOWAN: He did speak to it. 

Mr C.J. Barnett: If the Acting Speaker allows a brief comment, I am happy to! 

Mr M. McGOWAN: Well—yes. 

The ACTING SPEAKER: I was just checking whether there should be a time limit, member for Rockingham. 
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Mr M. McGOWAN: Apparently I have unlimited time in order to debate this! 

The Premier did come to speak to me about the Iron Ore Agreements Legislation (Amendment, Termination and 
Repeals) Bill 2011 and the Iron Ore Agreements Legislation Amendment Bill 2011 being considered cognately. 
I was contacted yesterday or maybe the day before by, I think, Simon Kennedy about them being considered 
cognately, which I thought was good process. In light of the fact that the opposition was treated with some 
respect in relation to that, I was agreeable to it. I might say that I do not quite share the Premier’s sensitivity to 
Rio Tinto and BHP Billiton having their names in the same bill. I do not quite think that there is a cold war going 
on between the two and that in the boardrooms of either company there will be some sort of outrage that they are 
both in the same piece of legislation in the Western Australian Parliament. 

Mr M.P. Whitely: It’s the Pepsi and Coke of the 1980s. 

Mr M. McGOWAN: It is like Pepsi and Coke in the 1980s! Whilst the Premier is no doubt sensitive to these 
issues — 

Mr C.J. Barnett: A stickler for protocol! 

Mr M. McGOWAN: We are not going to object, but no doubt when those boardrooms hear that both bills were 
dealt with cognately, they will be outraged! 

Leave granted.  

Second Reading — Cognate Debate 

Resumed from 10 November. 

MR M. McGOWAN (Rockingham) [4.59 pm]: I rise to make a contribution to the cognate debate on the Iron 
Ore Agreements Legislation (Amendment, Termination and Repeals) Bill 2011 and the Iron Ore Agreements 
Legislation Amendment Bill 2011. I indicate at the outset that the opposition will be supporting both pieces of 
legislation; we agree with the intent of the bills. 

I want to make two points up-front. First of all, it is rather unfortunate that two members who would have made 
an excellent contribution to this legislation are not able to make a contribution. The member for Victoria Park 
and the member for Pilbara have been denied their capacity to do that. The member for Pilbara is particularly 
sad, because most of the mines that these bills impact are located within his electorate. It would have been a 
good development had he been able to contribute to the debate.  

In some ways it would be appropriate, if time allowed, for the third reading of these bills to be conducted on 
Thursday. Maybe if the Premier can listen; I am making a serious point here. The absent members for Pilbara 
and Victoria Park were both on our speakers list. The member for Pilbara has a deep interest in this, because it is 
in his electorate. The member for Victoria Park is someone from the country who obviously has an interest in the 
industry, and I think everyone knows is very economically literate. Both of them would like to contribute to this 
debate. The member for Victoria Park is not back until tomorrow. The member for Pilbara is not back until 
Thursday. Considering that the opposition agrees with the legislation, it might be in the interests of proper 
process and fairness to at least hold off the third reading of the legislation until Thursday morning to allow the 
member for Pilbara to say what he might want to say on the bills, considering they concern his electorate. I am 
putting in a simple request to the Premier in light of our agreeableness to — 

Mr C.J. Barnett: I will interject to say that we are happy to do that, but we do need to get it to the upper house 
on Thursday. 

Mr M. McGOWAN: Yes, and we support the legislation, so we are not going to be difficult about it—not that 
we ever are. I am pleased to hear from the Premier that the member for Pilbara will be able to make his third 
reading speech on Thursday. That is a good development. 

This legislation is the culmination of a considerable period of negotiation that, I think, goes back some years. I 
congratulate the Premier on bringing it to a conclusion. I think I heard him say once that the heavens opened up 
and fortune smiled, and BHP Billiton and Rio Tinto attempted a coming together in the Pilbara, which appeared 
to most people to be an unlikely arrangement. Out of that arrangement, the state was able to secure some 
additional royalty revenue and some other opportunities. That arrangement did not come to pass, yet the 
opportunities that accrued to the state were able to be realised, and the state was the beneficiary. 

I suppose we can be very thankful to the boards of both Rio Tinto and BHP Billiton for their decision to 
attempt—it was not an amalgamation; I forget the exact word they used—a cooperative coming together of their 
operational activities in the Pilbara to share various rail lines and the like. They felt that that would save them 
money. At the end of the day, it cost them $1.9 billion over four years, so it has not exactly worked out as they 
may have intended. In any event, it is the state’s good fortune that that attempt was made. I did not object to their 
attempt. I like to try to smooth the path for business to get on with what they do, so I was not angry about their 
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attempt. I remember the Premier was very angry at the time—in fact, he was outraged—out the front of the 
building. Our Premier lives in a permanent state of outrage. He was in front of the cameras and expressed his 
outrage at what Tom Albanese and Marius Kloppers were attempting to achieve. 

Mr C.J. Barnett: I just anticipated the Chinese response. 

Mr M. McGOWAN: If the Chinese were going to be upset, sometimes other countries are upset and we need to 
act in our own national interest. I did not object to the companies attempting a mechanism to improve their 
efficiency and to ensure that their cost structures were competitive. If that upsets overseas countries, I was not 
too unhappy about that. Obviously, I do not have to walk into the Great Hall of the People and face the music as 
the Premier appears to have to—or wherever it is he has walked into when he has gone over there; I am sure it is 
the equivalent of the Great Hall of the People—to deal with our customers in China who no doubt were not 
happy, according to the Premier, when the arrangement was proposed.  

In any event, it did not work out as the companies had planned. I think the Europeans might have been unhappy 
as well. Ultimately, from their efforts to secure a better, more efficient and more cost-effective outcome, they 
have proven to be the losers in a financial sense. However, one thing I have noticed about the big iron ore miners 
is that what is a large amount of money for most businesses, most citizens and indeed most states is not that big 
an amount of money for the largest businesses. Therefore, the increase in the royalty rate, whilst significant for 
Western Australia—$1.9 billion, according to government figures, over the four-year forward estimates—is not 
exactly the largest amount of money for BHP Billiton, which produced a $23 billion or $24 billion profit. 

Ms J.M. Freeman: It was $22.5 billion. 

Mr M. McGOWAN: It produced a $22.5 billion profit recently, and I assume Rio Tinto’s would be in a similar 
ballpark, based upon the extraordinary rise in the price of iron ore out of Western Australia that it has been 
profiting from. The amounts of money involved was not as significant a loss for those companies as it might 
have been for other businesses, other industries and other people. I suppose they are able to endure that and 
continue doing business. It is the state’s victory, and it is a good success. It has been worked on for a long time, 
and we were lucky for that fortuitous event of that coming together. The Premier might remember the word 
used—I cannot quite remember it—to describe that operational coming together of their activities in the Pilbara.  

What was the outcome of those negotiations? It will lift the royalty rate for iron ore fines. I visited a bunch of 
iron ore mines in the Mid West on Wednesday and Thursday of last week. I saw a lot of iron ore fines sitting on 
the ground. For the information of members, there are different types of iron ore. It is all very complex, but, 
historically, the more expensive and the more sought after sort of iron ore for use in steel mills has been lump 
ore. It is iron ore that, as it goes through its initial processes, as members might imagine, is in a lump form. Fines 
ore is much finer, and historically was of low value because technology, as it might have been — 

Mr M.P. Whitely interjected. 

Mr M. McGOWAN: It is much lumpier, yes. 

Mr M.P. Whitely: Lump ore is lumpier and fines ore is finer. 

Mr M. McGOWAN: Lump ore is lumpier and fines ore is actually finer, and not vice versa. I saw a large 
stockpile of fines ore. Historically, it was not of great value to the steel industry, because technology meant that 
it did not convert from iron ore to steel as easily as other forms of iron ore; therefore, it was of lower value. 
Therefore, when the original agreements were negotiated back in the 1960s, a lower royalty rate was applied to 
fines ore than was applied to lump ore. That reflected the lower level of profitability. That is an interesting 
argument, considering the statements made in question time. That reflected the lower level of profitability of 
fines ore compared with lump ore, so the state took note of that and adjusted the revenue we receive as a 
consequence of our provision of that ore to the miners, and therefore received a smaller return. So we did take 
note of the profit received from one versus the other in the rate at which we apply the royalty. 

Mr C.J. Barnett: I think it was also seen as a way of trying to provide an incentive to the companies to develop 
markets for fines, so it was a bit of both. I agree with you, but there was also an incentive part. 

Mr M. McGOWAN: That is a good point. In any event, whilst I show an interest in all sorts of modern history, 
in particular military history, the Premier shows an interest in the history of forms of minerals. He is very 
knowledgeable about the forms of minerals and the history of how they got to be where they are. 

Mr C.J. Barnett: I’m a failed geology student. It just reflects my failure as a geology student—frustration. 

Mr M. McGOWAN: No, I think it is far deeper than that. I think it says something about the Premier’s 
personality. 

Mr C.J. Barnett: At least you’re conceding I have one. That’s a big step forward. 
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Mr M. McGOWAN: Yes. It is normally an angry and outraged personality. 

Ms J.M. Freeman: It’s because when it’s placed in the blast furnace it needs more oxygen than lump ore, and 
there’s the difference. 

Mr M. McGOWAN: There we go. The Premier has a fellow traveller. When it goes in the blast furnace, it 
needs more oxygen than lump ore, and that explains the difference. 

In any event, we are increasing the royalty rate for fines ore from 5.625 per cent to 7.5 per cent over a period to 
1 July 2013. The estimated revenue increase to the state from this will be $1.9 billion over the next three years. I 
am going to ask the Premier a question because I would like him to respond to it in his second reading reply. 
That seems to me like a lot of money for a relatively small increase in a royalty rate for one part of the iron ore 
industry. That sort of increase in revenue seems extraordinarily large—nearly $2 billion in just over three years. 
We must remember that over those three years it is phased in, so it is only a one per cent increase in the first 
year, and a two per cent increase over the two years. So it seems like a large increase in revenue. 

Mr C.J. Barnett: Just doing some mental arithmetic, it is about a 40 per cent increase in the royalty rate, 
effectively—40 per cent of a percentage increase, if you like. 

Mr M. McGOWAN: In total, yes. 

Mr C.J. Barnett: Yes. So it is a significant increase of 40 per cent, and against a background of an increase in 
production. 

Mr M. McGOWAN: That factors in, I suppose, any predictions about the value of iron ore and how it might go 
up or down; and I am unaware, off the top of my head, whether it is predicted to go up or down or stay exactly 
where it is over that period. 

Mr C.J. Barnett: I think it is a reasonably conservative estimate of price, but who knows exactly? 

Mr M. McGOWAN: Okay. When the Premier sums up, I would not mind if his advisers could let us know. I am 
trying to remember exactly how much royalty revenue the state gets every year, but I think it is about $4 billion 
that we receive in royalty revenue each year, and that is across every single mineral that the state sells to the 
mining industry. It seems like a lot of money, particularly when we take into account the amount of money the 
commonwealth is predicting to make from the minerals resource rent tax over all of the iron ore and coal in 
Australia over each year. It seems to be a lot, considering this is a relatively small interest. Anyway, I will seek 
the Premier’s further explanation of that. 

We support the increase in the royalty rate. We think that is a reasonable thing on iron ore. I have expressed 
before that I do not think some other minerals are in the same position as iron ore, so I have not suggested that 
there be royalty increases on some other minerals, particularly those that require more downstream processing. 
However, iron ore has been very profitable; it has been a huge success, and the price at which it sells has gone up 
very much, and, as we know, the companies that are selling it, in general, are doing very, very well. Therefore, I 
think it is fair and reasonable for the state that is by law the holder of the resource to at least share in the success 
of the mineral. Its success is something that we, as Western Australians, should all be a part of. I understand that 
people in the areas in which the ore is mined naturally have some feeling of ownership also and that they should 
receive a greater benefit from the mining of the ore, apart from the relatively large pay packets that many of 
them receive, and I agree with that also. However, I think that the state receiving a greater benefit from the ore is 
a good thing. 

The bill has a large number of other parts, and I will speak about just a few of them. I note that in each of the 
state agreements being amended, which is, I think, roughly 11 state agreements, including the marvellously 
named McCamey’s Monster act—I love McCamey’s Monster; it is fantastic — 

Mr P.C. Tinley: It hops! 

Mr M. McGOWAN: It rocks! McCamey’s Monster is fantastic. The Mount Newman act does not exactly do it 
in the same way that McCamey’s Monster does. However, I think we have 11 acts being amended across each of 
the agreements. I have noted that two of the things being put in each of the agreement acts are the requirement to 
prepare a local participation plan and a community development plan, so I will go to some of the provisions 
contained in the legislation. I will pick, for instance, the Mount Newman agreement act, and the local 
participation plan at proposed clause 7E of the schedule. This provision suggests that the companies will need to 
provide a local industry participation benefits plan as part of this amendment to the state agreement. That will 
insert into the agreement the use and training of labour; the use of the services of engineers, surveyors, architects 
and other professional consultants; the procurement of works, materials, plant, equipment and supplies from 
Western Australian suppliers, manufacturers and contractors; detailed information on the strategies they will use 
to procure local content; detailed information on the procurement practices that the company will use to secure 
works, materials, plant, equipment and so forth from Western Australian suppliers; detailed information on the 
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methods the company will use, and require a third party to use, to have its respective procurement officers 
promptly introduced to Western Australian suppliers, manufacturers and contractors seeking such an 
introduction; details of the communication strategies the company will use to alert Western Australian engineers, 
surveyors, architects and other professional consultants in relation to local content; and so it goes on. Each of the 
agreements has had this local participation plan requirement inserted into it. 

Once again, I applaud the Premier on this, but I must say that it bears some resemblance to an earlier amendment 
in the house that, funnily enough, I moved in relation to the Roy Hill legislation back in September 2010. When 
the Roy Hill agreement act came before the house to enable the Roy Hill railway, I think, and the Roy Hill mine 
to get underway, which the opposition then supported, I moved an amendment to that legislation, which will be 
found on page 6051 of the Hansard of 7 September 2010, seeking all those things—admittedly, not as 
extensively drafted or as complexly worded—in relation to information for Western Australian businesses; 
information on how procurement practices will provide an opportunity for Western Australian businesses; a clear 
statement on how the proponent will maximise the use of local businesses, goods and services; a local 
participation plan; and information on how local suppliers will be given the same opportunity to participate. I 
note that in the debate on that day the Premier said — 

… I see some quite considerable merit in what the member for Rockingham has proposed. 

The Premier did not accept the amendment at that point and I understand why he did not accept it at that point. 
He then went on to say — 

… I agree with the objective of it, and I undertake that the government will look at that, perhaps with 
some refinements, and look to include something along that line as a supplement to the local content 
clause in future state agreements. 

Mr C.J. Barnett: There you go.  

Mr M. McGOWAN: There we go. All those millions of words and something has come of it.  

Mr C.J. Barnett: It just shows I am a softy.  

Mr M. McGOWAN: It shows that the Premier has listened to what I have had to say and he has inserted a 
similar clause, which is not as well-drafted as mine, admittedly, to the one that I and the —  

Mr C.J. Barnett: Would you like us to refer to it as “the McGowan clause”? It is your place in history—perhaps 
your only place in history!  

Mr M. McGOWAN: I am sure I have a bigger place in history than that. 

Mr W.J. Johnston interjected.  

Mr M. McGOWAN: I do not know whether we need to go to alcohol straightaway as my place in history!  

Mr W.J. Johnston: I am just helping! 

Mr M. McGOWAN: Thank you, member for Cannington.  

I noted from the Premier’s second reading speech that he did not refer to it. I think he hoped it would get through 
without me noticing that he had plagiarised my idea from September of last year. However, I noticed, and the 
Premier has tried to appropriate the idea that I came forward with and to call it his own without giving 
acknowledgment. I have been over his second reading speech and looked for my name and the only place my 
name appears is when I adjourned the debate! The Premier has not given due acknowledgement to the author of 
that idea. I am sure that in his reply to the second reading debate, the Premier will no doubt give credit where 
credit is due about that local participation plan concept and the excellent drafting undertaken on the earlier clause 
by me and the clerks in this place. We support that concept.  

We will seek to amend what the Premier has proposed in this bill. I know that the Premier will not support the 
amendment, but I will explain to the Premier what it will be. We will not seek to amend the actual agreements 
that the Premier put in place, but we will seek to amend the act that puts those agreements in place. The 
amendment to the act will seek some transparency around those local participation plans. The Premier left out of 
his amendment something that I put into my amendment back in 2010—that is, there would be publication of the 
agreements. As far as I can see, the publication of the local participation plans is not incorporated into the 
Premier’s local participation plans. It may well be the Premier’s intent to do so, but we want to put into law that 
those agreements must be published so that the government can be held to account against the agreement. That is 
one of the most important issues in the whole local content debate. Unless we make sure that governments and 
companies are held to public account for what they achieve, we will not satisfy people that this state is receiving 
the benefit that it should out of these projects. We have drafted some amendments to provide additional 
transparency in relation to the local participation plans and we will move those amendments in debate. I am 
confident that the Premier will not support those amendments, but I think that the intent behind these 
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amendments is right. If the Premier can point out to me where in the bill there is a requirement for that 
transparency, I will listen to him. Perhaps the Premier could provide an indication to the house that he will make 
those local participation plans public.  

The Premier is also putting in place what he calls a community development plan. I cannot claim that I drafted 
the original version of this, but I can claim that they follow fairly closely the idea or the principle behind the 
local participation plan. If we go, for instance, to proposed clause 7D of the Iron Ore (Mount Newman) 
Agreement under clause 6 of the bill, we will find that there is a requirement for a community development plan, 
which requires — 

(a) assistance with skills development and training opportunities to promote work 
readiness and employment for persons living in the Pilbara region of the said State; 

(b) regional development activities in the Pilbara region of the said State … 

… 

(3) The Company agrees that: 

(a) it shall prepare a plan which describes the Company’s proposed strategies for 
achieving community and social benefits in connection with its activities under this 
Agreement; 

Those are all laudable ideas and I am supportive of them. In that context I want to raise the issue of training and 
apprenticeships. We need to be more forthright in that area. I personally think one of the great benefits of the 
boom is the opportunity to make sure that we have a well-trained and educated workforce in Western Australia. 
We need to be constantly aware of that. I know that the companies, particularly Rio and BHP Billiton, have 
employed large numbers of apprentices and trainees. I would like to see this plan developed to show the public 
how the companies will enhance that effort. This legislation is a good way of going about that enhancement. 
Again, that needs to be made public so that people can hold the government and the companies to account 
against whatever their stated ambitions are so that we know what they are achieving versus the state of the 
ambition. 

The bills contain a range of other provisions, particularly to do with BHP. I will start with that one first. These 
provisions concern a reorganisation of the land in the vicinity of Port Hedland. I will not go into the details of it, 
but it is basically to enable the land upon which the BHP hot briquetted iron plant and the beneficiation plant are 
located and the associated land, which I think totals something like 1 300 hectares, to be used for alternative 
purposes. Those purposes will be predominantly as a stockpiling area for BHP Billiton’s activities. With the 
demise of the HBI plant and the beneficiation plant and, we could say, the demise of HIsmelt in Kwinana, we 
would have to say that both Rio and BHP are moving away from the concept of downstream processing and 
heading more in the direction of being the biggest iron ore exporters in the world. I think they already are. From 
memory, the port of Port Hedland is the largest iron ore–exporting port in the world and the highest tonnage port 
in the world.  

When we combine the export from Dampier and Port Hedland, we find that they are both very high tonnage 
export ports. That has been the key to the profitability of both those companies and their success. That is what 
has made them the world players that they are. I know that they have a lot of other assets around the world, but 
their resources in the Pilbara are the diamonds in the crown. The export that they undertake from those ports in 
the Pilbara is the key to their success and profitability. Those companies have moved away from the downstream 
processing model that has been attempted for decades in Western Australia. Clauses termed “best effort 
downstream processing clauses” were always put into the original state agreements. Those best effort clauses 
were basically about the companies doing their best to undertake that sort of downstream activity. Sometimes it 
took a while for the companies to reach the point of undertaking that effort. In the case of Rio and the HIsmelt 
plant, it was the culmination of a long period to get Rio to the stage of attempting that pig iron manufacturing 
plant for an alternative process in Kwinana. I think it was a long period to get them to the point of undertaking 
that. Perhaps by necessity the original state agreements were not specific; they were best endeavour–type 
clauses. Governments worked with them to get them to those points. On the other hand, BHP’s effort in Hedland 
with the HBI plant was rather more ambitious and more expensive. Neither efforts worked. I think there were 
failures of scientific process and also failure due to cost, considering that Rio has recently dismantled its HIsmelt 
plant in Kwinana and moved it—I think in its entirety—to India, where it will undertake the same activities.  

There is no doubt that there are lower cost structures in some countries such as India. Both organisations have 
moved away from the downstream processing obligations that were under their original state agreement acts. 
What they worked out, which is not rocket science, is that the big profit is in sending large amounts of iron ore to 
Japan, China and Korea and a few other marketplaces—probably India in due course. That is where the large 
profitability is and that is where they will focus their efforts, which is why, I suppose, as we heard in the local 
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content debate and the clause I read out before in the Roy Hill bill and all the debates we have had around this 
issue, we have recognised that a lot of the effort has to go into the manufacturing of the plant and equipment and 
the provision of the infrastructure that services that mining in Western Australia. I suppose it would be fair to say 
that the closure of the HBI plant could not have been prevented. Because we know that our local manufacturers 
around Western Australia should be receiving a better share of the work provided by the mining industry, we 
have moved to ensure that that debate is now front and centre.  

Mr C.J. Barnett: It is important to distinguish between mining and petroleum  

Mr M. McGOWAN: I think that is correct, although it is a funny thing; I think the off-shore oil and gas industry 
has not been as good as the mining industry in using local suppliers. But I also know that in briefings, the mining 
companies tell us one thing, and then we meet with the local manufacturers and fabricators—these by definition 
are medium to small businesses and are not as profitable, not as successful and not as rich as the big 
companies—and they tell us another thing. They say, “We bid for this one; we didn’t get an opportunity to bid 
for that one; they ruled us out because of all sorts of extraneous reasons from being even part of the bidding 
process for this project.” That happens all the time. Every time I meet with a local fabricator—I cannot fault 
them; they have excellent workshops and modern equipment, and they seem very, very capable—they tell us 
such stories. Largely, their workshops are not humming; they are not as full as they could be. I think there is 
something in that argument, based on my own experience of visiting the workshops within proximity of my 
electorate, but predominantly in the member for Cockburn’s electorate.  

We are changing the arrangements with the land in Port Hedland so that BHP has stockpiling areas and areas in 
which it can connect to the outer-harbour development it is considering building. The outer-harbour development 
is a massive project if and when it happens and, knowing BHP, I think it will eventually get to the point of 
undertaking that development. That development will massively increase its capacity to export iron ore from 
Port Hedland. I think the rearranging of the right to use the land is a key component of allowing BHP to 
undertake that outer-harbour development in Port Hedland. That is a component of this legislation. I do not think 
it is something that the state would have objected to. I do not think we would even have said to the companies—
the Premier might correct me—that in order to undertake that, they need to pay a higher level of royalty. I do not 
think that would have been something we would hold over BHP on the basis it wants to expand, develop and 
enhance its project and provide more royalties to the state. If that project goes ahead and meets all the approvals 
and so forth, it will probably be a good thing for the state.  

I sometimes wonder how extensive the resource is and what its life is in the Pilbara, considering it is one of the 
great minerals provinces of the world. At the rate of expansion in the Pilbara, I sometimes wonder how much we 
are reducing the lifetime of that particular resource.  

Mr C.J. Barnett: I think all it means is that we go to progressively lower grades. Just about the whole Pilbara is 
iron ore. It means over time the grade of the deposit will progressively fall—massive reserves of slightly lower 
grade.  

Mr M. McGOWAN: Mt Newman is the champagne of iron ores.  

Mr J.J.M. Bowler: Tom Price and Mt Whaleback are.  

Mr M. McGOWAN: Are they the champagnes, member for Kalgoorlie? 

Mr C.J. Barnett: There is cheap wine out there, too.  

Mr J.J.M. Bowler: The Veuve Clicquot!  

Mr M. McGOWAN: The member for Kalgoorlie is an expert on wines and says that the Veuve Clicquot of iron 
ores is at Mt Whaleback and Tom Price! I was not aware of how good the ore is at Tom Price, but I am aware of 
how good it is at Mt Whaleback. I think I have said in here before that when I was first elected to Parliament in 
early 1997, I did a mining tour with the Chamber of Minerals and Energy. I think only I and the former Premier 
Alan Carpenter went from this place at that time. We went to Newman and Mt Whaleback, which, at that time 
was actually a mountain. We could see it right behind Newman. These days, of course, it is not a mountain any 
more; it is a pit. It is extraordinary how much ore has been pulled out of that resource. I know that there are 
numerous ore resources around but that was obviously the best and most profitable. In any event, I suppose the 
remaining ore will be of a lower grade. When we are talking about the run-down of the state’s mineral resources, 
iron ore will not run down as quickly as others. 

Mr C.J. Barnett: I think the other point is that, even now, a large number of new discoveries are still being 
made. Some would say that the Pilbara is still relatively underexplored. A lot of the ore has been discovered by 
surface manifestations, whereas a lot of it is below ground as well.  
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Mr M. McGOWAN: I am sure that is the case. In fact, I was in the Mid West the other day. It always strikes 
me, as not an expert, that when we fly around out there, the areas are massive but there will be what looks like a 
pinprick, but which is an iron ore mine. It makes me wonder how that spot was ever found. We are told that the 
resource is two kilometres this way by three kilometres that way, in the middle of a massive expanse of land in 
Western Australia. I know I am not a professional in these things and I am sure there are exact reasons — 

Mr F.M. Logan: That is why there are aerial surveyors.  

Mr C.J. Barnett: Many of the discoveries are where there was an outcrop. If the ore body didn’t outcrop it 
probably hasn’t been found yet.  

Mr M. McGOWAN: That was the Lang Hancock story, was it not? He spotted the outcrops. 

Mr C.J. Barnett: That’s true. Some of the gold discoveries have been outcrops. A lot of it is buried under 50 to 
100 metres of rubble. 

Mr M. McGOWAN: The harbour is a good development. We are removing some of the production limits that 
were put in place historically. Obviously, they would no longer have an impact. I think they were put in place as 
a mechanism to encourage some downstream processing.  

Mr C.J. Barnett: I think you’ll find they were put in primarily in the 1990s on newer mines such as 
Yandicoogina. 

Mr M. McGOWAN: Was that the Premier’s doing?  

Mr C.J. Barnett: Yes, it was. Ironically, I am removing them now.  

Mr M. McGOWAN: Why did the Premier put them in place—to encourage downstream processing? 

Mr C.J. Barnett: No; to give the government of the day some leverage in the future, which has now been 
exercised. 

Mr M. McGOWAN: Ha-ha! 

Mr C.J. Barnett: It’s the truth; it’s exactly the truth. 

Mr M. McGOWAN: A good private enterprise government back then! That is very East European of the 
Premier.  

Mr C.J. Barnett: You’ve got to remember the government’s got two roles here; the regulator—or the facilitator, 
if you like—and the commercial interest. Government should never forget its commercial interest is the owner of 
the iron ore.  

Mr M. McGOWAN: Therefore, the Premier is telling me that as minister in the 1990s, he put in place 
production limits to limit the amount of iron ore it could put out so that at some point in time he could then get 
another outcome from the company.  

Mr C.J. Barnett: Exactly.  

Mr M. McGOWAN: Good to know. Anyway, the government is removing those production limits.  

I am interested, if the Minister for State Development wants to explain later in the debate, in the railway 
crossings issue. I do not quite understand how that will work. I think there are some issues—I do not know 
whether the legislation deals with this—about railways crossing other people’s tenements. As I recall, in the 
debate on the Roy Hill bill, issues were raised about railways crossing land owned by Fortescue Metals Group, 
or it might have been vice versa, and there being some disputation. I think that the Roy Hill miners wanted to 
send a railway across land controlled by FMG and it was saying no, but to go by an alternative route required 
another 100 kilometres of rail at a cost of roughly $2 million a kilometre, although I think, from the figures I was 
given the other day, railway construction costs are much higher than that these days. In any event, I do not know 
whether the provision will determine those sorts of railway issues between different miners or deal with a 
different railway crossings issue altogether.  

There is also an issue about obtaining water from Millstream, which I think was contained in the Rio Tinto 
legislation. We alleviated some of the local content provisions in various Rio bills in return for Rio giving the 
state access to 10 gigalitres of water from Millstream. Rio would provide its own production from the Bungaroo 
bore field in proximity to Pannawonica. I think that is how that works; we get access to Millstream. From the 
short-lived desalination plant in Karratha that the government announced and then de-announced, we were able 
to save $350 million or thereabouts. The state, therefore, received water from the Millstream dam, which was 
provided to Karratha. That seems to me to be a sensible way of achieving that outcome and I am pleased that Rio 
has agreed with that. I am interested in what the downside is because major corporations do not give away 
things, for instance, 10 gigalitres of water, for nothing.  

Mr C.J. Barnett: They were given a deferral of their processing obligation in recognition of that. 
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Mr M. McGOWAN: I am not sure what that means in terms of cost to the state, but in light of the fact that 
HIsmelt did not seem to work — 

Mr C.J. Barnett: It gives them access to more water in their own right, too.  

Mr M. McGOWAN: That is right, but I am interested in what that will mean in terms of cost to the state. What 
is the opportunity cost from the deferral of downstream processing obligations? What has the state lost by the 
deferral of that downstream processing obligation? Again, that was not particularly clear from the minister’s 
second reading speech and I am interested in what that might mean in reality, as opposed to the one or 
two sentences about it contained in the bill.  

I think that basically sums up the legislation. As I indicated to the minister before, we will seek some 
transparency via an amendment. I will seek advice from the minister about what sort of transparency there will 
be on local participation plans and community development plans. We will discuss those two things in the 
consideration in detail stage. As I indicated before, we do not intend to hold the house up for too long on this 
significant couple of pieces of legislation. We have been cooperative and I appreciate the fact that the Premier 
has been cooperative in return in allowing the third reading to be held on Thursday to enable the member for 
Pilbara, who would have liked to have been in the house for this debate, but unfortunately was otherwise 
occupied and could not be here for this part of the debate, to speak on this legislation. I assume that applies to the 
member for Victoria Park as well, who is otherwise caught up and was not able to be in this place for the debate 
this evening. They will both get their chance on Thursday morning and I will let both of them know that they 
will have their opportunity then. 

MR W.J. JOHNSTON (Cannington) [5.45 pm]: I will make a few remarks on these two pieces of 
legislation—namely, the Iron Ore Agreements Legislation (Amendment, Termination and Repeals) Bill 2011 
and the Iron Ore Agreements Legislation Amendment Bill 2011. There is no doubt that the iron ore industry is a 
key component of Western Australia’s economy. These two bills facilitate changes to arrangements with the 
two principal operators in the iron ore industry—that is, Rio Tinto and BHP Billiton.  

I will go to a few issues, but I will start with the question of training because I know that these bills will result in 
community agreements that could go to such aspects as training. In the briefing on Monday with the Department 
of State Development—I appreciate the minister making his departmental staff available for a briefing—I asked 
how many apprentices and trainees the two companies had. I am advised by the department that Rio Tinto has 
298 apprentices and about 499 trainees. The figure for BHP Billiton was not separated into trainees and 
apprentices, but the information is that it has 175 trainees and apprentices. I make the point that 300 apprentices 
is a fair number and 500 trainees is a fair number—those are the Rio figures—but I find it surprising that BHP 
has only 175 apprentices and trainees in its operations. I assume for both companies that these figures relate to 
their iron ore operations. I think companies can do better on the issue of training.  

I was very fortunate to be a member of the State Employment and Skills Development Authority in the 1990s 
before Minister Norman Moore abolished it. I am sure it was not personal, Premier—it is okay! One of the things 
we talked about at SESDA in the mid-1990s was the fact that there were not enough training opportunities for 
Western Australians. Union representatives on that body would always argue that there should be a high number 
of trainees because that would secure Western Australians’ futures. At that time, employer representatives on 
SESDA argued that the market would provide enough skilled labour for industry in Western Australia. The fact 
that we had severe labour shortages right through the boom from 2005 onwards demonstrates that we did not 
have a training system that could cope with future growth. It may well be said that nobody expected the growth 
to be quite as strong as it ended up being through the first part of the 2000s, but one way or another, clearly, we 
could have done better. Therefore, I think that there is a very important need to ensure that we do better on the 
question of training for Western Australians. I wonder whether the minister might like to make some comments 
in his summary about what expectations there might be around training numbers for these two companies that 
are taking incredible wealth out of the state. When I say “taking out of the state”, I have the figures. Quoting 
everybody’s favourite source Wikipedia, in February 2009 the combined joint-listed companies of Rio Tinto had 
42 per cent of its shareholders based in the UK, 18 per cent in North America, 16 per cent in Australia, 14 per 
cent in Asia and 10 per cent in the continental European countries. Only 18 per cent of the profits Rio Tinto 
makes from these mines stays in Australia; 82 per cent of the profits go elsewhere. I understand BHP is about 
40 per cent Australian owned. I think that is about the right figure; I am not sure of the exact figure. Certainly 
under half of BHP Billiton’s shareholdings are Australian. I looked up BHP’s annual report. There are domicile 
records for its shareholders but they are listed separately for BHP and for Billiton, not for the combined entity. I 
do not have the mathematical capability to calculate exactly what the combined figure is, but I understand it is 
about 40 per cent.  

We lose very large sums of money out of these companies overseas because they make enormous profits out of 
our resources here in Western Australia. In some ways it is good that the Premier is increasing the royalty rates. I 
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read with interest the Treasurer’s budget speech. I have looked at the budget papers and seen the predictions that 
this increase in royalties will in fact be redistributed away from Western Australia through the GST system. That 
was predicted at the time the GST deal was made back in the late 1990s, but nonetheless it is still going to be a 
challenge for Western Australia. I have no trouble with a higher return to the people of this state for this 
immense wealth that is being taken out of it. I give a little plug at this point for a paper written by a guy named 
Jason Hart, a Western Australian student who wrote a paper titled “Dutch Disease and the Sustainable 
Management of Royalty Wealth in Western Australia”. I attended the John Curtin Institute of Public Policy’s 
forum “Curtin Corner” on Friday at which Mr Hart presented his paper. I must say that Friday afternoons are not 
always the best time to get along to Curtin University and attend those little forums. They are often quite 
interesting. There are 20 to 30 people in a room with some expert in a particular area. I try to get along. 
Fortunately, it is literally between my office and home. I can sometimes get there but the timing is a bit 
awkward. This was a particularly interesting paper. I do not necessarily agree with everything that Mr Hart said 
in his report. He basically says that Western Australia needs to put more of its mineral royalties into effectively a 
fund so that as the resources deplete, we have more available for future generations to make up for the loss of the 
resource. The Premier and I have talked about this; the Premier by interjection on another speech that I gave 
about how much iron ore resource we have for the future. Clearly, it is an immense resource. We are probably 
talking about 80 to 100 years of easily recoverable resources as these two companies ramp up production. We 
are still not talking about generations of resource in the north west.  

The other thing that we need to think about is exactly what the price of the resource is. Effectively, what is 
happening with these two agreements is that the companies are using their infrastructure to get resources to 
market at a faster rate and at a lower price. Their costs in Western Australia are lower than the costs of 
alternative producers. Iron ore is actually not a rare material. I understand, from undertaking a bit of research, 
that Kazakhstan is the place that has the largest amount of iron ore. The problem for Kazakhstan is, firstly, it 
does not have the infrastructure to get the resource out, and, secondly, its grades are very low. However, it still 
remains that the resource itself is not rare. Our advantage is, firstly, the high grade of the ore, and, secondly, 
having the infrastructure in place. I was interested to read through the BHP Billiton investor briefing on the 
Pilbara expansion. One of the things continually referred to by BHP Billiton in its presentation is the advantage it 
sees it has in both the cost of production and the infrastructure it uses to get the product to market. I will not 
quote in detail, but I will refer to the fact that three-quarters of its presentation is not actually about the resource 
but, rather, about the infrastructure, management and processes. That provides a demonstration of why these two 
miners are in such a good position. I have a chart from that presentation that shows BHP’s cost position being 
about $40 a tonne and other producers having costs up to $150 a tonne. The presentation illustrates that as supply 
expands and price reduces, the company is in a better position to keep its volumes going forward than other 
producers around the world. That is great for us. BHP is exporting 350 million tonnes per annum. Rio is doing 
basically the same amount out of its systems. Western Australia has a long-term future, but not forever, in iron 
ore. We are swapping a $350 million payment for the children’s hospital plus an increase in the royalty rates, 
and, in return for that, we are making all these changes to agreements with these companies. I am interested to 
know, Premier, whether an analysis has been undertaken by the Department of State Development to see what 
sort of deal we are doing. We can see from the budget papers the benefit we get out of the additional royalty 
revenue and that $350 million one-off payment, but do we know what benefit they are getting? What sort of a 
bargain are we getting for the use of the resource? As the Premier quite rightly says—he is right to say it—it is 
our resource that they are exploiting on behalf of the people of Western Australia. I am interested to know 
whether an analysis has been done about their benefit as opposed to our benefit. 

I attended the briefing. There was a lot of detail about the benefits BHP Billiton will receive in terms of the 
restructuring of its land allocations in the Pilbara. Those who attended the briefing could clearly see the benefit 
BHP will get. I did not understand entirely what benefits Rio would receive. I would like to know whether there 
has been an analysis done to see whether we are getting the good side of the bargain.  

Again looking at the presentation from BHP Billiton, it is interesting the prices that are being delivered to 
BHP Billiton for its operations around the world. It has operations in Brazil and also potential operations in 
west Africa. In its presentation, BHP is referring to an 80 to 90 per cent increase in average realised prices for 
the financial year 2010–11. That is an incredible jump in price. Because there is a royalty at a fixed rate, the 
profit that can be received from an increase in the price is not 80 per cent, it is probably a 160 per cent increase 
in profit. Although its costs are going up, the costs are not going up at the same rate as the price. If a company 
has a 50 per cent margin and doubles the price—let us say it has five per cent royalties, to make it easy for me to 
calculate—royalty goes up 100 per cent. Let us say there is a cost escalation of 50 per cent. Costs go up from a 
nominal $50 to a nominal $75, but the price has gone up from $100 to $200; the profit suddenly goes from being 
$45 to $115 or $120. It is a very significant increase. Profit margins actually go up faster than any other element 
of this. 

Mr C.J. Barnett: Do not forget companies pay company tax. 
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Mr W.J. JOHNSTON: Absolutely. 

Mr C.J. Barnett: That is a progressive tax. 

Mr W.J. JOHNSTON: No. Company tax is a flat tax.  

Mr C.J. Barnett: There are no progressions.  

Mr W.J. JOHNSTON: Yes; there are no progressions. It is a flat tax, and that is fine. The resource rent tax will 
address some of that because, as profit goes up, the resource rent tax comes in.  

Sitting suspended from 6.00 to 7.00 pm  

The SPEAKER: Members, just before I give the member for Cannington the call—I believe he was on his feet 
before the break—I wish to refer to the point of order that the member for Rockingham made earlier today under 
standing order 109. Now is probably not the right time or place, given that the member for Cannington has the 
call, and I indicate to the member for Rockingham that tomorrow at the beginning of Parliament I will make 
reference to standing order 109 and the point of order that he made earlier today. 

Mr W.J. JOHNSTON: Thank you very much, Mr Speaker, and now that I have your undivided attention, I will 
continue my remarks! 

Just before the break I was discussing the fact that increasing prices leads to much bigger jumps in income for 
the companies.  

Quorum 

Mr W.J. JOHNSTON: Mr Speaker, I draw your attention to the state of the house. 

[Bells rung.] 

The SPEAKER: Member for Cannington, before I give you the call—I do not seek to erode your time—I know 
that the member for Darling Range is very enthusiastic about this process, but I just advise him to perhaps curb 
his enthusiasm; I think he understands what I am saying! 

[Quorum formed.] 

Debate Resumed 

Mr W.J. JOHNSTON: I was talking about the fact that increasing prices actually has a disproportionate effect 
on increasing income. As part of the BHP Billiton presentation, the point was made that it had had the average 
realised prices for both lump and fines increased by between 80 per cent and 90 per cent from 2010–11, but for 
the EBIT report, it referred to a 122 per cent increase in underlying EBIT to $US13.3 billion from 2010–11, 
primarily due to higher prices and strong production. That just illustrates the point I was making before the 
dinner break—that the profit actually goes up faster than the price increase. Whilst the royalty income goes up in 
accordance with the price increase, the profit actually goes up faster.  

I also make the point that, as part of its presentation, BHP Billiton gave a very interesting analysis of the cost 
breakdown. Secondary taxes and royalties are marked at 18 per cent of costs. It said that royalties increased 
following the non-binding heads of agreement signed with the government of Western Australia. We can see that 
there is a much larger profit on top of its costs, but even so the taxes and royalties form only 18 per cent of its 
costs, even at seven per cent. It is not hard, therefore, to work out what all its other costs are, based on the 
royalty payments. 

I now want to move on to another issue in respect of these bills, and that is the removal of the secondary 
processing obligations. 

[Member’s time extended.] 

Mr W.J. JOHNSTON: I make the observation that the Premier and I had a bit of an exchange across the 
chamber on the Roy Hill legislation, and we both agreed that this is about modernising the way that these 
agreements operate. I described it as a sort of 1960s, Sir Charles Court approach, where we were trying to get 
these companies to set up downstream processing over a 30 or 40-year period, and we have not been able to 
achieve that. The Premier described it in terms of trying to make a mining company into a processing company, 
and that what we really needed to achieve was to get processing companies to base themselves here. 

It is interesting that there was a Chinese company looking at making iron and steel in Oakajee, and it has decided 
not to do that because the costs of building a plant at that location were, for that company, too high. This is going 
to be a challenge; with the dollar at the level it is now, any construction project in Australia is going to be very 
difficult. If it is a processing project, where the alternative is an Asian country where both the construction costs 
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and the ongoing labour costs will be lower, it is going to be hard for us to achieve the downstream processing 
that we have always wanted over a long period of time. 

The issue for us to consider now is: What are we going to be doing? Are we simply going to be a quarry? What 
else are we going to do? Obviously one of those options is mining services, because Western Australia clearly 
has a very advanced mining services industry that has developed over a long time. One can go to a range of 
conferences and hear what people talk about in terms of Western Australia’s mining services, which we are now 
trying to provide to the world. 

It was interesting to read some comments by Perry Williams, resources editor of The Australian Financial 
Review, in a 31 October 2011 article entitled “Pollies, miners dig a hole for themselves”. The last couple of 
paragraphs of his article read — 

An entertaining session on mining investment in Africa contained a gem of wisdom from an African 
delegate who asked Rio Tinto chief executive Tom Albanese how he could be sure which Western 
mining projects should be welcomed on to the continent.  

“Not everybody who goes into mining is a crook, but all crooks are in mining,” said the delegate to 
widespread applause. “How can I tell—who is a crook and who is not a crook in mining?” 

The article concludes — 

It was a rare moment of insight amid one of the more forgettable international business forums in recent 
times.  

We have a major problem here. I am highlighting that many companies are successfully engaging in African 
countries to develop resources, and I wish them well. However, just like there is a history in Western Australia 
of mining companies being floated for projects that do not go very far, now that sad culture of mining the share 
market rather than mining minerals is also being seen. It is not just an Australian thing. Members will remember 
the Canadian gold mining company in Indonesia, which had the same issues. We are going to have to make sure 
that our reputation is maintained. We have to be very careful to ensure that the projects that are promoted in 
Africa are real projects that are going to provide a benefit to the countries in which we are investing. We are 
ideally suited to that process because our own country needs foreign investment. We have never been able to 
exploit the resources of this state without foreign capital. Australia has, for almost 200 years, had a need for 
foreign capital. We have some experience in managing that process. I note that the Premier occasionally makes 
comments about projects that he thinks are less than first rate. I think the regulatory environment in Africa is 
going to be critical. We are going to need to ensure that the crooks, as described in the article, are known and 
properly regulated. The problem for us is that if we do not do that, our reputation will be severely damaged. As I 
say, I think we have some ability to operate in that area because we have experience in trying to manage foreign 
investment in this state.  

One of the other challenges for downstream processing is, of course, energy costs. We are forgiving these 
companies their downstream processing in return for a higher royalty rate. The higher royalty rate is not going to 
make ours the highest royalty rate in the world or anything like that; it is a modest increase when compared with 
the rate in some other places in the world and for some other materials that are mined and exploited elsewhere in 
the world. It is interesting that some of the places with the highest levels of taxes on extraction industries are also 
the most successful places in the world for extraction industries, so there is not necessarily any automatic 
connection between high returns to the owners of the resource and a lower activity in the resources sector. We 
are going to have to think about how we get that back. There is a major challenge for us with energy costs in this 
state; that is, the North West Shelf joint venture. Because of the visionary contracts entered into by Sir Charles 
Court, we have had a very long period of stable energy supply in this state. The report of the Economics and 
Industry Standing Committee, which I was privileged to be a part of, for the first time looked in detail at the 
future. The state energy initiative is running at the same time. In my view, the problem with the state energy 
initiative is that it is full of good platitudes and it has a 30-year time horizon, yet our real challenge is the next 
five to 10 years. We need to make sure that we continue to have adequate supplies of gas at a reasonable price 
until new projects like Gorgon and Wheatstone come online. In the mid term, beyond the five to 15-year horizon, 
we need to make sure that gas is made available out of the North West Shelf joint venture to the domestic 
market. There is no more important issue in front of the state government today than ensuring that we continue 
to have adequate supply out of the North West Shelf joint venture. There is no opportunity for downstream 
processing in Western Australia without that adequate gas supply. Indeed, there is a real challenge to keep some 
of the downstream processing that we currently have in this state, such as Alcoa and BHP Billiton aluminium, if 
we do not have competitively priced gas available. It is interesting that if we today built a gas pipeline from the 
Cooper Basin to Karratha, gas would not flow from Karratha to the Cooper Basin but from the Cooper Basin to 
Karratha, because gas on the east coast is half the price of gas under new gas contracts in Western Australia. The 
average price in Western Australia hides the fact that more recent contracts have been set at a much higher value. 
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There have been media reports about the price for gas paid by CITIC Pacific. I do not know the accuracy of 
those media reports but they talked about $12 or $13 a gigajoule compared with $4 a gigajoule in the transparent 
market on the east coast.  

Mr C.J. Barnett: It is a very regulated market on the east coast.  

Mr W.J. JOHNSTON: No. I am happy to have a conversation with the Premier. He should go and read the 
report.  

Mr C.J. Barnett: The Bass Strait agreements.  

Mr W.J. JOHNSTON: It is a very different market. I have only three minutes left on the clock. The member for 
Riverton is the chairman of the committee. He and I completely agree on this issue; we do not agree on other 
issues but we agree on this one. The findings of the report do not show that. What they show is that there is a 
much more diverse market on the east coast for a range of technical reasons that we cannot replicate here, 
connected to infrastructure and resource and also to the peakiness of their market. We do not have a very peaky 
market; our market is very flat, so we do not have an opportunity for trading in the way they do on the east coast. 
The point I am making is that their big demand is in winter. It is significantly different from a summer demand. 
Production remains the same all year, so they can trade demand from the peak period to the non-peak period by 
using different fuels. It is a completely different market from the one we have here. Because the price is so much 
lower on the east coast, if we built a pipeline across the country, despite all the riches of gas in this state the gas 
would come this way and not go the other way. Gas will always flow to the highest priced market. We are the 
highest priced market. That is economics 101. Who knows what will happen when their gas starts to be absorbed 
by the export market at $10 or $12 a gigajoule and whether there will be a resetting of the price on the east coast. 
At the moment at $4 a gigajoule, Western Australia buyers would buy gas from the east coast, even with 
transport costs. This is a critical issue. The number one issue facing the state is making sure that the North West 
Shelf joint venture makes gas available in the near term—I am talking beyond the rollover of existing contracts, 
which are all detailed in the recommendations of the report. Without that we are going to have serious trouble in 
not just attracting additional processing opportunities but also retaining the ones that we currently have. That is 
going to be interesting. I think we are doing the right thing by releasing these companies from their obligations, 
because I do not think they are ever going to be commercially viable. The Premier might be right; maybe it is 
better to find a processing company rather than to try to convert a miner into it. At the moment it is not likely to 
happen, and it certainly will not happen. 

MR F.M. LOGAN (Cockburn) [7.19 pm]: I rise to add some comments about the Iron Ore Agreements 
Legislation (Amendment, Termination and Repeals) Bill 2011 and Iron Ore Agreements Legislation Amendment 
Bill 2011, which are being debated cognately. First, I acknowledge the work that the government has done on 
these bills, and in particular for increasing the royalty rates for fine ores up to 6.5 per cent and 7.5 per cent in 
2012 and 2013. That is the conclusion of negotiations that began, if people remember, under the Labor 
government, and particularly under Premier Carpenter. People might remember the backlash from the mining 
companies about the audacity of the state government seeking to increase its royalty rates on ore fines when 
Premier Carpenter first raised these issues. Therefore, I certainly acknowledge the work that has been done under 
the current government to bring those negotiations to a conclusion.  

I also acknowledge what the government has done in using the opportunity of amending these state agreement 
acts by getting the companies to accept and agree to the inclusion in the amending bills of both the community 
development plans and the local participation plans. I think both are necessary parts of modern state agreement 
acts, and I think and hope that the government, if it has the opportunity to do so in future negotiations of 
agreement acts, will carry on the work and include these types of provisions—both the community development 
plans and the local participation plans—in all state agreement acts where appropriate. It is a pity, as the member 
for Rockingham said earlier, that those provisions were not able to be included by way of agreement within the 
Railway (Roy Hill Infrastructure Pty Ltd) Agreement Act. That was a missed opportunity. I do not suggest the 
government did not try to put the provisions in that legislation—maybe it did; maybe it did not—but that was an 
opportunity missed, because the likelihood is that the inclusion of those provisions by way of agreement after 
that mine gets up and running will be many, many years away. This is particularly the case with the local 
participation plan amendment and the local content aspect because the owner of the Roy Hill operation has made 
it very clear that virtually all equipment for that mine will come from overseas. We will wait to see whether that 
is the case, but that is the indication from the owner of that operation. 

With respect to the local participation plan and its relationship to the local content issues that this side of the 
house has been raising now for quite some time, we acknowledge and appreciate that the government has picked 
up the wording that we had in our local content legislation proposals, and basically included that wording into 
the agreement acts by way of the local participation plan. The member for Rockingham has also said that we will 
move an amendment to further amend the bill to basically make public—hopefully, the government will agree—
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the appropriate parts of a local participation plan. Commercial-in-confidence information is expected to be in 
that local participation plan, and obviously that should not be made public. Nevertheless, certainly those 
provisions and that information that is important to the general public and particularly to those people who 
would benefit from a local participation plan should be made public. It is very appropriate that the plan 
provisions be made public.  

I have a few issues with the bills that I hope the Premier will address, because I am not able to identify how the 
amendments in both bills will work in practice. Using the Iron Ore (Hamersley Range) Agreement Act 1963 as 
an example, clause 3(9), as indicated in the explanatory memorandum of the Iron Ore Agreements Legislation 
Amendment Bill, inserts new subclauses 21(2a), 21(2b) and 23(2c) over eligible existing tenure and special 
advance tenure to be granted pursuant to this agreement. Premier, I read through the bill itself, and of course 
eligible existing tenure relates to miscellaneous leases and special leases that are primarily there for the 
construction of plant on a particular lease. I want to clarify that by including those into the state agreement act, 
the minister effectively is being given the power to grant those leases should the company wish to set up a 
beneficiation plant, a processing plant or allied equipment associated with a processing and mining of iron ore. 
Having looked at the explanation of leases under the Mining Act, the granting of those leases is for purposes of 
the establishment of that equipment. I presume then that these changes, which allow the minister to give 
acknowledgement of those leases and to include them into the state agreement act, are only for the purposes of 
the construction and establishment of mining and processing equipment. As is stated in the act, they are not for 
the inclusion of mining leases that fall outside the state agreement boundaries into the state agreement act.  

Mr C.J. Barnett: It brings some mining leases under the agreement act; I’m not sure which ones, but it is 
consolidating it from the point of view of BHP Billiton, and in the Boodarie site some of those leases are for the 
harbour, and others will revert back to the state. 

Mr F.M. LOGAN: Right. I think the miscellaneous leases cover such things. 

Mr C.J. Barnett: Railways. 

Mr F.M. LOGAN: Railways and stuff like that.  

Mr C.J. Barnett interjected. 

Mr F.M. LOGAN: I know the other leases that I refer to also cover where someone would stick a plant. It is a 
10-hectare lease, so it is where someone would stick a plant. If it is only for those purposes, I really have nothing 
much more to say about it, Premier. If it is for mining leases outside the state agreement act, both Hamersley and 
BHP have normal mining leases under the Mining Act, but if suddenly they were to extend the boundaries of that 
act to include all — 

Mr C.J. Barnett: Some of those do come under the agreements, yes. That suits both the company and the state 
for administration. 

Mr F.M. LOGAN: If that is the case, Premier, how does the mining industry feel about that, because those 
leases, as the Premier knows, can be contested — 

Mr C.J. Barnett: The footprint of BHP and Rio is, for example, less than, say, FMG. 

Mr F.M. LOGAN: I accept that — 

Mr C.J. Barnett: So there is a consolidation; it suits both parties, but I’ll try to give you further information. 

Mr F.M. LOGAN: I am pretty sure, Premier, that is about those miscellaneous leases and only really where the 
construction stuff is. I know if it was to go beyond that we would hear the rest of the mining industry screaming 
from here—if it was just simple mining leases—because they do roll over from time to time, and as the Premier 
knows, controversially, can be contested by other miners. The Rio Tinto case is a classic example of a lease 
being contested and, as the Premier knows, the question of who should have that mining lease was dealt with by 
a previous Labor minister. The reason I raise it is that if it is restricted to those areas with existing mining 
operations or the possibility of new mining processing operations, obviously there is nothing really that either 
this side of the house or the mining industry would say about it. But if it is about basically taking all the other 
mining leases that exist but are not covered by state agreement acts, and enveloping them into a state agreement 
act, I think the mining industry would literally be up in arms about that. That is one of the issues that I ask the 
Premier to refer to.  

The other issue relates to a simple reference in the second reading speech on the Iron Ore Agreements 
Legislation Amendment Bill—that is, the bill to amend the state agreement acts for the Hamersley Rio Tinto 
operations. The last paragraph of that speech states —  
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Other specific amendments include amendments to the Iron Ore (Yandicoogina) Agreement Act 1996 
to allow a longer term deferral of Rio Tinto’s Alcoa further processing obligations as part of the 
Bungaroo water project. 

I have looked through the Iron Ore (Yandicoogina) Agreement Act 1996, and I cannot for the life of me find 
where that amendment is that is referred to in the second reading speech. I will stand corrected as to which 
clause of the bill amends the Yandicoogina agreement to give effect to both the deferral of the processing 
obligation and the Bungaroo water project. 

Mr C.J. Barnett: While you are proceeding, I will ask someone if they can give me an indication of which 
clause it is.  

Mr F.M. LOGAN: Also, while the Premier is asking his advisers about that, it appears, from the information 
that I can gather from government, that the Bungaroo water project is a transfer of a water entitlement from Rio 
Tinto’s access to water at Millstream of, I think, some eight gigalitres, effectively to the Water Corporation, on 
behalf of the state, in exchange for this amendment that will be included in this bill. 

Mr C.J. Barnett: That will allow Rio to dewater at Bungaroo and bring that water supply in. 

Mr F.M. LOGAN: That was the next question, Premier. That still requires Bungaroo to be dewatered, as part of 
the mining operations. What will happen to that water? Remember, it is an exchange of water—the eight 
gigalitres that Rio can get from Millstream will go to the Water Corporation. Therefore, what will the water that 
will emerge out of the mining operation at Bungaroo be used for? 

Mr C.J. Barnett: Rio needs more water for dust suppression. There are limitations, obviously, on what can be 
drawn from Millstream. It would be difficult to sustain that the company would have access to Millstream, when 
Karratha is running short of water. Rio recognised that, and it basically proposed that it dewater Bungaroo and 
use that water for its operations. That will release the Millstream water for the town, and, in exchange for that, 
the government will give Rio relief on its processing obligations. That is basically what the deal is. 

Mr F.M. LOGAN: I am glad the Premier explained it, because that clarifies it for us. Can the Premier provide 
any information on what Rio Tinto intends to do in moving that water around? Is it only for its own operations 
and to serve as dust suppression at Yandicoogina, or will it then pipe that water to Tom Price? 

Mr C.J. Barnett: It is dust suppression, I understand, at the port at Karratha.  

Mr F.M. LOGAN: And for the port at Karratha as well? 

Mr C.J. Barnett: Yes. I will clarify that.  

Mr F.M. LOGAN: That is a significant pumping cost. Also, if that is the case, it may provide a long-term option 
for a future government to access that water if it goes all the way to Karratha as well. So if the Premier could 
provide advice on that detail, I would appreciate it.  

With respect to the impact of the local participation plan, there is an acknowledgment, particularly in the second 
reading speech as it is applies to the Rio Tinto state agreements, that Rio Tinto has an excellent record in these 
areas and that, over the past couple of years, local content has been in the order of 82 per cent. Certainly as a 
former minister and somebody who has been actively involved in the engineering industry for basically all my 
life, I would concur that Rio Tinto and BHP have been very good companies, along with Alcoa and some of the 
other major mining operators in Western Australia, in purchasing their major pieces of equipment—major 
plant—from engineering companies in Western Australia. However, because of the influence, I would say, of 
engineering design houses, there has been a tendency of late for companies to source some of their larger 
standalone equipment from overseas. That does include Rio Tinto. One example is ship-loaders and stacker 
reclaimers for the Rio Tinto and BHP Billiton operations. These are normally fabricated in the workshops of 
Kwinana, assembled at the Australian Marine Complex and shipped by heavy lift ship or barge to their 
operations in the Pilbara at Dampier or Port Hedland. However, recently, a number of these stacker reclaimers 
and ship-loaders have been sourced from overseas. They are a fantastic source of work for companies in the 
Kwinana strip, which are experts at fabricating those pieces of equipment, because they have been doing it for so 
long. Now that most of those pieces of equipment are completely automated and unmanned, these companies are 
at the cutting edge of designing and constructing those pieces of equipment.  

[Member’s time extended.]  

Mr F.M. LOGAN: The complaints to those companies have, by the way, Premier, resulted in a couple of those 
projects coming back to Western Australia. But when the companies go to the engineering houses to source that 
equipment, there is a tendency—I would not say it is coming from the companies themselves—for those 
engineering houses to advise the companies that they can have this work done overseas at a lower cost, and an 
internal decision is then made to have those pieces of equipment made overseas. I think it is a great idea, 
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Premier, to include local participation plans in these agreements while we have the opportunity to do so, because 
hopefully, with that transparency, it might encourage the internal decision makers in both BHP and Rio to be a 
bit more careful about sourcing that work from Western Australia. 

In terms of the debate that occurred earlier about downstream processing, and, for example, the deferral of Rio’s 
further processing obligations as part of the Bungaroo water project, it is interesting to look at what is happening 
in Brazil. Brazil is the major competitor to the Pilbara for the supply of iron ore. Even though the cost structure 
in Brazil is different from that in Asia, and significantly different from that in China, nevertheless the Brazilian 
government has taken the position that it wants its iron ore companies to further process iron ore, and those 
companies are now ramping up their capacity to manufacture components from steel and the other minerals that 
are found in that country. It is interesting also to look at the Middle East and at the transformation of gas, 
particularly in places like Qatar. All the gas in Qatar is owned by the state of Qatar. The companies that extract 
that gas are the normal majors from around the world—Chevron, Shell, BP, and others—but that gas belongs to 
Qatar all the way through until it is landed in Korea or Japan. The gas goes on Qatar LNG ships, and it is the 
state that orders those ships. The large majors are simply contractors who extract the gas for them. We then see 
what is happening in the Ras Laffan industrial park, right next to where the gas lands. The downstream 
processing that is taking place with that gas is just unbelievable. It involves chemical plants, the production of 
gas to liquid, and petrol refineries. It goes on and on. This small principality of only 100 000 people has made a 
decision that it is in its long-term interests not to ship gas simply as LNG but to transform it to a higher value 
product. It has benefitted from the income it has received from the gas by pouring it back into carrying out that 
processing onshore. We have a completely different structure in Australia when it comes to accessing offshore 
leases. In fact, we are one of only five countries in the world that allows companies to come in from overseas 
and bid for the title and temporary ownership of offshore leases for the purposes of extracting gas or oil. Only 
five countries in the world allow that to take place. In the rest of the countries in the world, the oil and gas 
belongs to the state.  

Mr W.J. Johnston: We are the only country that exports LNG that does not have direct government 
involvement. 

Mr F.M. LOGAN: I would believe that. The member for Cannington has examined that as part of a committee 
inquiry. We are one of five countries in the world that allows companies to get access without any government 
involvement. As the member for Cannington said, we are the only country that has no involvement in the export 
of LNG whatsoever. By being in that situation and by the state removing itself from the ability to determine 
downstream processing of any of our minerals or resources, whether it be oil, gas, or iron ore in this case, when 
the state withdraws itself from the field, it removes our total opportunity as a state to determine our future in the 
transformation of those resources. We effectively hand over the power of those resources to the private sector 
and in many cases in both the mineral industry, particularly the iron ore industry, and the offshore gas industry, 
those companies are overseas companies. The ability for the state of Western Australia or the nation of Australia 
to be able to encourage further processing of those materials and to have the flexibility to transform our economy 
into something other than a hole in the ground or a hole offshore is completely denied because the entire 
infrastructure is set up for export of those resources without transformation whatsoever.  

As you know, Mr Speaker, this issue was raised with us in Africa recently. State governments in South Africa 
are also trying to deal with the issue of how to maximise the benefit from their resources. Can they transform 
those resources in their own state to gain the maximum benefit from those resources? We have the same issue 
here. When a state withdraws from the ability to direct the free market and allows companies to further process 
minerals, it cuts off all its opportunities to gain the maximum value from those resources and to transform its 
economy to something other than a hole in the ground or a series of holes offshore. As I said, unfortunately, this 
agreement does just that. I know it does it, and I know the government believes that the Bungaroo water project 
is a sufficient offset to be able to withdraw from that space. Other countries in the world have pushed further 
ahead than Western Australia. They have similar types of governments that rely solely on resources and 
agriculture to drive their economy. Brazil is driven by minerals, gas and agriculture, which is very similar to 
Australia. Qatar has only one product, and that is gas. Yet those different countries—one a giant like Australia, 
the other a tiny principality—are able to transform their economies because the governments of those states have 
directed the companies involved in the extraction of those resources to further process those resources in those 
countries. As a result, they are setting themselves up for the future. That future is a higher value, higher 
technology future. Unfortunately, that will not be the case in Western Australia. It is sad that future Western 
Australians will be faced with a significant difficulty to be able to change the direction of their economy because 
of the agreements that we will leave them.  

We support the government in this package of bills and acknowledge the work that the government has done by 
including those provisions, such as the community development plan and the local participation plan. I have 
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questions of the government and I know the Premier will respond to those. Also, my comments on downstream 
processing stand. I think history will support the points that I have made in the house tonight.  

MR P.C. TINLEY (Willagee) [7.46 pm]: Mr Speaker, thank you for the opportunity to make a contribution to 
this debate. It is indeed a privilege to be speaking while you are in the Chair. Since my inaugural speech, it is 
only the second time that I have been graced with your audience. Noting the prickliness of this afternoon’s 
session, I hope I enjoy a smooth run for the next 20-odd minutes — 

The SPEAKER: Stay there, member for Willagee. 

Mr P.C. TINLEY: I would like to make a contribution to this debate and no doubt put our position in support of 
these amendment bills that have been introduced by the Minister for State Development. It is not surprising that 
with my portfolio responsibility for local content—or local jobs, as the title includes—I will home in on what 
previous members have spoken about and raise for the record, if not for clarification by the minister in due 
course, a couple of issues in the bill. I refer to proposed new clause 8D, “Community development plan”, which 
appears in a number of the agreement acts. The explanatory memorandum states — 

Requires the Company to prepare a plan which describes the Company’s proposed strategies for 
achieving community and social benefits in connection with its activities under this Agreement. 

I would be very interested if the Minister for State Development can describe in more detail the strategies for 
achieving community and social benefits in connection with a company’s activities. Is it geographic? In this 
case, I think the company is Rio. Does it relate to activities specifically where they are undertaking their mining 
or transport activities? Is it the jurisdiction? One thing I have learnt whilst investigating the issue about the 
impacts is that the social benefits need to accrue to the whole jurisdiction of Western Australia. That is my 
assessment. I say that because nearly 70 per cent, if not more, of the workforce flies in, depending on which 
project we are talking about. They fly in from many places, hopefully mostly from Western Australia, but we 
know the reality is that a lot of workers come from other parts of the country and even overseas.  

I would be interested in an explanation of the community development plan. Will it be constrained by the 
geographic proximity of the project or by the reaching impact of the project? I even toyed with the thought that 
the environmental impact statement that is required under the environmental approvals chain, which goes hand 
in hand with a lot of these things, should in fact include a socioeconomic impact statement—I think it has such a 
provision, and I would be educated by those with more knowledge than I. It should describe in any amount of 
detail the effect that the project would have on the entire jurisdiction of Western Australia and its population and 
the effect on the families of fly in, fly out workers and the health and related benefits or disadvantages of FIFO 
workers, because that is an impact of the operation undertaken by the proponent covered under these bills. It also 
has an impact on skilled jobs and on the very heart of some of our industrial sector.  

I talk of course about an area of particular interest to me. I have spent a lot of time visiting businesses in the 
Kwinana industrial area, which is typically bounded by Henderson, Naval Base, Kwinana, northern Rockingham 
and all the bits in between that we are all very familiar with. My understanding of the advice is that the Kwinana 
industrial area contributes magnificently to the benefits of the state. It produces $17 billion worth of output value 
for the Australian economy. There is a multiplier effect of about five, so there are about 25 000 jobs for every 
one directly employed. I will cite that report in case I stand corrected on some of those figures. It was the Town 
of Kwinana’s “Local Content for Significant Economic Developments 2011” paper. Across the state, the 
Kwinana industrial area would be the geographic area with the single highest concentration of employment and 
concentration of a dollar value. 

I would also like to speak about the community development plan in proposed clause 8D. Although we talk 
about those jurisdictional issues and how far the jurisdiction reaches, the proposed clause provides that, at least 
three months before the anticipated submission of proposals relating to a proposed development, the company 
must give the minister information about how the proposed development may affect the community development 
plan as proposed. I take from that that the community development plan is flexible and is not necessarily set in 
concrete. I would be keen to understand the parameters by which it might be loosely agreed to and the remit or 
the flexibility of the minister to approve or disapprove. 

My other point about reporting is that the company is required to report at least annually to the minister about the 
company’s implementation of the plan. Whose responsibility is it if a report is to be required less than annually? 
Who dictates that—the proponent or the minister? If the minister is inclined to want a monthly or quarterly 
update, or at whatever interval he or she chooses in the future, what is the capacity under the agreement to 
compel the proponent to make good with that report? This raises another issue. We have had this good faith 
negotiation between the proponent and the government about what it is going to do in a community development 
plan.  
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I would be very keen to hear from the Premier about the ability of the state of Western Australia to compel the 
proponent to implement the plan. If, in the opinion of the minister of the day, the proponent is not reasonably 
enacting that plan, what is the penalty? Any agreement requires at its heart good faith bargaining and fair play. 
But, ultimately, we need to plan for a dispute as opposed to just accepting the possibility of the success of the 
plan. If the proponent fails to deliver on its community development plan in whole or in part, what capacity will 
the minister have to compel the proponent to do that? Secondly, if it has failed in the delivery of that plan, what 
penalty can be imposed by the state on the company to make at least recompense for the failure of that plan? The 
other issue about the community development plan that I would be particularly keen to hear about is: what is the 
metric by which it will be measured? What measurement will each of these community development plans be 
audited against, and who will do the auditing? I have just been passed a note that is of some interest, and I will 
draw the house’s attention to it in due course. 

The next part that I want to focus on is the local participation plan in proposed clause 8E in the bill. It requires 
the company to prepare a plan that describes proposed strategies that the company will use, and will require a 
third party supplier to use, to maximise the uses and procurement of materials and services in Western Australia. 
I congratulate the Premier on including that part about a third party supplier. One of the gaps in the procurement 
cycle and in the change in the global supply chain to major projects in the gas sector is that often when 
companies such as Chevron, Woodside and so on outsource to single-agency engineering, procurement and 
construction management contractors, they also outsource a large degree of their responsibility. As the Premier 
has said in this place before, I think it came as a surprise to the CEOs of those particular companies that the 
people they have appointed and awarded these multibillion-dollar contracts to as single-agency EPCM have, by 
default, reverted to their global supply chains, because it is the path they know the best and it is the easiest one to 
work with rather than simply working with the existing industries in the jurisdiction that they are operating in. 
When Foster Wheeler, Bechtel Corporation and so on audit these massive contracts in downtown Houston, they 
simply walk around the block and do the deals with those companies that are also set up in downtown Houston 
because they are long established. There is nothing sinister about that; it is just learned behaviour. 

The other point about the local participation plan is that the plan is to include detailed information on the 
procurement practices that the company will adopt in calling for tenders. This is at the heart of it. This is really 
where we are at. Again, as the Premier has said in this place and in other places, he has had personal experience 
in trying to intervene on the issue. It is no good just intervening on a personal level; I believe we must have 
sustainable public policy and sustainable legislative remedies which will transcend administrations and which 
will send a very clear message to business so that it has the certainty it is always seeking about the trading 
environment it will go into. I am talking specifically about how much a government does or does not get 
involved in the business of businesses. In the procurement practices of these large projects, how much ought the 
government get involved? We on this side of the house believe that the government should get a little more 
involved than it is currently to get a sustainable long-term effect. I note the Premier’s words in 2003 in this 
place — 

Any company can comply with the letter of the obligations of an agreement Act. The real issue is 
whether the minister—it is not a matter of answering questions—is willing to roll up his sleeves and 
become directly involved in the project and its procurement.  

They were the Premier’s own words when he was on this side of the chamber. Although I think he is attempting 
to give the effect of rolling up his sleeves and dragging a few CEOs down to Henderson, Naval Base and 
Kwinana—I will listen intently to any response he cares to give—what is the transparent effect of what he is 
doing? What is our capacity, as the elected representatives of the people of this state, to scrutinise the deals that 
this government has done on the state’s behalf? There is nothing in these bills—unless the Premier can point me 
to it—that tells me about transparency. There is nothing in these bills that tells me—as any system of 
government in the Westminster system would—that the Premier will allow the opposition the opportunity on 
behalf of the people of Western Australia to place him under fair scrutiny. There is nothing in these bills. 

After procurement, I go on further to say that this local participation plan will also include details of the 
communication strategies the company will use to alert Western Australian suppliers, manufacturers and 
contractors to services opportunities and procurement opportunities. Again, as the member for Rockingham 
outlined, the Premier might well have listened to the debates in this house, to the stakeholders that of course 
made representations to him at his office and to other ministers. Clearly, one of the things I have picked up on is 
the inability of our businesses to actually thread the needle to understand what is required in these projects. I am 
not talking about just large projects. I am also talking about smaller ones and the stuff through operational phase 
maintenance that are also included. Long after the construction phase in seven to 10 years is finished—or 
however long it goes—we will be left with sustainably maintaining these projects. I would be very keen to hear 
what the “communication strategy” actually means. I would also be very keen to hear how that dovetails into the 
plans for the revision or any renovation, if at all, of the Industry Capability Network. The ICN, I believe, is good 
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but it is not good enough. ProjectConnect is good but it is not good enough. There is a real gap between the 
services offered in these portals with federal and state funds and what the businesses need. We have an industry 
out there that is patchy in the way it is innovated and the way it responds to the challenge of the rise in the 
Association of South East Asian Nations capability. Some have automated as much as they can and some have 
innovated as much as they can, but also there is the pure issue of scale. One of the biggest issues that we picked 
up on is that the capacity for Western Australian businesses to connect to each other in a like-minded, like-action 
way to come together to put a meaningful tender and a meaningful proposition to these project proponents is 
limited. I think there is fertile ground for a sleeves-up effort here on behalf of government to provide the extra 
muscle required to provide a service to the Western Australian industry that would allow it to come together a 
little better. I call it a dating agency on steroids, if members like. A consultant or a series of consultants bring 
those people together and make sure they are matched correctly in the room. There is often a mismatch in the 
room between a subordinate and a superior supplier when they are not similarly matched. It is really important 
that that is done at the outset. So, those are a couple of issues. 

Although these bills are about iron ore agreements, I want to articulate a concern relating to the industrial 
economic vision for Western Australia. Where is our economy going? Where is our manufacturing sector going? 
Where are the opportunities for Western Australian businesses to reorientate themselves to a globally changing 
market? 

Madam Acting Speaker (Ms A.R. Mitchell), I note that the chair has been vacated by the Speaker. No aspersions 
on you about what I was hoping for from the audience of the Speaker, but he just could not hang on long enough 
and I seek an extension. 

[Member’s time extended.] 

Mr P.C. TINLEY: I am asking: what is changing? Clearly there was a historic occasion in the federal 
Parliament recently when the climate change tax was brought in. Regardless of where members sit on this issue 
or what their position is, it will be law—I do not think it has been proclaimed yet—and it will give the certainty 
that businesses wanted; although the federal opposition would have us believe otherwise and does all it can to 
get in the way of giving any certainty for business by talking about fanciful notions of repealing it all. 

Mr M. McGowan: They won’t repeal it. 

Mr P.C. TINLEY: They will not repeal it; we know that. 

We also know about the compensation and the effect of that compensation on households. With some 
indulgence, I will come to my point about how this relates to the bills. The biggest macro driver of our markets, 
which we all point to, is China. When we look at what China has been doing and at what China plans for its 
economy, we can see clearly that China is going to a low-carbon-emission economy. By any estimation, in our 
small state of almost 2.5 million people with a small manufacturing sector and a small other industry sector we 
ought to be looking at what is happening with one of our major trading partners and one of our major customers 
and asking what opportunity that presents. If my numbers are correct, we have a $72 billion behemoth called the 
resource sector. The next nearest sector is either agriculture or education, but in value they are both in single 
digits. Too often we hear in the debate that we need another industry to offset the size or the impact of the 
resource sector. I do not at all subscribe to that view. It is not an either/or debate; we can have both.  

I am asking: what in the resource sector can we go into and find opportunity to leverage from? I cite remote 
power generation using renewable or hybrids as one example, but where would that come from? Where would 
the expertise come from? Where would the entrepreneurial flair come from? A couple of companies in Western 
Australia set up 15 projects under the federal solar flagships program to fund the commercial gap between them. 
Mid West Energy, I think, was one, which out of all the ones I reviewed I thought was the most compelling. It 
was $200 million short of being commercial in its set-up. However, it had off-take agreements with Mid West 
miners and a range of things technically going for it, but not one of those 15 projects got up under the solar 
flagships program. I suspect that it had more to do with the fact that Mid West Energy was not part of a network 
solution such as companies on the east coast. It might also be the general attitude on the east coast, particularly 
in the places where some of those decisions are made, that Western Australians are regarded as just a bunch of 
quarry hoppers who rip it, dig it and ship it. There is nothing further from the truth. 

When we actually investigate what is happening inside the resources sector and look for these innovative 
opportunities, we find that they exist all over the place. One such example is what we call resource 
productivity—rather than what some as a distraction call labour productivity. Resource productivity refers to 
getting more out of each tonne. I visited Naval Base and looked at an iron ore beneficiation pilot plant being 
built there by a Western Australian company, GF Engineering. It was designed by an engineering company in 
Balcatta called MSB Projects, which had been in the engineering game for over 40 years. I talked to the people 
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there and about how they stole the project from the proponent in India and took it over as a rapid prototype. It is 
a really good example of innovation. The beneficiation plant as a pilot plant will process about two million 
tonnes a year and go through the tailings and the overburden of the existing mines for one of the major iron ore 
producers. It will take a 58 per cent fee and bring it up to high-grade shippable ore that will be blended with the 
company’s stockpiles. That is a good example of where I think our economy is going—from the old smokestack 
industries to a skilled services sector.  

I do not see any vision for that skilled services sector in either the Iron Ore Agreements Legislation 
(Amendment, Termination and Repeals) Bill 2011, the Iron Ore Agreements Legislation Amendment Bill 2011, 
the policies of the government, or even in the government’s local industry participation framework. There is no 
mention of where the economy of Western Australia is going and what the government is doing about assisting 
industry to reorientate. We have done it with other industries. We did it in dairy and we should be doing it in a 
range of other livestock industries, and other parts of the industry. We did it in education, and I do not see why 
we would not do it in our manufacturing process. 

We can look to see where China is going. A report published in The New York Times today states — 

… China on Tuesday issued the most comprehensive document yet on its plans and negotiating 
positions on emissions.  

The article continues — 

The report said that China achieved a 20 percent reduction in carbon emissions between 2005 and 
2010 — 

That is 20 per cent; think of the size of that country — 

and plans to cut another 17 percent by 2015.  

Mr I.C. Blayney: I don’t think you’re right. Their carbon emissions go through the roof; what they are talking 
about is their efficiency. 

Mr P.C. TINLEY: Correct; that is right. It is funny that the member should hit on that, because that is the key 
issue. As I said a couple of sentences ago, too often we talk about productivity on the basis of labour 
productivity and how much more we can get for the dollar spent on labour. We will never be cost competitive 
with Asia—not in our lifetime. Maybe we will be in the future, when its compliance input costs are the same as 
ours and it has compulsory superannuation and occupational health and safety and those sorts of things, but as 
things currently stand, we will never be cost competitive with Asia, particularly when a command economy like 
Vietnam or China sets the price on a range of subsidies. So, the report is not wrong, and the member is right; it is 
in relation to its efficiencies. We have to talk about the productivity of our resources, because it is, I think, the 
most fertile ground for opportunity because of the global trend to become more efficient with less. The member 
is right when he says China has achieved a 20 per cent reduction in carbon emissions between 2005 and 2010; 
straight out, it has, and it plans another 17 per cent reduction. But just to verify what the member has said, the 
article continues — 

This means that while China’s overall carbon emissions will rise along with its economic output, its 
industries will become more efficient.  

Again, China is working towards becoming more efficient. It has made an informal statement that it would 
actually like to see its car industry produce a car without steel. Its ambition is not to buy more iron ore than it 
absolutely needs to; its ambition is to need it less. It is about its own security and economic future. China is up to 
its twelfth five-year plan. The tenth five-year plan was building infrastructure—it did it; the eleventh five-year 
plan was building cities—it is still doing that and it is finishing that off; and the twelfth is an economic planning 
document that was endorsed by the National People’s Congress on 14 March 2011, and it was about climate 
change and energy. One of our major trading partners is moving to resource efficiency. Where in these bills and 
the local industry participation plan and the government’s plan or vision does it say that we need to move to a 
skilled services sector because the global economic circumstances have changed, and this is how we are going to 
do it? The global economic outlook is for resource efficiency and productivity through those sorts of efficiencies. 
China will achieve it. China has the world’s largest installed renewable energy generation plant; in the five years 
to 2010, energy consumption per unit of gross domestic product fell by 19.06 per cent, nearly meeting the 20 per 
cent goal set in the eleventh five-year plan.  

The final point that is not attended to in these bills—I think it is remiss—is the idea of design and where the 
design of these is projects going. I am talking about all major proponents that undertake major projects, such as, 
particularly, the stadium and other public works that should be no less immune from the sort of scrutiny that is 
applied to resource project proponents. When we talk about design, we are talking about some of the issues that 
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our companies have to face, and in my final few minutes I would like to turn a couple of documents, one of 
which is the Chevron specification document for modularised structural steel fabrication and welding. This is 
part of Chevron’s standing engineering documents for all its construction, and for welding the document 
states — 

All structural welding, materials and procedures shall be in accordance with AWS D1.1 “Structural 
Welding Code – Steel” — 

Members might ask what is AWS D1.1. Under Chevron’s rider documents, it is the American Welding 
Standards D1.1 and it covers what steel is to be used, how it is to be welded, the class of person who can do it, 
and so forth. Businesses in Kwinana, Naval Base, Kewdale, Balcatta and everywhere else have to comply with 
that to be competitive. They have to be able to weld to US welding standards—not only that, but also they have 
to meet the quality control issues. 

I also hold in my hand a Woodside document entitled “Projects Division — Structural Steel Material 
Specification”. This is the standing document for all projects, unless otherwise waived by the chief engineer, that 
the company, or any of its suppliers, has to attend to. Under “Codes and Standards” the document states — 

The following Codes and Standards shall be applicable.  

They are API, American Petroleum Institute, and ASTM, American Society for Testing Materials, Standards. So, 
once again, businesses wishing to work for Woodside need to comply with the costs of adjusting to American 
petroleum standards, although there is an equivalent Australian standard. That is unfortunate and costly, and it is 
a roadblock. Something needs to be done about the standards.  

Lastly, I have a Rio document. I hold in my hand the “Rio Tinto Iron Ore Expansion Projects Standing 
Specification for Fabrication and Assembly”, which states that — 

All steel plate shall be Grade Q345 to Chinese Standard … 

That is another failure of this government. 

MR J.C. KOBELKE (Balcatta) [8.17 pm]: I rise to make a few comments in support of the Iron Ore 
Agreements Legislation (Amendment, Termination and Repeals) Bill 2011 and the Iron Ore Agreements 
Legislation Amendment Bill 2011. I also seek to elicit some information from the Premier with respect to one 
aspect of matters contained within one of the bills. I will be mainly talking to the bill that applies to Rio—
namely, the Iron Ore Agreements Legislation Amendment Bill 2011—but that, of course, crosses over with 
respect to BHP Billiton. I certainly want to commend the Premier on being able to increase the royalty rates, 
particularly those covering fines; it is of great advantage to the state. The previous government, under Alan 
Carpenter, had renegotiated how these fines royalties would increase, but the negotiations were not concluded 
and delivered. The current Premier was presented with a fantastic opportunity when BHP Billiton and Rio Tinto 
sought to combine their operations—something they could not do without the approval of the government of the 
day. I commend the Premier in having taken advantage of that opportunity to drive a good bargain for the state 
and get agreement to increase the royalty rates and bring the royalty rate for fines in line with that for lump ore; 
these bills are the fulfilment of that work. The Premier took the opportunity, and I think he generally got a good 
bargain, and a lot of detailed legal work would have gone into finalising these agreements before they appeared 
in this legislation.  

In the second reading speech to the Iron Ore Agreements Legislation Amendment Bill 2011, the Premier 
stated — 

To put this in context, Rio Tinto has announced its 333 million tonne per annum target expansion 
program for its iron ore expansion in the Pilbara, which is planned to be achieved by the end of 2015 
and through an expansion of its mines, port and rail capacity at an estimated investment of about 
$15 billion. 

I have tried to read the Iron Ore Agreements Legislation Amendment Bill 2011 and the Iron Ore Agreements 
Legislation (Amendment, Termination and Repeals) Bill 2011 but, honestly, I cannot understand them because 
they are too legalistic. They amend a detailed agreement act. I have a simple question for the Premier: did most 
of the major expansion projects require a tick-off by the government under the existing agreement, or could that 
be done through the Mining Act? 

Mr C.J. Barnett: Under the agreements, yes, generally, but the main aspect that facilitates that is their ability to 
now combine and integrate their infrastructure from one agreement to another, which this legislation allows. 
That is what was holding them back. 

Mr J.C. KOBELKE: Will that reduce their administrative complexities and costs? 
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Mr C.J. Barnett: It allows them to optimise volumes through rail and handling facilities and ports. They can 
shift ore from one agreement to another and it allows them to develop a whole system instead of doing it 
piecemeal. 

Mr J.C. KOBELKE: I thank the Premier for that. Was a cost–benefit analysis done on that; and, if so, is it 
commercially confidential? 

Mr C.J. Barnett: I am sure that the companies probably determined the value to them. I don’t think the state 
government was in a position to do that. There were certainly long and hard negotiations. I think it is a fair 
result, in my judgement. 

Mr J.C. KOBELKE: I certainly think it is fair. I am trying to get a rough measure of what the state has given 
and what the state has got back. 

Mr C.J. Barnett: I do not think that the state, in reality, has given much away, but without the state allowing 
this integration of infrastructure, the companies could not do it. Essentially, I do not think that the state gave 
much away but we extracted a price for what we did do. 

Mr J.C. KOBELKE: Could the benefits to the companies potentially be hundreds of millions of dollars? 

Mr C.J. Barnett: No doubt about it. 

Mr J.C. KOBELKE: I thank the Premier for that. 

The bills also contain local participation and community development plans. Again, I commend the government 
for that. I believe that, generally, the two big players covered by this legislation have a fairly good record on that 
compared with some of the other players in the resources sector. Although we exhort them to do better, and I 
think they can do better, we must acknowledge that they have made reasonably good contributions to the 
community through their local participation practices but, of course, we would always like them to do more. 
Other members have spoken on that issue and, although I believe that is important, I do not want to delay the 
house. 

Therefore, I will go straight to the matter that I am seeking to get a better understanding of, which is what will 
happen and what the potential trade-offs will be, because I cannot find anything on the public record that 
explains it and nor is it contained within these bills. At almost the end of his second reading speech on these 
bills, the Minister for State Development says — 

Other specific amendments include amendments to the Iron Ore (Yandicoogina) Agreement Act 1996 
to allow a longer term deferral of Rio Tinto’s further processing obligation as part of the Bungaroo 
water project. 

This ties in with the growth in the Pilbara. Again I put on the record at the outset that the current government is 
putting a huge effort into developing the Pilbara and is to be commended for that. The amount of money going 
into developing sustainable cities and towns is a great objective in general and the government is putting 
considerable effort and resources into doing that and must be commended. However, I do not think the 
government has always handled it well because it does not plan and do things according to a proper planning 
strategy. An idea tends to be kicked off by the desires, initiatives and inspirations of a particular minister or the 
Premier and the projects tend to come unstuck at times because the government simply does not plan properly. 

Before I come back to the specific issue of the variation that allowed the deferral of Rio Tinto’s processing 
obligations as part of the Bungaroo water project, I will quickly go through this government’s failure on the 
provision of water in the Pilbara. This government was elected in September 2008 and by May 2010 it had put 
up $2.5 million for water projects to test the feasibility for what was to be done in the Pilbara. After 18 months in 
government, it suddenly realised that the provision of water would be a problem because of all the work being 
done in the Pilbara, the extra people who would be living there and the iron ore, oil and gas companies that were 
expanding at a great rate. The lights went on, it seems, after 18 months and the government decided that it had to 
do something. It called for expressions of interest and received 24 proposals, of which it funded nine at a total 
value of $2.5 million in May 2010. Later that month, the then Minister for Water, Minister Jacobs, released the 
“Pilbara Regional water plan 2010–2030”. This was a high-level but general document, although there was no 
commitment to major infrastructure. It was just a broadbrush approach to some of the issues and resources but it 
did not have a plan on how to bring those things together to deliver water to the growing industry demand and 
the growth of the cities. In July 2010, an expression of interest process was announced to identify water source 
options for the west Pilbara. Again, that was driven by the Pilbara Cities plan, the growing population and the 
growing demand for iron ore production, which would demand more water. Until October 2010 that area had 
been dry. Harding Dam and the Millstream water reserve, which are the two major water sources for Karratha, 
were not looking too good, so the government decided to build a desalination plant near Karratha at a cost of 
$370 million to produce just six gigalitres of water a year. According to the original media statement—sorry, I 
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do not know if it was a media statement, but the media covered the event because I think there was a cabinet 
meeting in Karratha at the time—the undertaking given to the media was that that would be commissioned in 
April 2013. In fact, The West Australian on 26 October 2010, in an article headed “$370 million desal plant for 
Burrup Peninsula” said that construction would begin “almost immediately”. That is not in quotes in the article, 
and perhaps the media got it wrong, but the impression created by the government at that time was that there was 
some urgency for the plant and that the government would have to build the very expensive desalination plant to 
produce a very small amount of water. The plant was to cost $370 million to produce six gigalitres a year at a 
cost of about $7 a kilolitre. That compares with the Kwinana desalination plant, which was built three or four 
years before and which cost $387 million, including some of the integration infrastructure. The actual Kwinana 
plant therefore cost less than that amount. The Kwinana desalination plant produces 45 gigalitres at about $1.50 
a kilolitre. The Pilbara desalination plant is producing about one-eighth of the supply for about the same cost, 
although the costs would have escalated in that time. It is very expensive water, and the plant needed to be built 
because the government had not done the planning. The government suddenly found that the huge development 
driven by the resources companies in the area and the government’s own planning to increase the population was 
not sustainable without doing something about the provision of water.  

The announcement for the desalination plant occurred in October 2010. In December 2010, other media releases 
from government ministers said that the government could develop new housing lots in a number of towns 
throughout the Pilbara because the government had found more water. That water did not relate to the 
desalination plant, which would take at least three years to bring on stream, but to water efficiencies and 
improving some of the smaller sources that were available to supply the towns in the Pilbara. That was a stopgap 
measure to keep things going until the government could build the desalination plant and find other water 
sources that would produce more water and be more reliable. 

We have seen throughout the whole history of this matter that the government has been caught out because it 
simply did not plan ahead. Having been the Minister for Water Resources in the previous government, I know 
that part of the problem was that the agreement acts with which we are dealing gave certain rights to the 
companies. Obviously they wished to protect their interests in that water because they needed it for their 
business. At the time I was the minister, we could not reach an agreement. Until the announcement of the 
desalination plant, this government clearly could not reach an agreement with the companies either. We now find 
that there is an agreement. The point I am coming to is that there has been very little explanation of that. Part of 
the scenario that unfolded that gave the government a chance to do a deal with Rio Tinto—the deal certainly 
looks as though it will benefit both sides, but that is what I would like some more information on—is that we had 
a very good wet season in the north and Harding Dam filled and the Millstream aquifer was recharged. At the 
end of summer in May 2011, the government could announce that it was going to defer the desalination plant. I 
will quote from the Pilbara News, because again I could not find a media statement from the government saying 
that the government was going to save $370 million because it did not need to build the small desalination plant. 
However, in the Pilbara News on Wednesday, 25 May 2011 was a story headed “‘No’ to Water Plant due to 
Heavy Rains”. I will read a couple of brief paragraphs of that article, if I may. It states — 

“Harding Dam is currently at capacity while, before the cyclone season, it was only 20 per cent full,” 
Mr Marmion said. 

“The Millstream aquifer, which is also used as a drinking water source for the West Pilbara Water 
Supply Scheme when required, has also been fully recharged by the very heavy 2010/11 wet season 
rains. 

“Harding Dam at full capacity provides drinking water for up to two years, and in combination with the 
healthy state of Millstream, provided the Government with an unexpected opportunity to re-examine all 
options.” 

That was a quote from the then Minister for Water, Hon Bill Marmion. The government got a window of 
opportunity; it had a couple of years because of the good rainfall, so it could shelve this very expensive 
desalination project and sit down to talk to Rio Tinto about how it might better align water resources with 
demand. Clearly, Harding River Dam and Millstream aquifer will not, in the longer term, provide sufficient 
water. The companies, in their expansion, were going to have to carry out mine dewatering, of which some water 
would be potable and some would not, and the potable water might not be conveniently located to where it is 
needed. There is a whole complex mix there of finding where the water is, where it can be provided to, and the 
costs involved in doing so. The government had an opportunity because of that very good wet season and knew 
that it had security of supply for a couple of years, so it was able to sit down and negotiate a more sustainable 
and cost-effective option. 
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The Minister for Regional Development and the Minister for Water put out a press release in September 2011 to 
say that a deal had been done; that deal is now part of the bills before the house. Again, I will quote very briefly 
from that media statement, which is headed, “Water supply secured for the West Pilbara”. It states — 

Future water supplies for Karratha, Roebourne, Dampier and Wickham have been secured by a new 
agreement between the State Government and Rio Tinto Limited, leading to the deferral of a planned 
desalination project. 

Regional Development Minister Brendon Grylls and Water Minister Bill Marmion said under the new 
agreement Rio Tinto would surrender its annual entitlement to water from the Millstream aquifer. Rio 
Tinto will develop its own alternative water supply from the Bungaroo Valley at an estimated cost to 
the company of US$310million. 

A bit further on the press release states — 

Mr Grylls said that in return for surrendering its allocation from the Millstream water supply scheme it 
built 40 years ago, some of Rio’s secondary processing obligations under Agreements with the State 
would be amended. The State and Rio will jointly develop a proposal to upgrade the existing water 
supply infrastructure and increase its capacity. 

My question is therefore: why have we not had any explanation of the details in this? I think it is actually 
important that the public understands what has been put in place. Rio is going to spend $US310 million; I 
presume that some of that is unavoidable, because its current rights to Millstream will not meet its expansion. I 
assume that Rio Tinto needs more water and that it will therefore have to invest in infrastructure to provide the 
water it needs. The $US310 million might be beyond the cost of simply replacing Millstream, but there is no 
explanation of that. I would like to have some understanding of what is actually proposed in the Bungaroo valley 
scheme. Where will the water  come from? Will the water be totally a right for Rio? That might be a very good 
thing, but it is not explained. How much water is it likely to produce, and will it sustain the industry into the 
future? None of these questions have been answered. 

It was also claimed in the media statement that the state government and Rio Tinto would jointly develop a 
proposal to upgrade the existing water supply infrastructure, but there is no detail on that. Are we just talking 
about the town supply there? Are we talking about the major delivery pipelines? I hope that the Premier can 
provide an explanation so that we can understand what is happening in the water arena, given that this issue is 
clearly, from his second reading speech, part of the bills before the house. Again, I confess that I have looked 
through the bills and I cannot find any detail that explains any of that. Of course, the technical detail in an 
agreement act would not necessarily go to an explanation, but I cannot even find how it is connected. The 
Premier said in his second reading speech that it is, so it is clearly a matter before the house. I hope that we can 
have some explanation of that. 

My last question—I will not seek an extension—is: given that the initial statements led people to believe that the 
desalination plant was going full speed ahead, did the cancellation of that project lead to any liabilities with the 
people who had been contracted to develop it? Was it not so far enough afoot that it could just be cancelled, and 
the Water Corporation had done some work that was not really going to be productive? I would like the Premier, 
in his response, to explain whether there were any outstanding liabilities that accrued from cancelling the 
desalination plant project in Karratha. 

I strongly support what the Premier is doing here; I just think, in the interests of openness and transparency, that 
we should have a bit more explanation about what is happening in the water arena, given that one of these bills 
enables those changes to take place and to provide a better basis for the planning and supply of water in the 
Karratha area. 

MR C.J. BARNETT (Cottesloe — Minister for State Development) [8.35 pm] — in reply: I thank members 
opposite for their comments and, in particular, their support for the Iron Ore Agreements Legislation 
(Amendment, Termination and Repeals) Bill 2011 and the Iron Ore Agreements Legislation Amendment Bill 
2011. I also thank the member for Rockingham as manager of opposition business for agreeing to these bills 
being treated as urgent legislation and, indeed, being debated cognately.  

In response to some of the comments made by the member for Rockingham, it is true that the proposed merger 
of BHP Billiton and Rio Tinto’s operations provided an opportunity for the state to renegotiate, first, concessions 
and then the difference between fines and lump royalties. They were long, extended negotiations—two rounds of 
them—and the company derived benefits but not, in my view, at any great real cost to the state. Of course, the 
state derives benefits in the form of income. 

As has been explained by members, this is a two-stage increase in royalties for fines, from 5.625 per cent to 
6.5 per cent next year and to 7.5 per cent the following year. In respect of that, the extra $1.9 billion to be 
collected over the four years relates to a significant increase in the fines royalty rate. Although going from 
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5.625 per cent to 6.5 per cent to 7.5 per cent does not sound like much, it is actually a 40 per cent increase in the 
rate. Although the increases relate to the BHP and Rio agreements, the Minister for Mines and Petroleum will 
also administratively amend the rate for fines in the Mining Act. In other words, Fortescue Metals Group or any 
other producer will also pay the higher royalty rate, so the total of $1.9 billion extra is not only from BHP and 
Rio; it is across the whole iron ore industry, although obviously the vast majority of it will come from BHP and 
Rio. 

As to the assumptions made, fines and lump iron ore are now of equivalent value in the market, at around $120. 
There are obviously vagaries—vagaries in iron ore prices, vagaries in production levels and vagaries in exchange 
rates—but these are relatively straightforward, conservative estimates. The state collects at present, in total, 
around $4.2 billion in resources royalties. Iron ore is already the major component at $3 billion, so it will 
become even more important. 

The member for Rockingham also raised issues about benefits to the regional area. Under the royalties for 
regions program, this will be a bonanza for regional Western Australia, including the Pilbara. More money will 
flow through there, given the 25 per cent commitment. 

Mr M. McGowan: I thought you excluded this. 

Mr C.J. BARNETT: We are talking about a cap on the royalties for regions program, so there is a deferral. That 
will come to a future issue about a future fund. 

Mr M. McGowan: But you excluded the increase in the royalties from the royalties for regions program. 

Mr C.J. BARNETT: In the previous one, but this will flow through in due course, in my view, ultimately. 

Mr M. McGowan: Ultimately? 

Mr C.J. BARNETT: Ultimately, yes, because there will obviously be some renegotiation of the royalties for 
regions package, and I expect that this will be in some way incorporated in it, but that is something for the 
future. For the moment it is not flying, because there is a cap on royalties for regions. However — 

Mr M. McGowan: No, if I can just clarify that: that wasn’t what the Minister for Regional Development 
announced. He said—or perhaps you said—in the budget that the increases to the royalty rates would be 
excluded from the royalties for regions programs in order to quarantine it for state debt. 

Mr C.J. BARNETT: Perhaps I might clarify that later for the member.  

As members acknowledged, the local participation plan and the community development plan have been agreed 
and placed in this. Members will probably see the first explicit example of a community development plan when 
the agreement act for Wheatstone comes before the Parliament. That plan has been negotiated between the state 
and Chevron and its partners on the advice of the local authority.  

Mr M. McGowan: Are those local participation plans a good idea?  

Mr C.J. BARNETT: A great idea; a wonderful idea. I give due credit to members opposite, who raised the issue 
of local participation. We do not necessarily agree on every aspect of it, but we have, as I foreshadowed in the 
Roy Hill agreement, listened to that and we will bring it into future agreements. That is exactly what we have 
done. I hope it works. I hope it does work better. As members have acknowledged, both BHP and Rio Tinto 
achieve very high rates of local participation, of around 85 to 90 per cent. If we can sustain that, I will be 
pleased. I give credit to the member for Rockingham and others. With respect to transparency, again I will look 
at that. I think we have to be careful. If these participation plans are to be made public, I know exactly what the 
companies will do; they will basically dumb down the plans. They will not include commercially confidential 
information; they will make them general statements and they will be of less value. I think members have to be 
very careful there. One method, which has already been used, is to report generally on local participation rates in 
projects. If members want to make it all public, they will get less information. That has been the experience in 
this sector for a long time. That, I guess, is a step yet to be taken.  

The member for Rockingham raised other issues. He made some comments about this reflecting a move away 
from further processing. I do not believe it necessarily does. As I have said before, the model of further 
processing that was put in place during the 1960s has not achieved what people hoped for. We do not have a 
steel industry, we do not have a chemicals industry and so on. I believe the key is to attract the customers of the 
resource projects to set up their operations in Western Australia. We are seeing some progress taking place, 
albeit slowly. The key to that is energy costs, as mentioned by several speakers. Equally, the key is to have a 
developed industrial site with regular water, power, port facilities, rail facilities, a labour force and a township. If 
we can do that, it will lower the entry cost of a processing plant. That is what the state government is seeking to 
achieve.  
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Mr W.J. Johnston: At Hearson Cove, five sites are lying vacant. How far progressed are we on attracting 
industry to those sites?  

Mr C.J. BARNETT: I think there are good prospects that we will see a further industry go in there shortly and 
commit to that. That is an example of trying to develop a purpose-built site. That came out of the loss of some 
gas-to-liquids projects in the late 1990s and early 2000s, when the lack of a purpose-built site meant that the 
projects did not happen. Several projects went to places such as Trinidad and all over the world.  

The outer harbour project involves a big investment by BHP. As they say, in reality it is probably bigger than its 
Roxby Downs project. The production limits have been lifted on this project. That is a substantial benefit to the 
company that it can basically trade out those obligations. Questions were raised about why we have rail crossing 
issues there. It is interesting. Often the government, and quite rightly, is criticised for delays in project approvals. 
I can say that some of the biggest delays and complications in the Pilbara have been disagreements between the 
companies—they have had nothing at all to do with the government. The thing they disagree over most is one 
rail line crossing another. This clause was put in at the behest of government to give it a stronger hand to force 
crossovers to be put in place, so that we do not get ridiculous situations of rail lines diverting for hundreds of 
kilometres simply because two companies cannot agree. It is not always government that is the cause of delays 
or inefficiencies.  

I will come back to Bungaroo later, because other members spoke about it.  

The member for Cannington spoke about training needs. If he wishes, I will try to get him some further 
information on training done by these two companies. I do not have that readily available. Although he did not 
mention it, I think he would also agree that these companies are the largest employers of Aboriginal people in 
Australia. That is significant. They also have a responsibility for the training and development of their staff.  

There were also some issues about applying future funds and the like. I think there is substantial merit in that. 
We can have a future fund in two forms. We can either develop a natural resource and put the money in the bank 
or leave the natural resource in the ground. Each can achieve the same purpose. That is something that maybe the 
Gillard government does not understand. There has been an element of planning for the future out of these 
negotiations. From the first round of negotiations with BHP and Rio Tinto, members will recall that $350 million 
was put into a Treasury account for the purpose of funding the children’s hospital. That has been progressively 
topped up and now stands at $575 million, which will basically pay for the construction of the building but not 
its fit-out. Also, we have put $70 million aside for the stadium. Although we are still 18 months to two years 
away from construction starting, we will continue as a government to pre-fund those two projects basically out 
of our mining royalties. That is an element of developing a more formal future fund. Our ability to do that will 
very much depend on what happens with issues such as the GST.  

The member said that he thought the royalty deal was a good deal. I agree; I think it is a good outcome. He 
commented on energy. I agree that security of energy supply and price is probably the most critical economic 
issue for the state. Although I do not claim things will get better immediately, a number of projects are now 
coming on that will significantly increase gas supply into Western Australia. As an aside, I think there are a lot 
of reasons to be very encouraged about onshore gas in the Canning Basin. Although it is tight gas, it is clearly a 
very, very large resource. It may not be developed for some time, but it provides long-term energy security for 
domestic supply in this state.  

The member for Cockburn indicated his support for the bill and talked about local participation, which he has 
done before. He raised the issue of other leases and tenures coming under the agreements. I have been advised 
that they relate only to infrastructure, which I think will placate him. His concerns were with the mining leases. I 
perhaps misled him at the time, but it is infrastructure leases—railway leases and the like—that will come under 
the agreement acts that are not already there.  

I think the Bungaroo water situation is a good outcome. The member for Balcatta raised that issue in his 
comments. He is right. We did, as a government, commit to a desalination plant. It was a somewhat rushed 
decision. Karratha was running out of water and at the time we had little option. I agree. At the time everyone 
realised that this was not a very good outcome. As it happened, a couple of cyclones came through and filled up 
the Millstream aquifer and the Harding River Dam. That gave us time and allowed the negotiations with Rio to 
progress. I think Rio, to its credit, became increasingly aware that it had a corporate responsibility to 
independently supply its own water needs. The argument was run by the member for North West and others that 
it was not particularly acceptable to see the water from Millstream being used to suppress dust on stockpiles 
when the town was running out of water. I think that played out in the background. In addition, the state 
indicated its willingness to negotiate some of the further processing agreements. That was probably a new 
dimension that came into it. I think that Bungaroo also formed part of Rio Tinto’s forward planning for 
increasing its iron ore production. I guess, in a sense, all the ducks lined up. The proposal is that Rio will build 
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an 80-kilometre pipeline connecting Bungaroo to Millstream, and Rio and the state will share an upgrade to the 
pipeline to Karratha. Rio Tinto’s water will now effectively come from Bungaroo. It all goes in the same pipe, 
but its water allocation will come from Bungaroo. That will free up the water from Millstream for use in the 
town and other purposes, and basically secures the water supply for both industry—Rio Tinto—and Karratha for 
quite a period into the future. That buys time and allows projects like Pilbara Cities to proceed knowing that 
there is a water supply. There are other issues. Onslow is an example  

Mr J.C. Kobelke: Do you have an indicative cost of duplicating or doubling the pipeline from Millstream to 
Karratha?  

Mr C.J. BARNETT: No, I do not, but I will endeavour to provide that to the member. I will find that later.  

The member for Cockburn made comments about processing in Qatar and the like. Yes, there is a lot of 
processing in Qatar. But the price of gas in Qatar is extremely low, if not close to zero, and when it produces oil 
and other products, and it has such vast gas reserves that it can basically price gas at next to nothing—50c, or 
whatever, compared with $7 or $8 a litre here—it will attract gas-intensive industries. That works for Qatar. I do 
not think it is a model that we can use here.  

The member for Willagee talked about environmental assessment and argued, I think, that there should be a 
social impact component. I do not deny the importance of social impact. But I do, in my mind, make a 
distinction between the two. An environmental assessment should be an environmental assessment. In my view, 
it should be scientifically based and objective, and should stand on its own merits, good or bad. If we start to 
include in that social impacts, we will, by definition, get into subjective areas and value judgements. I think a 
social impact assessment, if it is to be done, should not be part of an environmental assessment. An 
environmental assessment is basically a scientific and technical exercise and should be conducted and seen as 
such. But obviously more social impact assessments are being done; for example in the Browse liquefied natural 
gas precinct. 

Mr P.C. Tinley: Is it going to be constrained to the geographic location, or is it going to have a wider reach in 
the rest of Western Australia?  

Mr C.J. BARNETT: It will primarily be in that geographic location. We might get into fly in, fly out, but I 
think that is a related, but separate, issue. On a project such as the Browse LNG precinct, clearly there will be a 
social impact of that, hopefully a good one, but some would argue a bad one. I think most of the iron ore 
expansions are basically in an iron ore province. I do not see major implications. An area such as Wheatstone, 
where we are bringing a new project into a small community, clearly has a social impact.  

The member referred to rolling up our sleeves and getting involved. That is necessary. I think most ministers in 
mining or resources have done that from time to time; I think it needs that. We cannot put down in legislation or 
procedures or processes something that will cover every contingency. Sometimes it requires nothing more than a 
bit of commonsense and getting involved. A recent example I would think was significant was taking the four 
CEOs to Kwinana. 

Mr M. McGowan: How recent was that? 

Mr C.J. BARNETT: This year, twice—not bad. I can give other examples. I am not boasting. Other ministers 
who have held the portfolio could do the same. On the topside modules for the Laminaria project, I remember 
being directly involved with the unions and the companies in having that work done at North Fremantle quay. 
That was quite a big job and a lot of work. It helped a few companies to survive at a difficult time. Another 
example is that the towers for the Albany wind farm were to be built in India, and I intervened as a minister and 
got them built here. I do not think we can plan for that. It is just a matter of getting involved. There will always 
be a role for a minister and a department to simply do what is commonsense and practical.  

Comments were made about the future of manufacturing. That is probably a debate that I do not think directly 
relates to this, but it is an important issue. Whatever one might think about the carbon tax, I believe it is a real 
threat to Australian manufacturing jobs. Although the Gillard government hopes that industry will adjust to 
cleaner energy forms or will put in more energy-efficient methods of production, I fear that for many companies, 
the simplest solution will be to close the Australian plant and import the product, or establish a plant offshore. In 
Australian manufacturing, we are generally talking about old plants and old equipment. So that will be the 
temptation. Ironically, I happen to believe that the future of much of Australian manufacturing will be in 
Western Australia, and that the mining state will increasingly come to be seen as the manufacturing state. That is 
not understood in Canberra. It is certainly not understand on the east coast. But they may be in for a surprise over 
the next few years.  

Comments were also made about design and engineering. If we take a company such as Chevron, which the 
member for Willagee referred to, this is Chevron’s first big project in Western Australia in which it has been an 
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operator. It is hardly surprising that its engineering and design will be coming out of Houston. It will be similar 
to what it has done elsewhere around the world. I think that although Chevron has two huge projects underway 
in Western Australia, it has something like 30 or 40 projects around the world in excess of $1 billion in value. So 
those projects will clearly have a consistency. We will have to work with that and make sure it does not 
discriminate. Equally, local fabricators will have to reach that standard or specification. There will have to be a 
bit of movement on each side. But again, if I can use Chevron as an example, Chevron is very quickly building 
up its staffing and professional expertise in Perth. The company told me the other day that 25 per cent of the 
work done in Perth is actually for projects overseas. So, Chevron is not only doing its local projects, but also 
using the expertise it has built up here for projects offshore. Another example we have talked about in recent 
weeks is the Western Australian mining services sector, which is the major player now in the development of the 
African mining industry. So, the world is becoming more global. Hopefully, companies will relax some of their 
specifications and the local fabricators will rise up and meet them. I actually believe that will happen, but there 
might be a bit of heartache along the way. 

The member for Balcatta, again, like other members, supported the legislation. He commented on local content. I 
think I have answered the questions on desalination and water, which were his main points. It was fortuitous. 
Had it not rained, we probably would have been building a desalination plant in Karratha. That plant would have 
been very expensive, and it would have looked pretty silly if the rain had come halfway through construction. 
We can be lucky in this world—not only did it rain, but it rained in time! 

Mr J.C. Kobelke: Some of the other states, like Queensland, have spent a huge amount on desal, and it rained, 
so they did not need it. 

Mr C.J. BARNETT: As an example, if I quote the Victorian Premier correctly, the desalination plant in 
Victoria costs Victorian taxpayers something like $4 million a day, and they will probably never use the water 
from it. 

Mr P. Papalia: You should give Graham Jacobs the credit for all that praying! 

Mr C.J. BARNETT: Well, it paid off! 

Mr M. McGowan: And then you sacked him!  

Mr C.J. BARNETT: Well, life can be cruel!  

To my knowledge, I do not think there was any liability or penalty on the Water Corporation as a result of that. 
There had always been plans, as members know, for a desalination plant in Karratha, and a decision was made, 
shortly after it rained — 

Mr J.C. Kobelke: There was already one there, but that was built for the plant on the Burrup. 

Mr C.J. BARNETT: A small one, yes.  

I think that answers most of the questions. I know there are some proposed amendments. I just want to make the 
point—I think members opposite understand this—that although there is a facilitating bill, and in theory that can 
be amended, it relates to a signed and agreed variation that cannot be amended. That does not stop members 
from moving amendments, or at least discussing them. But there is no scope to change the actual variation 
agreement. That has been signed, and that is now legally binding on the companies and the state. I thank 
members for their support of the bill. 

Question put and passed. 

Bill (Iron Ore Agreements Legislation (Amendment, Termination and Repeals) Bill 2011) read a second time.  

Leave denied to proceed forthwith to third reading.  
 


