6. Potential Economic Impacts and Management
Measures

Full details of the economic assessment including modelling assumptions can be found in Appendix 15,
Volume 9 (Economic Impact Assessment Report).

6.1 Introduction

6.1.1 Policy Context for Forestry and Wood Product Investments

The Tasmanian government’s overall policy framework, which has been developed since the early
1990s, provides a supportive foundation for the development of the pulp mill. Tasmania’s forestry sector
has developed strongly in response to a number of key government and industry initiatives. These
include:

» a considerable increase in the area allocated for plantation forestry;

» forest management in accordance with international practices for sustainable forestry and a strong
program of certification which recognises best practice and continuous improvement in forest
management (ISO 14001; AFS, PEFC);

» investment in more sophisticated processes so as to shift the industry away from simple logging to
value-adding manufacturing;

» increases in the exports of chips and sawn wood and paper products; and

» State government encouragement for industry to invest in value-adding in pulp production.

After lengthy negotiations, a Regional Forestry Agreement (RFA) was concluded between the
Commonwealth and Tasmanian governments in 1997. The objective of the RFA was to ensure the
conservation of Tasmania’s ecologically significant forests while providing the basis for a sustainable
forestry industry that will be able to benefit from an increased level of resource security. Together with
the RFA, the Tasmanian Community Forest Agreement, ratified in May 2005, has provided the
institutional and policy framework within which the pulp mill project has been formulated. An important
objective of the agreement is to foster vertical integration in forestry operations and enhanced levels of
downstream processing and value-adding within the envelope of an ecologically sustainable forestry
industry. The pulp mill is consistent with and brings to realisation this objective of the RFA via
downstream processing and value-adding Tasmania’s pulpwood resource.

Tasmania also has a long-term strategy for economic growth, Tasmania Together 2020. This policy is
briefly discussed in Section 6.2.

6.2 Tasmania’s Historical Economic Performance

Before examining the projected economic impact of the pulp mill, it is useful to undertake a brief review
of Tasmania’s recent economic performance.
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6.2.1 Comparing Tasmania to Australia — Key Statistics and Trends

For many years, Tasmania’s rate of economic growth has lagged behind the national average. Over the
decade from June 1996 to June 2005, the average annual rate of growth of Gross State Product (GSP)
in Tasmania was 2.1 per cent (ABS, 2006) By comparison, Australia’s national average rate of growth of
GDP over the same period was nearly twice as great, at 3.7 per cent (ABS, 2006). Since 2001-02,
however, Tasmania’s rate of economic growth has averaged around 3.9 per cent (ABS, 2006).While
these recent higher rates of growth have lagged behind the growth that has occurred in resource-rich
States such as Western Australia and Queensland, they have exceeded the national average over the
past three years (ABS, 2006).

However, despite recent improvements in the absolute growth of the Tasmanian economy, on a per
capita basis, Tasmania’s economy has been in decline relative to Australia (Figure 6-1).

Figure 6-1 Tasmanian GSP per capita as a percentage of Australian GDP per capita
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Source: ABS, 2006, Cat No 5220.0.

Tasmania’s GSP in 2004-05 was estimated at $16.1 billion (ABS, 2006). For a population of around
480,000 in June 2005, this represented an average level of GSP per capita of $31,801. By comparison,
the average GDP per capita for Australia as a whole (including Tasmania) in 2004 was over 30 per cent
higher, at $42,473 (ABS, 2006). Relative to Australians living on the mainland, therefore, Tasmanians
are worse off in GDP per capita terms. This implies that, on average, the Tasmanian community has not
been able to benefit from the significantly increased living standards enjoyed by other Australians over
the last decade.

Tasmania has also had historically flat population growth and high rates of unemployment. Tasmania’s
population saw a compound annual growth rate (CAGR) of 0.15 per cent from FY1995 to FY2004,
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compared to a CAGR growth rate of 1.32 per cent for Australia (ABS, 2006). Much of Tasmania’s slow
population growth has been a function of the migration of Tasmanians to the mainland (ABS, 2006).

Despite Tasmania’s low population growth, the ratio of the Tasmanian population as a proportion of the
Australian population still exceeds the ratio of Tasmanian GSP to Australian GDP (ABS, 2006). This has
been a consistent trend since 1995. This also suggests that the Tasmanian economy ‘punches below its
weight’ in economic terms relative to its size.

Unemployment levels have been consistently high compared to the mainland. Although this trend has
weakened in recent years, in February 2006, unemployment in Tasmania was 6.7 per cent compared to
5.2 per cent in Australia (ABS, 2006).

Figure 6-2 provides key economic statistical comparisons for Tasmania and Australia.

Figure 6-2 Comparing Tasmania To Australia — Key Statistics
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Source: ABS, 2006, Cat No 5220.0. Most recent data available used in all cases. Employment figures based on February 2006
data. Population database on 04-05 data. GSP and GDP calculations based on 04-05 data. Investment calculations based on 04-
05 figures.

below.

If Tasmania is to attain a higher rate of economic growth, then a sustained higher level of investment will
be required. This has been acknowledged by the Tasmania Together 2020 Strategy, which is discussed

Historically, Tasmania’s level of business investment, as a proportion of GSP, has been low relative to
Australia’s national average (Figure 6-2). In 2004-2005 Tasmania’s ratio of Gross Private Fixed Capital

Formulation to GSP was approximately 20.2 per cent. By comparison, the mainland average for the
same time period was around 22.1 per cent (ABS, 2006).
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6.2.2 Features of the Bell Bay, Northern Tasmanian Regional Economies

The pulp mill analysed in this Draft IIS will be located in the Bell Bay precinct. This will locate the mill
near the George Town, the Bell Bay Port, Launceston, and Tamar Valley economies.

The ABS estimated the population of George Town municipality for 2004-2005 to be 6,679 persons
(ABS, 2006). The unemployment rate in George Town is well above the national average, and sat at 7.6
per cent for the December quarter 2005. According to the George Town Council:

George Town's economy relies heavily upon the fortunes of the heavy industrial zone and deep-water
port of Bell Bay, which is well supported by a number of light industrial companies, manufacturers,
agricultural and viticulture activity and, increasingly retail and tourism operators.

The Bell Bay Precinct is the most significant industrial estate in Tasmania. Other major operators in the
region include:

» the Comalco Aluminium smelter, which directly employs around 600 people and a number of
contractors;

» the TEMCO ferro-alloy processing plant;

» the Bell Bay Port;

» the CHH Pinepanels medium density fibreboard plant;
» the Eckagranules aluminium powder plant;

» the George Town Seafood processing factory;

» the SVP Industries plant; and

» the Gunns’ Tamar woodchip mills.

The Bell Bay Port is the primary export and import centre for the Bell Bay local economy. In 2002-2003
the port handled $923 million of exports and $1,228 million of imports (ABS, 2006). For the year 2003-04,
the port exported approximately 3.7 million mass tonnes and imported 1.5 million mass tonnes. Of the
total mass volume of exports of 3.7 million mass tones, 2.7 million tones of woodchips were exported
(approximately 73 per cent). Exports of pine logs, fibre board and newsprint represented important other
wood and paper product components, in addition to the woodchips.

6.2.3 Tasmanian Industry Development: the Importance of Value-Adding

A major new investment project is likely to be particularly beneficial if it builds on Tasmania’s competitive
advantages, in terms of resource endowments, and provides the opportunity for further development. An
examination of Tasmania’s pattern of exports provides some insights into existing areas of comparative
advantage.

Tasmania is relatively more reliant on exports than Australia as a whole. Tasmania’s exports contributed
14.5 per cent to GSP in 2002-2003 (ABS, 2006). However, the composition of Tasmanian exports is also
skewed towards commodities. Despite the fact that manufacturing makes a relatively high contribution to
Tasmania’s economy, the composition of international exports from the State tends to the lower unit
value end, particularly when compared to exports from Victoria or New South Wales (ABS, 2006).
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Value-adding and the production of more complex differentiated products is important for economic
growth in a number of ways, including that it:

» increases prices secured by Tasmanian producers for goods sold, which directly increases GSP;

» results in less sensitivity to exchange rate fluctuations and price competition, than the simpler
commodity product (woodchips);

» involves employment of more highly skilled personnel, in both product development and
manufacturing; and

» generates economy-wide spillovers through more extensive linkages between firms (suppliers,
competitors), leading edge customers and research institutions.

In 2004-2005, the majority of Tasmania’s export revenues were generated by sales of woodchips, zinc,
aluminium, metalliferous ores and scrap, as well as fish, crustaceans and molluscs (and preparations
thereof)zs. Thus the majority of Tasmania’s major exports are simply transformed manufactures (STMs).
While these can contribute substantially to lifting economic growth when international demand for these
products is growing rapidly, there are limitations to the long term sustainability of this growth driven by
increases in volumes of STMs alone. Despite strong international demand, the economic growth that can
be generated by increasing the volume of STM wood products is limited by supply side constraints such
as yield rates and limitations placed on harvesting for environmental reasons.

Given demand and supply constraints that restrict raising the volume in exports of some commodities
and STMs, in particular the supply side restrictions on wood products, the key to raising the contribution
of international trade to the future wealth and wellbeing of the Tasmanian community lies in increasing
the value added component of exports.

6.2.4 Tasmanian Economic Development Policy

Tasmania, recognising the need for a long run framework to facilitate strong economic growth, developed
in 2001 a broad strategy called Tasmania Together 2020. This strategy set out clear objectives based on
community input including 24 Goals and 212 Benchmarks organised around five key strategic areas for
growth: community, culture, democracy, environment and economy.

In terms of goals that will drive economic growth, the Tasmanian plan included:

» foster and value vibrant and diverse rural, regional and remote communities that are connected to
each other and the rest of the of the world (Goal 7);

» increase job and meaningful work opportunities in Tasmania (Goal 16);
» maximise the opportunities available through information and other technologies (Goal 17);

» have an internationally-focused business culture that creates business investment and growth, and
encourages enterprise, innovation and excellence (Goal 19) [through]:

» enhancing Tasmania’s business operating environment in the international context,

% ABS, 2006, data available on request, International Trade data base. Gunns purchased unreleased 2004-05 export data from the
ABS to assess Tasmania’s export profile. It was found that a significant proportion (30 per cent) of exports remained in an
‘Other/Confidential’ category. The ABS was unable to make an estimate of the composition of ‘Other’. This makes the profile of
Tasmania’s exports difficult to assess. Nevertheless important point is that Tasmania’s export profile is largely weighted towards
commodities.
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» increasing the rate of economic growth,

» fostering a culture of enterprise,

» increasing access to global knowledge and productive business investment,
» increasing business confidence, and

» increasing value-adding.

Progress has been made to achieving many of these goals. This progression, along with other related
strategic economic policy and activity, has led to GSP growth and unemployment reductions since 2002-
03. Further actions aligned with these goals will be expected to further strengthen the Tasmanian
economy, and improve its performance relative to Australian economic standards.

6.2.5 Tourism

Tourism is a key economic driver of the Tasmanian economy. In the 12 months ending march 2006,
855,100 visitors came to Tasmania (up 7% over March 2005). This included:

» 805,300 visitors as passengers on scheduled air and sea transport;
» 48,000 as cruise ship visitors; and

» 1,700 as navy ship visitors®®.

Tourism 21 - Strategic Plan for the Tasmanian Tourism Industry (2004) is the joint government/tourism
industry strategic business plan for the development of the tourism industry in Tasmania. The Tourism
Industry Framework set out in Tourism 21 provides the basis for achieving an integrated tourism
strategy for the State, and focuses on the development of selected touring routes and clusters. These
clusters and routes will deliver a range of ‘core’ visitor experiences through the innovative linking of
attractions, activities and associated support facilities.

Themed touring routes give a strong purpose for visiting a region and undertaking a range of activities
that help improve length of stay, employment and yield. The touring routes also provide a strong basis for
private and public investment by supporting the upgrading of current economic tourism infrastructure, as
well as facilitating new infrastructure to capture and sustain tourism growth.27.

The Tamar Valley Touring Route encircles the Tamar River Estuary north of Launceston. The route links
Launceston to the Bass Strait Coast via the East Tamar Highway (Launceston to George Town) and the
West Tamar Highway (Launceston to Beauty Point and onto Greens Beach). The Batman Bridge joins
the two sides. The route provides excellent valley scenery dominated by the Tamar Estuary, old
agricultural land/vineyards flanked by native hillsides. As an extension of the main route, the Northern
Wine Route provides a trail which encompasses the major food and wine attractions of the area, joining
the West Tamar vineyards with the Pipers River, Pipers Brook and Lilydale wine regions further east.
The trail eventually loops back to Launceston. Additional trails and links are also promoted to natural
features (Notley Gorge, Narawntapu National Park and Greens Beach) or cultural features (such as the
Low Head Lighthouse).

% http://www.tourismtasmania.com.au/research/tvs2006_resultsmarqtr.html

z http://www.tourismtasmania.com.au/pdf/2004_tasind_T21text.pdf
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The rationale for the selection of the Tamar Valley as a key touring route is:

» Launceston is a major cluster destination (visitors frequently staying 2 or more nights) and the Tamar
Valley has become a very strong day touring destination for visitors;

» substantial developed tourist product around the Tamar Valley with strong recognition for the core
appeal of food/wine but also having a mix of good nature and heritage/historic products;

» the Tamar Valley has been successful in building a reputation, distinct brand and achieving the critical
mass of product to attract visitors;

» the Northern Wine Route is well established trail with existing visitor infrastructure, signage system,
marketing and good market recognition;

» the route provides opportunities for cross-links to the north east (via links to Bridport and Scottsdale)
and north west (via Exeter and via York Town to Narawntapu National Park);

» the touring route is on A category roads;

» the numbers of interstate and overseas visitors passing through, stopping or staying overnight in
cities/towns in 2000-01 were 273,900 Launceston, 69,800 George Town and 40,000 Beaconsfield;
and

» the touring route is already in place and supported with branding associated with the Tamar Valley,
signage, interpretation, touring maps, information etc. Scenic drive to Launceston’s nearest beaches,
coastline and national park (Narawntapu).

The Tamar Valley Route, and associated links and trails, provides access to around 89 attractions,
accommodation facilities, hire services and tours.

Of the attractions listed on the Tourism Tasmania database for the Tamar Valley, nearly half are
classified as cultural/food and wine, while a quarter of attractions are historic.

Visitation to both Beaconsfield and George Town is below the average for surveyed towns in the region.
This is largely because the Tamar Valley Tour Route does not fall on a major through route to other
clusters (although it is receiving increased visitation as a connection between Devonport and the Tamar
Valley with the twin ferry service in operation).

Nonetheless, by virtue of not being a major through route, the towns and attractions of the Tamar Valley
tend to have a high rate of retention of those who do visit. By way of example, 65% of all visitors to
George Town in 2000/2001 either stopped and looked around or stayed overnight.

The key points of difference are the strengths that distinguish the touring route from other touring routes
within the State — the key selling points. These are:

» The Tamar Valley is the premier recognised wine and food region in Tasmania;
» ltis the key day touring loop from Launceston and encircles the Tamar River;

» The diversity of product (nature, food/wine, heritage) to cater for all visitor markets; and

Access to excellent wildlife viewing opportunities e.g. Tamar River, Narawntapu National Park.
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6.3 The Bell Bay Pulp Mill — Key Features

Gunns Limited (Gunns), which was established in Launceston in 1875 and currently employs more than
1,600 Australians directly, has been examining the economics of constructing a bleached Kraft pulp mill
within the Bell Bay Industrial Estate.

The mill will constitute, if it goes ahead, the largest investment to date by the private sector in Tasmania.
It will be located at Bell Bay, which is approximately 36 km from Launceston and adjacent to Gunns’
existing export woodchip mills. If the project is approved, Gunns will expect the mill to begin operations in
early 2009, following a two-year construction phase.

Once operational, approximately 3.2 Mt to 4.0 Mt of logs that will otherwise have been processed into
woodchips for export will be manufactured into 820,000 tonnes per year of hardwood (eucalypt) pulp.
This pulp will be sold predominantly overseas to be used for the production of paper. Over time,
production may increase to a total annual capacity of 1,100,000 tonnes, as inputs from plantation wood
increase and engineering design is realised. (1,100,00 ADMT/y will represent the maximum capacity of
the plant. Wood input data assumed as a basis for economic modelling is consistent with the
assumptions of pulpwood supply as per Gunns’ Anticipated Supply Strategy as detailed in Volume 1,
Section 6.2 — Pulpwood Supply of the Draft IIS). Importantly, Gunns’ forestry strategy is independent of
the mill: it plans to harvest the same amount of wood whether the mill is constructed or not. The question
is whether Gunns sells this wood as woodchips or as processed pulp.

The pulp mill will have its own rail road connection and port for pulp transport and export. It will also be
connected to the power grid and a natural gas pipe line.

Gunns has developed plans to meet or exceed existing environmental standards. The pulp mill will be
built to the world’s most stringent environment standards and will utilise Elemental Chlorine Free (ECF)
bleaching processes. It will also be eligible for Renewable Energy Certificates (RECs) for all the power
that is produced.

The Gunns’ pulp mill will significantly increase Tasmania’s value-added exports and, as discussed in
Section 8.6 below, will contribute to the growth of the Tasmanian economy.

6.3.1 Capital Expenditure Requirements

This section is based on based on financial analysis by Jaakko Péyry. Total direct investment in the pulp
mill is estimated at $1.45 billion from 2007-2009. This cost is inclusive of land acquisition requirements.
Table 139 provides an indicative breakdown of the direct investment by major component.

To support and operate the proposed capital investment of $1.45 billion, Gunns plan to spend a further
$13.4 million to $20 million in annual additional capital investments in addition to the programmed
operating and maintenance expenditures. This is equivalent to one per cent of capital outlays each year
for years 1 through 4, and 1.5 per cent for years 5 onwards. This will bring the total capital investment in
the mill from 2007 to 2039 to more than $2.0 billion. The mill will have an operational life of 30 years
(2007-2039). Financial modelling was conducted by Jaakko Pdyry separate to the preparation of this
chapter. The results presented in Section 8.6 are based on computable general equilibrium modelling
(which is based on the financial projections but separate from their development). The economic
modelling results were not projected past 2030 due to concerns for increasing uncertainty of outcomes

32/11709/11S_Volume 2 Draft Integrated Impact Satement

Bell Bay Pulp Mill Volume 2: Page 6-505



over long time frames. In present value terms over the construction phase and 30-year operational life of
the mill (2009-2039), applying WACC of six per cent, total capital expenditure will be $1,527 million. This
proposed additional support investment to the initial capital infrastructure will ensure sustainability of the
mill’s operations, over the proposed design life of 30 years. Such investment will ensure that
technological obsolescence is avoided and that evolving research and development activities worldwide
can be fully incorporated.

Table 139: Pulp Mill Investment Costs, 2007-09, $2005 Prices

Component $A Million
Wood process investments $428.0 m
Chemical recovery and power $409.0 m
Water and effluent $151.0 m
Administration and departments $309.0 m
Waste $5.0m
Power distribution $15.0m
Wharf infrastructure $18.0 m
Chemical plant $113.0 m
Total Construction Phase Capital Investment $1,448.0* m

Source: Financial analysis by Jaakko P&yry. Additional information may be supplied on a commercial in confidence basis by
request.

* In present value terms, applying a discount rate of six per cent, this total capital expenditure would be $1,304 million. A weighted-
average cost of capital (WACC) of six per cent was applied to reflect commercial rates of return on alternative investments.

6.3.2 Energy Sector Impacts

Due to the planned configuration of the pulp mill's operations, it is expected that the mill will generate a
number of positive energy impacts for the Tasmanian economy each year. The mill’'s operations will
result in a significant annual level of renewable energy certificates. The long-term estimate of value of
these certificates is $33.7 million per annum. The revenues from the sale of these certificates will be
captured by Gunns; however, it is assumed that these benefits (company profit) are ultimately re-
distributed to shareholders, which include Australian households. Currently about 90 per cent of Gunns’
shares are held by domestic investors. Thus a high proportion of the benefits would ultimately be
redistributed to Australians.

The mill will include a power plant that will use renewable forest biomass. This power plant is expected to
produce a power surplus of 60 MW per year. This power surplus will be sold into the Tasmanian power
grid. Gunns has estimated that the value from the surplus power contribution to the state grid will be
between $16.4 million and $21.7 million per annum. The long-term revenue estimate is $18.0 million per
annum.

Other Tasmanian businesses and industries would also benefit from the sale of 60 MWs of power
surplus into the Tasmanian grid. This would equate to roughly two per cent of Tasmania’s total installed
current generator capacity and five per cent of total energy demanded on average. Prices in the National
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Electricity Market (NEM) are set by through a pooled bidding process whereby generators submit bids to
supply a specified quantity of energy for a specified price. Prices are ‘stacked’ from lowest to highest
price until total demand for that half hour is met. If total demand can be supplied by the NEM at low
prices, generators who bid high prices into the NEM are excluded from supplying. The highest price that
just covers demand requirements sets the price for all generators. The competitive tension created by
the risk of being excluded from supplying to the NEM creates incentives for generators to bid lower.
Holding all else constant, the presence of an additional supplier would increase competition and this
would tend to reduce bid prices. Therefore the added supply available from the pulp mill plant would tend
to reduce prices for consumers — including for businesses and households.

If competition resulted in lower energy prices, this would benefit businesses and consumers who
currently pay the highest prices in the NEM (roughly 29 per cent higher than other NEM regions). Lower
energy costs would result in lower operating costs for industry. This could foster the development of
other Tasmanian business growth. Lower energy prices for consumers could also free up additional
capital that consumers can re-invest in other goods. This could also provide a mild stimulation to other
sectors of the economy. This could also provide a mild stimulation to the economy. Some of these flow-
on impacts are discussed further in Section 6.5.1.

6.3.3 Sourcing of Investment Components

The proposed capital investment and variable costs associated with the proposed mill’s operations will
largely remain within the Tasmanian economy. Table 140 provides a summary of the extent of
Tasmanian sourcing of project components.

As the table demonstrates, most of the mill’s inputs will be sourced from businesses in Tasmania. The
utilization of a wide range of services (gas, electricity, water, sewerage, solid waste removal) will result in
increased service revenue and increased utilization of existing service infrastructure in Tasmania. Bulk
purchase contracts of natural gas, via the Tasmania Gas Pipeline will be a significant stimuli to
Tasmanian gas service providers. Other Tasmanian firms will benefit from purchases by Gunns of
potable water and sewerage and solid waste removal. For example, Gunns has estimated that water
supply and effluent disposal expenditures will amount to $3.6 million per annum over the life of the mill.
As the mill ramps up, expenditure will rise from $2.3 million to $3.6 million per annum. The implications of
these expenditures for regional economic growth and industry development are explored further in
Section 6.5.

Table 140: Summary of Project Components

Project costs and benefits Percentage of inputs sourced from  Nature of the cost,
Tasmania benefit

Project costs

Operating phase personnel 100%° Fixed
Wood and chipping costs (including road 100% Variable
transport)

Chemicals 80% Variable
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Project costs and benefits Percentage of inputs sourced from  Nature of the cost,

Tasmania benefit
Fuel (gas, biofuel) 100% Variable
Water 100% Variable
Sewage disposal 100% Variable
Solid waste disposal 100% Variable
Operating and packing materials 90% Variable
Maintenance materials 90% Fixed

Source: Gunns Limited. Note *: It is assumed that 80 per cent of the personnel that will work at the Gunns’ plant will be already
living in Tasmania. A further 15 per cent are expected to be hired from mainland states, and a further five per cent are expected to
be hired from overseas. However, Gunns does not intend to operate a fly-in, fly-out workforce. Therefore 100 per cent will live in
Tasmania for the life of the mill once it is operational.

6.3.4 Increased Purchasing Power for Other Tasmanian Businesses

Given its scale, and the range of chemicals that are processed and/or produced, the pulp mill chemical
plant will be expected to provide a significant positive impetus to manufacturing opportunities in
Tasmania. While the prime objective of the plant is to produce sodium hydroxide, oxygen and chlorine
dioxide for the cooking and bleaching processes, a number of other chemicals are either required as
inputs or are produced as intermediate products in the chemical reactions that take place. The chemicals
that are processed in significant quantities include:

» sodium chloride;

» sodium hydroxide;
» chlorine;

» hydrochloric acid;

» hydrogen;

» hydrogen peroxide;
» chlorine dioxide;

» sodium chlorate;

» oxygen;

» nitrogen; and

» argon (small volumes).

The two major input chemicals, sodium chloride and sodium hydroxide, will be purchased in bulk via
dedicated shipments. Other Tasmanian manufacturers will have the opportunity to access these and the
other chemicals at world competitive rates. This opportunity has not been available before in Tasmania,
or at least certainly not to the same scale. Increased access to chemicals at cost effective prices could
potentially provide the impetus for new industries to develop. The following two examples are provided
as an indication of what could develop:
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» Ultilization of hydrochloric acid in the extraction of metals from mine tailings — Initial communication
has been made by Gunns with a company that has developed an extraction process that requires
hydrochloric acid. The company has also expressed an initial interest in purchasing electrical energy.

» Use of hydrogen for the production of fuel cells — Initial contact via the Department of Economic
Development has indicated Hydro Tasmania is considering options for using hydrogen as a fuel —
both in fuel cells and more conventional internal combustion processes.

6.3.5 New Technologies to be Introduced

The project will also bring some leading edge, new pulp technologies to Tasmania. Exposure to these
new technologies may have immediate spillover benefits to other existing industries or help to provide a
platform from which new businesses may develop. Significant innovations and technical developments
that will be incorporated in the new mill include:

» High pressure boilers will be built to source as much power as possible from biomass. This is a trend
within the pulping industry but has only been adopted in a few locations worldwide. The biomass
employed will be wood and forest waste.

» More water will be recycled than is normal practice for pulp mills globally. On average, pulp mills
consume 40,000 litres of fresh water per tonne of pulp produced; the Bell Bay pulp mill, because of its
recycling focus, will use only 23,500 litres per tonne. This will represent a saving of over 40 per cent
(or 13.5 megalitres per year) compared with existing mills.

» In order to manage the recycling of water and other processes, the plant will require new non-process
element innovations. These innovations have only been recently used in some new plants, and will
represent a cutting edge development in pulping technology. Most mills are not equipped with these
new technologies.

» The pulp mill will use natural gas as fuel for key processes, including the operation of the lime kiln and
the startup/backup processes for the recovery/power boilers. Pulp mills usually use fuel oil to power
these processes.

Gunns will also install a continuous monitoring facility of mill emissions. This will also go beyond normal
greenhouse gas management practice.

In total, these innovations will ensure that Australia’s wood resources are effectively and efficiently
utilised. This project is therefore aligned with the 2000 Forest and Wood Products Industry Action
Agenda goal to increase the credibility of Forest Operations and Products and to seize opportunities for
product development innovations. It is also aligned with the goals of the Tasmania Together 2020
strategy, which aims to ‘ensure there is a balance between environmental production and economic and
social development’ and to ‘ensure our natural resources are managed in a sustainable way now and for
future generations’. Through exposure to new technologies, and significant training courses in
construction and pulp mill operating procedures (see Section 6.5), the mill is expected to have an
important effect on raising the level of skills in the State’s labour force. As the labour force turns over
through time, an increased level of skills will permeate through the Tasmanian workforce.
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6.4 Estimating the Total Economic Impacts of the Bell Bay Pulp Mill —
Methodology

6.4.1 Quantitative Analysis — Computable General Equilibrium Analysis

An analysis of the Bell Bay Pulp mill alone, as the largest private sector investment in Tasmania to date,
will show large increases in job creation and economic activity. However, the mill will also have an impact
on a wide range of businesses. These impacts will be greatest for Tasmanian business, but will also be
observed on the mainland. These impacts will arise through increased demand for goods and labour.
Many businesses will grow as a result. This will make the total impact on the Tasmanian and Australian
economies larger than the mill alone.

These wider economic impacts cannot be estimated with any accuracy without the use of a complex
computable general equilibrium (CGE) model. CGE modelling represents the best approach to
estimating the economic impacts of the proposed mill. This is because in order to understand the impacts
of the project, it is necessary to consider not only the direct (partial) economic effects of the pulp mill, but
also the flow on impacts that could be expected to be observed in the wider economy. For example,
while a new major project like a pulp mill will create immediate impacts by providing employment, other
businesses that supply the mill will expand while additional incomes that are created will, in large part, be
spent. A comprehensive assessment of the economic impact of a project needs to account for these
flow-on effects. A CGE model accommodates this by showing the relationships between changes in
microeconomic activities — such as a pulp mill development — and macroeconomic outputs.

In the past, other methods have been used to try to understand the flow on effects of new investments or
industries within the economy. For example, multiplier tables were often used to show the impacts of an
investment on employment and other macro economic variables. Today, multiplier analysis is generally
held by economists and governments to be a sub-optimal methodology for estimating general equilibrium
outcomes. These methods lack the flexibility that CGE models have, and their results generally overstate
impacts due to failures to account for key constraints in the markets for labour, capital and goods.

The CGE models operated by the Centre of Policy Studies (CoPS) at Monash University are recognised
by industry and government as the pre-eminent tools for economic impact assessment. Therefore in
order to undertake this analysis, the most detailed model available in Australia, the MMRF-Green model,
developed and operated by CoPS, has been employed. Details of the model and the assumptions
underpinning the results presented in this chapter are contained in Appendix B of Appendix 15,

Volume 9.

The methodology for using the CoPS MMRF-Green model to determine the impact the proposed
development involves imposing a ‘shock’ onto the model’s ‘base case’, or business-as-usual projection
for future economic outcomes. The comparison between outcomes under the business-as-usual
projection and outcomes under the ‘shock’ scenario then provides an indication of the impact of the
project being modelled. This is the industry standard method for assessing economic impacts. In
modelling the impacts of the pulp mill at Bell Bay, a scenario was run where the mill is constructed and
enters into production by 2009, with the national and State/Territory economies adjusting away from
base case trends, to accommodate the new pulp mill.
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6.4.2 Qualitative analysis — Stakeholder consultations

Complementing the quantitative analysis of the MMRF-Green results, this chapter also includes some
qualitative discussions of industry impacts. These qualitative assessments were generated from
extensive stakeholder consultations. Appendix 15, Volume 9 provides a list of the persons interviewed
during the course of the Draft IIS preparation.

6.4.3 Key Assumptions for the MMRF-Green Modelling Simulation

The exogenous financial inputs — or shocks — used to simulate the development of the pulp mill in the
modelling were based on financial analysis by Jaakko Pdyry, and can provided by Gunns on a
confidential basis on request. Projections were made for the impact of the pulp mill from 2007 to 2030.
(The mill will have an operational life of 30 years. The economic modelling was not projected past 2030
due to concerns for increasing uncertainty of outcomes over long time frames).

Capital expenditure for the initial investment commences in 2007, peaks in 2008 and finishes in 2009.
Total capital expenditure on the new mill will equal $1,448 million. All values are presented in constant
$2005 prices.

Other relevant assumptions in relation to the construction and operating phase of the project are:

» mill operations will start up in 2009 and reach their maximum value from 2019 at $625.9 million of
revenue annually;

» relative to the baseline, mill employees will be sourced from the following regions for the construction
and operating phases:

Region Construction Operating
Tasmania 40% 80% *
Other Australian States 50% 15%
Foreign 10% 5%

* The model compares the scenario where the mill is built to one where the mill is not constructed in Tasmania. In the scenario
where the mill is constructed, it is assumed that 20 per cent of the mills’ workers are sourced from other Australian states (15 per
cent) and from overseas (five per cent). These persons will become Tasmanians once beginning work at the mill — that is, they will
not be a fly-in, fly-out workforce. However for the purposes of modelling the impact of the mill it is necessary to consider the
counterfactual. In the event that the mill is not constructed these persons are assumed to continue to work in their original regions
(not Tasmania).

» 100 per cent of the wood, gas, biofuels, water and effluent services, personnel and overhead inputs
required for operations will be sourced from Tasmania;

» 90 per cent of the operating, packaging and maintenance materials required for the mill's operations
will be sourced from Tasmania;

» during the operating phase, 80 per cent of the chemicals will be sourced from within Australia;

» on average roughly 90 per cent of the pulp produced by the mill will be exported with the remaining
being sold to domestic markets;

» 90 per cent of shareholders will be expected to reside in Australia; and

» 70 per cent of required project debt will be sourced from within Australia.
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Because of constraints on the availability of logs for woodchips in Tasmania, increased pulp production
by the mill will result in a reduction in other forms of secondary log production. Thus the project was also
assumed to result in the reduction of woodchip output.

Other assumptions underpinning the MMRF-Green model results are also presented in Appendix 15,
Volume 9.

6.4.4 Interpretation of Modelling Results

In examining the results presented below, it is important to note three issues relating to the way the
MMRF-Green model works:

» First, as noted, all results for the mill construction scenario are presented relative to the base case or
business-as-usual scenario where it is assumed that the pulp mill project does not occur. This means
for example, that it will be inaccurate to say that as a consequence of the pulp mill that ‘GSP will
increase by X per cent’; it would be more accurate to say that ‘GSP will be X per cent higher than it
would otherwise have been, had the pulp mill proposal not gone ahead’.

The following analysis presents graphical representations of the stimulus to the economy. The graphs
show the increase every year above base case expectations. The results are not cumulative.

» Secondly, the workings of the model mean that it is virtually impossible for any project to create a
sustained increase in employment at a national level. This is because of the way real wages are
assumed to shift (increase) in response to an initial increased demand for labour so as to return the
labour market to an equilibrium position (by reducing demand over time). Within this national
constraint, however, the model does allow significant employment gains in individual States and
regions.

» Thirdly, it is important to note that the results show the gross impacts on the economy of the
investment in the pulp mill. That is, no adjustments were made to Government or private household
budgets to provide for the expenditure on the mill. This essentially means that the model assumes
that no other investments are abandoned as a result of the new investment in the mill.

Other key points to note in interpreting the results are:

» When results for Australia are presented, they include the impact of the change in economic activity in
Tasmania.

» The pulp mill essentially draws resources — capital and labour — away from the mainland Australian
economy and towards Tasmania. This means that while economic outcomes in Tasmania are better
than they would otherwise have been, this may be at the expense of economic outcomes in other
States and Territories. Nevertheless, the overall net impact of the pulp mill on the national economy is
generally positive. The Australian economy as a whole is better off as a result of the development
because the positive effects in Tasmania outweigh any negative effects in other States.

» The stimulus to the national economy generated by the pulp mill is less than the stimulus to
Tasmania. This is because the new net exports of pulp generated by the mill ‘crowd out’ other export
and import-competing sectors. This occurs as the real exchange rate strengthens in response to the
increase in net exports, thus reducing the competitiveness of Australia’s other traded commodities.
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6.5 Key Economic Impacts of the Pulp Mill

This section presents the projected economic impacts of the pulp mill development at Bell Bay. It
includes results from quantitative CGE modelling and qualitative discussions about the impact expected
for various industries.

6.5.1 Investment

The development of the pulp mill will result in an initial increase in investment. The increase in
investment across Tasmania will be larger than the size of the investment in the pulp mill by Gunns,
because the increase in employment and wages arising from the pulp mill will result in an increase in
demand for other goods and services. As demand for these other goods and services will be expected to
increase, so will production in those industries. This will lead to an increase in the profitability of and
investment by those industries. Investment by these other industries was assumed to occur with a lag
(refer to Appendix B of Appendix 15, Volume 9 for more details about MMRF Green model assumptions).

In Tasmania, the peak expansion in investment is projected to occur in 2008. Investment for the State in
that year will be $1,067 million (or 20.0 per cent) higher if the mill were constructed than it will be under
base case projections (Figure 6-3). Although no one project can be reasonably expected to generate
long run convergence with mainland investment rates, this would significantly contribute to the goal of
‘parity’ with the mainland in terms of investment as a proportion of total economic activity. Indeed by
2008, MMRF-Green modelling projects that investment as a proportion of GSP will have increased by 4.7
per cent relative to current levels (See Figure 8.2) while Australian investment as a proportion of GDP is
expected to attenuate by 0.1 per cent relative to current levels. This would result in a short run increase
in investment levels for Tasmania. In the longer run, the model predicts that historic ‘median’ levels of
economic activity continue. Thus over time Tasmanian investment as a percentage of GSP are projected
by MMRF-Green to trend back towards long run averages relative to Australian investment and GDP
growth.

The Net Present Value, or NPV, of an investment or stream of cash flows quantifies the present value of
future revenues and expected costs associated with the investment. This is premised on the concept of
the ‘time value of money’: generally cash is worth less tomorrow than it is today. To determine the
present value of a project or investment, future cash outlays or revenues are discounted back at a social
discount rate of five per cent. Discounting cash flows enables decision makers to compare different
investments on a like-for-like (present value) basis.
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Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian investment levels. Results for Australia include the impact of the change in economic activity in Tasmania.

As noted in Section 6.1.1 above, higher levels of investment are critical to raising Tasmanian living
standards. Currently, Tasmania lags the national average in terms of investment levels as a proportion of
GSP. This project is very important to the economic wellbeing of the Tasmanian community in the future,
in line with Tasmania Together 2020 goals.

Nationally, investment would be expected to be also boosted by the pulp mill development. (When
results for Australia are presented, they include the impact of the change in economic activity in
Tasmania. See Section 6.5 Interpretation of modelling results). This stimulation will be driven in the main
by the growth in Tasmania, but also by some inputs sourced from the mainland, including chemicals and
other goods. In the peak investment year 2008, national investment levels will be expected to be boosted
by $1,023 million (0.4 per cent) relative to the base case. The stimulation to the national economy will be
less than that observed in Tasmania, reflecting the migration of economic activity to Tasmania. The
simulation to Australian investment will be 95 per cent of Tasmanian stimulation in 2008 and 34 per cent
of the stimulation to Tasmanian investment in 2030. Nevertheless, the overall net impact of the pulp mill
on the national economy will be positive as the Australian economy as a whole will be better off because
the positive effects in Tasmania will outweigh any negative effects in other States.

Adding value to its principal natural resource, in a responsible and ecologically sustainable way, would
likely generate significant returns in terms of business and investor confidence in the region. Strong
economic growth and business investment will foster growth in investor and business confidence in
Tasmania. Large investments that increase activity in the region could be expected to give rise to
awareness that Tasmania is ‘open’ for business and new investment. The London Business School has
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investigated the ability of signals of this nature to influence investment decisions, and it notes that strong
signals about the quality of the operating environment can strongly impact the amount of attention a
region receives in terms of its viability as an investment location. The success of a major project such as
the pulp mill in Tasmania would be expected to send strong positive signals about Tasmania as an
investment location globally.

6.5.2 Gross Domestic Product (GDP) and Gross State Product (GSP)

Both GDP and GSP — which are equivalent to the sum of government spending, private consumption,
investment and net export activity in the economy — are expected to expand in response to the pulp mill
in line with:

» the increase in investment, due to increase pulp production and subsequent increases in demand for
other goods and services;

» the increase in net exports generated when woodchip exports will be replaced with higher value pulp
exports produced at the mill; and

» increasing employment levels and wage rates, which will lead to higher levels of household income
and consumption.

Investment will be the primary driver of the growth in GSP and GDP in the short run. The long run
stimulation to GSP and GDP will be driven by impacts of the latter two factors. Strong employment
growth, which will provide a strong stimulus to wages and consumption, together with export growth will
be expected to provide an ongoing stimulus to regional and national economies. Although the model
does not predict regional rates of unemployment, this project would be expected to reduce rates of
unemployment due to the increasing demand for labour due to rising economic activity.

In line with this, Tasmania’s GSP, if the pulp mill proceeds, will be substantially higher in each year than
what would have been expected if the pulp mill had not gone ahead (Figure 6-4). The peak increase in
Tasmania’s GSP in 2030 is projected by the MMRF-Green model to be approximately $676 million (2.4
per cent) above base case expectations. The NPV 5% of the total of the annual increases in Tasmania’s
GSP from 2007 to 2030 will be roughly $6.7 billion.
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Figure 6-4 Impact of Proposed Bell Bay Pulp Mill — GDP and GSP ($2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian GDP and GSP levels, respectively. Results for Australia include the impact of the change in economic activity in
Tasmania. See Section 6.5, Interpretation of modelling results.

Nationally, GDP will also increase in every year of the forecast period relative to the base case. The peak
increase in GDP relative to the base case will be expected in 2030. The long run growth in the national
economy will be driven by both the growth in Tasmania and the modest stimulation to mainland
Australian businesses due to Gunns’ purchases (chemicals). In 2030, GDP will be $324 million higher
than would otherwise have been the case (0.03 per cent increase above base case projections). The
NPVs., of the expected increases in GDP compared to the base case from 2007 to 2030 will be $3.6
billion.

Because both Tasmania’s GSP and Australia’s GDP are projected to increase as a result of the mill, and
due to the size of these changes relative to their base investment and GSP levels, only small growth is
expected to be observed in the ratio of Tasmania’s GSP to Australia’s GDP. The model projects a small
0.1 per cent change in this ratio relative to current levels (see Figure 6-5). Population growth in Tasmania
is expected to increase, although again by a small percentage of only 0.1 per cent relative to current
levels as shown above.

6.5.3 Consumption

Consumption, which serves as a proxy for the community’s economic welfare, is essentially determined
by total household income. If the pulp mill goes ahead, consumption is expected to increase at both a
national and State level. This occurs as increases in production in the pulp industry lead to increases in
both investment and employment levels in this sector. In subsequent rounds of economic impacts,
production increases in other industries as well. This in turn generates further increases in total
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investment and employment and therefore increased household disposable income, which is the sum of
wages, dividends to Australians (including from Gunns), and government transfer payments, less direct
income tax.

Figure 6-5 shows the impact of the proposed mill on consumption nationally and in Tasmania. By 2030,
the pulp mill is predicted to increase annual national consumption by $245 million (0.04 per cent) and
Tasmanian consumption by $378 million (2.6 per cent). In NPVsy, terms over the period 2007 to 2030,
the gains are $2.7 billion and $3.3 billion for Australia and Tasmania, respectively.

Greater levels of business investment, business activity and employment and household wages are
positively correlated with consumer confidence. The increase in expected disposable household income
would be expected to support an increase in consumer confidence. This is further reflected in higher
rates of private consumption.
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Figure 6-5 Impact of Proposed Bell Bay Pulp Mill — Consumption ($2005, millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian consumption levels. Results for Australia include the impact of the change in economic activity in Tasmania. See
Section 8.5, Interpretation of modelling results.

6.5.4 Trade Balance: Imports and Exports Over the Operating Period

In the short run the MMRF model yields what appear to be counter-intuitive results. This is due to
assumptions about the sourcing of capital for the mill’'s construction, which is assumed in the MMRF-
Green model to result in an appreciation of the Australian dollar. In the MMRF-Green model it is
assumed that the majority of the funding for the Bell Bay project is ultimately sourced from overseas.
This has the effect of moving the capital account balance towards surplus. Australia’s capital account is
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the net flow of public and private international investment. It includes foreign direct investment plus
changes in holdings of stocks, bonds, loans, bank accounts and currencies. With banks sourcing funding
from overseas for the $1.45 billion investment, this leads to an increase in the capital account and an
increase in demand for Australian dollars to service the repayment of the debt. This contributes to an
appreciation of the Australian dollar, which affects all trade-exposed industries. Real appreciation makes
Australian products less competitive on world markets, leading to a reduction relative to base case
values in export volumes. Thus the initial ‘shock’ to the model of funding such a large investment results
in downward pressure on exports from Australia and Tasmania.

In the longer run, in line with the core value-adding element of the project, Tasmania’ export profile would
be expected to increase relative to the base case once exports of pulp begin from 2009 onwards (Figure
8.7). By 2030, exports growth in Tasmania would be expected to rise to $204 million above base case
projections (2.3 per cent). In NPV5,, terms over the operating phase from 2009-2030, exports would be
$2.3 billon dollars greater than under base case projections.

However, again the increase in exports over the medium term leads to an appreciation of the Australian
dollar above base case projections. The net increase in exports due to the presence of the mill increases
the value of the Australian dollar such that the competitiveness of other Australian industries is reduced
on the global market. Hence Australia relative to Tasmania sees only a mild increase in exports in the
medium run and over time exports are slightly less than would have otherwise been expected had the
mill not been constructed.

In the longer run, the Australian dollar is expected to depreciate back towards base case levels. In 2030,
Australian exports are $16 million less than would have otherwise been expected (though in percentage
terms this is so small that it is a ‘zero’ percentage deviation from base case projections).
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Figure 6-6 Impact of Proposed Bell Bay Pulp Mill — exports ($2005, millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian export levels. Results for Australia include the impact of the change in economic activity in Tasmania.

On the other side of the ledger, Australia tends to import more goods and services than would have
otherwise been the case as the rising Australian dollar increases Australia’s purchasing power (Figure
6-7).
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Figure 6-7 Impact of Proposed Bell Bay Pulp Mill — Imports ($2005, millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections. Results for
Australia include the impact of the change in economic activity in Tasmania. See Section 8.5, Interpretation of modelling results.

Thus in the short run, the sharp increase in the exchange rate, as a result of the large sourcing of capital
from overseas, is assumed by the MMRF-Green model to result in a large increase in imports in the short
run. As the model ‘recovers’ from this shock — that is, as the exchange rate begins to again depreciate
— the net increase in imports reduces.

In the longer run, as with exports, the Australian dollar is expected to depreciate such that Australian
purchasing power returns back towards base case levels. By 2030, imports by Australia would be
expected to be $22 million less than the counterfactual where no mill was constructed. This represents a
small 0.01 percentage change from base case expectations.

In terms of Australia’s trade balance, Australia’s net exports are projected to increase by MMRF-Green.
Comparing the increase in exports with the increase in imports, it is clear that on net, this results in an
improvement in Australia’s trade balance on the whole. The initial decline in the trade balance is due to
the shock of sourcing large amounts of capital from overseas (Figure 6-8).

In the long run, the improvement to Australia’s trade balance was not projected by MMRF-Green to be
statistically different from base case expectations ($6 million, above base case expectations). The net
improvement in 2030 of Tasmania’s trade balance was expected to be $72 million above base case
expectations.
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Figure 6-8 Impact Of Proposed Bell Bay Pulp Mill — Trade Balance ($2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian employment levels. Results for Australia include the impact of the change in economic activity in Tasmania.

6.5.5 Employment and Skills

This section describes impacts on employment levels as a result of the mill. Outputs from the modelling
process are based on annual estimates, which lacks the sophistication of the smooth ramp-up and ramp-
down that will occur in reality as demonstrated in Figure 6-9.
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Figure 6-9 Construction Phase Workforce Estimate

Source: Jaakko Poyry.

The MMRF-Green model assumes that employment in the economy will be aligned with the investment
‘shocks’ to the model. It was assumed that Gunns would invest 30 per cent of the total required capital
($1.45 billion) in 2007, a further 60 per cent in 2008 and a further 10 per cent in 2009. Jaakko Poyry by
contrast assumed that there may be a slight lag between the capital outlays and the actual completion of
the work. Therefore some of the MMRF results appear to precede Gunns' anticipated employment
requirements. Importantly, there will be a progressive ramp-up and ramp-down of construction
employment over the construction phase, with the majority of the workers required in 2008-2009. Thus
while there may be slight differences in the MMRF-Green and Gunns’ projections between 2008 and
2009, these should be viewed as indicating the same pattern of outcomes. The key insight from the
MMRF-Green modelling is that the total employment impact will be larger than employment projections
for the mill alone, due to stimulation to the wider economy.

The development of the pulp mill would be expected to result in significant employment benefits for both
Tasmania and Australia. Table 141 shows the number of persons that will be required during the
construction phase. Gunns estimates that 40 per cent of these jobs will be filled by Tasmanians. It is
expected Tasmanians will be represented in all job categories (civil works, mechanical works, etc).
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Table 141: Construction Phase Employees

Peak Construction phase employment requirement
(2008-2009)

Civil Works (ASCO 2124 and ASCO 4) 800
Mechanical Works (ASCO 411) 800
Piping Works (ACSO 443) 600
Instrumentation (ASCO 411) 100
Electrical (ASCO 431) 200
Total 2500

Source: Jaakko Poyry

During the operating phase, the pulp mill itself will employ around 292 people. This is expected to be
consistent over the life of the mill. The types of jobs, as classified in accordance with the ASCO job
classifications, that will be required are:

» Salaried Staff (ASCO 121) 72 persons
» Hourly Paid — Production (ASCO 7294) 77 persons
» Hourly Paid — Maintenance (ASCO 7294) 63 persons
» Hourly Paid — Warehouse and Harbour (ASCO 4) 48 persons
» Chemical Plant (outsourced) (ASCO 7293) 32 persons

Gunns expects 100 per cent of the people in working at the mill will be living in Tasmania — that is, its
operational workforce will not be fly-in, fly out. It is expected that roughly 80 per cent will be already living
in Tasmania when hired by Gunns, a further 15 per cent will move to Tasmania from other states, and a
further five per cent from overseas.

The large increase in demand for construction workers during the construction phase has been
anticipated as one of the major challenges for the project. Gunns plans to manage the need for workers
in Tasmania through collaboration with TAFE Tasmania, in order to train enough persons to meet its
needs (See ‘Impact on the education, training and Australian skills base’ below). The net impact of this
will be an increase in Australia’s total skills base following the construction of the mill. This will lead to an
enhanced capacity for wealth creation in the long run.

Gunns also intends, if the mill is constructed, to implement a management plan for limiting the impact of
the influx of persons into the George Town precinct. In the absence of a management proposal this could
create an artificial boom in the accommodation sector and/or adversely affect the tourism sector. Gunns
has planned for the construction of accommodation facilities to house up to 800 workers to ameliorate
these potential effects.

Due to the multiplier impacts on other industries, the model suggests that the wider employment impacts

will be much larger than the above figures alone (Figure 6-10). In Tasmania, employment is expected to
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see its greatest increase over the base case in 2008. Approximately 3,400 more jobs will be expected in
Tasmania than would otherwise have been the case if the mill were not constructed. On average during
the operational phase of the mill, employment in Tasmania would be expected to increase by 1,617 jobs
than would have otherwise been the case. Employment in Tasmania is expected to grow throughout the
operating phase of the mill, and by 2030 there would be around 2,000 additional jobs in Tasmania as a
result of the pulp mill.

This increase employment is comprised of an increase in the number of hours worked and an increase in
the number of persons employed. The MMRF-Green model assumes that as the economy expands,
there is an increase employed persons become more productive. By 2030, total employment in
Tasmania, in terms of hours worked, increases relative to its base case level by 2.0 per cent. The
increase in hours worked is assumed to be met by a combination of a 0.7 per cent increase in the
number of full and part-time jobs and a 1.3 per cent increase in the number of hours worked per person
employed.
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Figure 6-10 Impact of Proposed Bell Bay Pulp Mill — Employment

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian employment levels. Results for Australia include the impact of the change in economic activity in Tasmania.

Australia-wide (including Tasmania), employment would also be expected to see its greatest deviation in
2008. In this year around 1,100 additional jobs than would be expected in the base case. On average,
during the operational phase of the mill, employment in Australia would be expected to increase by 284
jobs than would have otherwise been the case. By 2030, expansion by Australian businesses as a result
of increased demand is expected to generate on net approximately 340 additional jobs more that what
would have otherwise been expected (zero percentage deviation in terms of hours worked). The increase
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in employment Australia-wide is not as large as the expected increase in Tasmania (though Tasmania is
included in the national results) because Tasmania is expected to draw labour from other regions in
Australia. This is based on the MMRF-Green assumption that national employment levels will not deviate
from long run projections, but rather that regional and sectoral wages will adjust such that the economy
adjusts to the most efficient industrial structure over time.

It should be noted that these are very high employment impacts relative to those commonly generated by
CGE models. The labour market assumptions that underpin such modelling for major investment projects
usually result in predictions that the project will have a negligible impact on the aggregate level of
employment (i.e. less than one per cent) in the longer term, particularly at the national level. The fact that
this project is projected to increase aggregate employment by approximately 2,000 jobs in Tasmania in
the longer term is therefore very significant. This is due to the comparatively small size of the Tasmanian
economy and labour market, the relative state of the Tasmanian economy to other regional economies,
and the level of capital expected to be invested by Gunns.

6.5.6 Impact on the Education, Training and Australian Skills Base

The construction and operating phase workforces that will be hired to build and run the mill will be either
semi-skilled (apprentice-grade) before they begin work at the mill. The construction and operating phase
workforces that will be hired to build and run the mill will be largely unskilled before they begin work at
the mill. Construction phase workers will be expected to require training in construction, metal fabrication
and electrical trades. Operating phase workers will require training in standard operating phase
procedures and maintenance practices.

Northern Tasmania has a significant education and training capability. The University of Tasmania, TAFE
Tasmania and a number of industry-specific research and training laboratories provide a unique base to
further develop training for support to the pulp mill. Training will occur both off-site and in the workplace.

During the construction phase, TAFE Tasmania will plan to focus on providing accelerated training
programs so workers could be skilled up in particular aspects of construction, including:

» electrical cable tray installation;

» electrical termination;

» stainless steel welding;

» other specialised welding;

» targeted training in facets of building construction; and

» site health and safety requirements;

The construction phase courses, which could be held in Launceston, could also be open to the public (as
well as to Gunns’ employees).

Through these courses, construction phase personnel would develop specific competencies, which could
be converted into a full Australian Qualifications Framework (AQF) Certification Level 3 qualification.
These accredited modules would be entirely transferable throughout Australia. The skilling of these
workers during the mill’'s construction would lay the foundation for these persons to work across Australia
in other positions. As a result of the mill process, more than 3,000 workers will be prepared to transfer
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new skills acquired at TAFE Tasmania to new projects across Australia. Given the persistent gap
between the demand for and supply of skilled labour in Australia, this represents an important skilling
opportunity for Australia. For example, several NAB Business Surveys, including the NAB December
Quarter Business Survey 2005, have shown that enterprise owners cite insufficient supplies of skilled
labour to be a significant constraint on output. The December Survey also made explicit reference to the
construction sector: ‘there are some sectoral hot spots, notably mining, construction and utilities’.
(National Australia Bank, 2005).

The construction phase training programs will be designed by TAFE Tasmania with input from Gunns to
provide training that will accommodate time constraints and ensure access to semi-skilled construction
personnel.

During the operational life of the mill, Gunns will intend to provide its staff with ongoing TAFE training
courses. Again, most of the operational phase workers will also be expected to be generally unskilled
prior to working with Gunns. Of the 292 full-time jobs to be supported, Gunns would expect that more
than 60 per cent of the jobs (both salaried and production line) will require additional technical training, in
addition to on-site, mill-specific training. This will be likely to generate additional TAFE training
opportunities (possibly as many as 6 to 8 new TAFE training positions in specific aspects of process
engineering, plant supervisor, electrical equipment maintenance and material handling etc). These
courses will be workplace-based and will include:

» ongoing trades training in electrical, fitting and turning, welding, instrumentation and other vocational
skills;

» plant operator in standard operating procedures; and

» development of para-professionals in pulp manufacturing technology.

Significantly, TAFE Tasmania has entered into preliminary partnership discussions with the South
Carelia Polytechnic Institute in Finland to access training expertise in pulp manufacturing technology that
would be required if the mill were to go ahead. Initial discussions have been facilitated by Gunns as part
of its management strategy for ensuring sufficient labour supplies are available in Tasmania during the
construction phase. Collaboration with the South Carelia Polytechnic Institute would enable TAFE
Tasmania to create best practice courses. This would streamline the course development process for
TAFE Tasmania, transferring years of experience in wood manufacturing procedures and training to the
Australian market.

From consultations with TAFE Tasmania, it is clear that the institution sees the opportunity for strong
reputational benefits to be created through both the initial construction training courses and the ongoing
standard operating procedure training if the mill is constructed. In particular, it sees potential for the
creation of a centre of excellence at TAFE Tasmania around wood manufacturing technologies.

6.5.7 Impacts on Government Revenue and Expenditure

Substantial additional government revenue will be generated at both a national and Tasmanian level, if
the pulp mill goes ahead (Figure 6-11).

Tasmanian taxation revenues — which will include GST collected in Tasmania as well as relevant State

taxes such as payroll tax — is predicted to be $46 million greater in 2030 than will otherwise have been
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the case. The redistribution of GST revenues to Tasmania will be dependent on Commonwealth Grants
Commission formulae. In NPV 5., terms over the period 2007 to 2030, the sum of the annual increases in
Tasmanian tax revenue are equivalent to $424 million.

5 580

S W Tasmania O Australia o

E  $70 1 - a0

e - -

o

S -

8 .

2 $60 - _

©

o

by -

g —

8  $50

3

£

L

£ %40

B

5

e

(]

2 $30

(3

>

4

e

c

£ $20 1

x

©

K:

f=4

s $10

[}

[

[

g

[}

c

- $0 - a
N O O O« N ™M T D O~ 0O O O - N O I W O© N~ 0D O
O O O —wW W@ ©— W &« ©«w &« &m — — N AN AN AN N AN N N N AN
©S ©O 0O 00O 000000 OO0 0000 OO0 OO o o o o
1S VAN S VA S VAN S VRN o VIR S VRN o VAN s VAN S VAR SV S VAR SV S VI o VAN S VN o VIR S VAR S VAR SV AR S VA S VIR S VAN SVl oY)

Figure 6-11 Impact of Proposed Bell Bay Pulp Mill — Government Revenue ($2005, millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian investment levels. Results for Australia include the impact of the change in economic activity in Tasmania.

All other tax revenue — which will include national taxes such as company and income tax, as well as
State taxes collected in States other than Tasmania — is forecast to be $26 million higher in 2030 than
would otherwise have been the case. Key drivers of this outcome include:

» areduction in GST revenues collected in other states, reflecting the migration of economic activity to
Tasmania.

» areduction in state-based taxes in other states, reflecting the migration of economic activity to
Tasmania.

» an increase in income taxes, reflecting the net-positive impact of the Tasmanian pulp mill on national
outcomes; and

» anincrease in corporate taxes, reflecting the net-positive impact of the Tasmanian pulp mill on
national outcomes.

The increase in corporate and income taxes more than offset the reductions in other state GST and other
tax revenues. In 2030, revenues from corporate and income tasks are expected to be $44 million above
base case projections, while revenues from other state GST and state-based taxes is expected to by $18
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million less than base case projections. In NPV 5, terms, the net growth in Commonwealth and other
State taxes is expected to be $369 million above base case expectations.

In total, taxation revenues to all Australian Governments are expected to increase by $91 million above
base case expectations by 2030. In NPV s, terms, this will amount to an additional $965 million in
taxation revenue from 2007-2030 relative to the base case.

With regard to Government expenditures, no incentives from either the Tasmanian or Commonwealth
Governments have been contracted, nor were any modelled in the MMRF-Green mill scenario. This
economic impact assessment is presented independent of any Government assistance, from either the
State or the Commonwealth. However, Gunns has been in discussion with Governments with respect to
support for common user infrastructure aspects of the project, such as public roads, rail and water
infrastructure. Gunns has also benefited from Commonwealth Government R and D support with respect
to the project, and the Commonwealth Government’'s Managed Investment Scheme (MIS). Through the
MIS scheme, the Commonwealth has supported investment in plantations that will provide timber for this
project.

In terms of other taxes and charges, Gunns expects to incur a once-off tax of $120,566 for the purchase
of additional land, a once-off charge of $158,850 for the purchase of Crown land and $780,000 per
annum to Hydro Tasmania in water charges.

6.5.8 Regional impacts — Gross Regional Product and Employment

The Bell Bay pulp mill will be the largest private sector investment seen in Tasmania and will generate
strong employment growth. This section considers the distribution of the increase in economic
performance across Tasmania’s regions (Figure 6-12).
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Figure 6-12 Tasmania’s Statistical Regions

Most of the inputs for the operation of the mill are expected to be sourced within Tasmania. For example,

during the operating phase:

» 100 per cent of the wood, gas, biofuels, water and effluent services, personnel and overhead inputs
will be sourced from Tasmania; and

» 90 per cent of the operating, packaging and maintenance materials will be sourced from Tasmania;

There will also be strong growth in exports, with on average roughly 90 per cent of the pulp produced by
the mill will be internationally exported with the remaining being sold to domestic markets.
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Because Tasmania is a relatively small economy, the economic impacts of the mill tend to be widely
dispersed across the State. However the Northern region will be expected to see the greatest growth
(Figure 6-13). The Northern region will be expected to see a peak in gross regional product (GRP) in
2030 of $461 million above base case expectations (4.4 per cent).

With the exception of the Northern region (which incorporates the mill itself and thus benefits most from
the proposed development), the impacts will be reasonably similar in magnitude.

Greater Hobart will see the second greatest level of stimulation to its economy. This is due to the already
existing industry in this region, which enables it to capture a greater proportion of the growth to the
economy. The Greater Hobart region would be expected to expand strongly under the construction
phase, peaking at an increase of $160 million in GRP relative to base case assumptions in 2008 (3.1 per
cent). It is also expected to see strong growth to 2030. In 2030, Greater Hobart’'s GRP will be $117
million (1.2 per cent) relative to the counterfactual where no mill is constructed.
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Figure 6-13 Impact of Proposed Bell Bay Pulp Mill — Real Gross Regional Product ($2005,
millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for regional
GRP levels. See Section 8.5, Interpretation of modelling results.

The Southern and Mersey-Lyell regions are expected to see a modest increase over the base case. In
2030, the Southern regions’ GRP would be expected to be $39 million greater than the base case (1.4
per cent). In 2030, the Mersey-Lyell region GRP is expected to be $88 million greater than in the base
case (1.1 per cent).

In terms of regional employment, Gunns estimates that the proposed mill, when operational, will provide
an additional 292 full-time jobs. This will represent a substantial increase in full time employees in the
area when compared with the current size of the labour force in the area. In total, this will provide an
estimated increase of approximately 1,617 jobs in Tasmania on average during the operational life of the
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mill. During the construction phase and the operational life of the mill, the Northern Region will see the
greatest increase in employment levels, followed by Greater Hobart (Figure 6-14).

» Northern Tasmanian employment impacts — In 2008, the Northern region would see an expected
increase of 2,046 jobs (9.2 per cent increase in total hours worked) relative to the base case. In 2030,
the Northern region would see an expected increase of 1,332 jobs (4.4 per cent increase in total
hours worked) relative to the base case.

» Greater Hobart employment impacts — In 2008, the Greater Hobart region would see an expected
increase of 1,015 jobs (3.1 per cent increase in total hours worked) relative to the base case. In 2030,
the Greater Hobart region would see an expected increase of 319 jobs (0.7 per cent in terms of total
hours worked) relative to the base case.

» Southern Tasmanian employment impacts — In 2008, the Southern region would see an expected
increase of 85 jobs (1.5 per cent increase in total hours worked) relative to the base case. In 2030,
the Southern region would see an expected increase of 120 jobs (1.2 per cent) relative to the base
case.

» Mersey-Lyell employment impacts — In 2008, the Mersey-Lyell region would see an expected
increase of 275 jobs (1.5 per cent increase in total hours worked) relative to the base case. In 2030,
the Mersey-Lyell region would see an expected increase of 252 jobs (0.8 per cent increase in total
hours worked) relative to the base case.
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Figure 6-14 Impact of Proposed Bell Bay Pulp Mill — Regional Employment

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for regional
employment levels. See Section 8.5, Interpretation of modelling results.
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6.5.9 Industry Impacts

This section discusses industry sector impacts. Gunns has a stated goal to source inputs and services
(both at construction and for the life of the project) from within Tasmania first. Of course the greatest
industry impacts will be the creation of the pulp industry and the contraction of the woodchip industry.
The value of the pulp industry’s development is captured by the expected growth in Tasmania’s exports.
In 2030, the value of exports from Tasmania will be expected to rise to $204 million above base case
expectations. In NPV 5, terms from 2009-2030, this will be $2.3 billon dollars greater than base case
projections.

The proposed mill will also result in material growth in several other Tasmanian industries, including:
» the Tasmanian construction sector;

» the Tasmanian basic chemicals sector;

» the Tasmanian biomass sector;

» the Tasmanian trade and accommodation sector;

» the Tasmanian road freight and private sectors; and

» the Tasmanian home ownership sector.

The construction of the mill does not have a material effect on any other industry, with the exception of
the woodchipping industry, which sees a contraction in line with the output that is now diverted into the
new pulp industry. Again this growth in Tasmanian industry would be expected to ‘crowd out’ economic
activity in other states. Thus Australian industry impacts tend to be driven by Tasmania’s industry growth
profile.

Modelling results for all sectors can be made available by Gunns by request.

6.5.10 Construction Services

The construction sector will receive a major boost from the development of the pulp mill, both because of
the additional activity in the sector during the construction phase, and because of the on-going activity
generated as the economy is stimulated by activity at the mill. The nature of this impact of the pulp mill
on the construction industry, both nationally and in Tasmania, is shown in Figure 6-15 and Figure 6-16
below.
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Figure 6-15 Impact of Bell Bay Mill — Construction Industry Output

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian construction industry real value added levels. Results for Australia include the impact of the change in economic
activity in Tasmania.

In Tasmania, real value added in the construction sector relative to the base case would peak at around
$241 million in 2008 (12.5 per cent), and would remain at about $69 million in 2030 (2.3 per cent). In the
Tasmanian construction sector, there would be over 1,000 more jobs than in the base case during the
construction phase (2008). This would represent a 19.0 per cent expansion in Tasmanian construction
sector employment. In 2030, Tasmanian construction would remain at around 130 additional jobs (2.3
per cent increase in total hours worked).

Nationally, the impacts would be smaller, particularly once the construction phase is over. In 2008, output
by the construction sector would be $237 million greater than in the base case (0.3 per cent). The boost
to value added in 2030 relative to base would be around $49 million (0.1 per cent) with a negligible
impact on employment.
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Figure 6-16 Impact of Bell Bay Pulp Mill — Construction Industry Employment

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for Australian
and Tasmanian construction industry employment levels. Results for Australia include the impact of the change in economic
activity in Tasmania. See Interpretation of modelling results.

6.5.11 Biomass Sector

The biomass sector, which is the term applied to describe the generation of energy from any organic,
non-fossil material (in this case forestry waste), expands in line with the assumptions about the
generation of electricity at the pulp mill. Of the energy that is sold to the NEM, approximately 80 per cent
would be generated as a result of the pulping production process and 20 per cent as a result of biomass

projects.
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Figure 6-17 Impact of Proposed Bell Bay Pulp Mill — Biomass Real Value-Added ($2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for
Tasmanian biomass industry output levels. See Section 8.5, Interpretation of modelling results.

During the operational phase of the project, the Tasmanian biomass sector will be expected to expand by
$15.9 million in the long run (approximately 256 per cent increase over operational phase base case
levels). shows the increase in industry output expected. Employment in this sector will also see some
growth from a small base. In 2030, an additional 14 persons will be expected to be employed in the
sector.

6.5.12 Local and Regional Transport Services

The import of key inputs to the pulp mill operations (in terms of wood product, liquid, fuel, chemicals,
packaging materials, operating equipment maintenance items) and the export of the final product will
have significant economic spin-offs for the transport supply chain and shipping sub-sectors of the
Northern Tasmanian economy. The role of land transport (rail and road) is expected to be critical to the
operations of the pulp mill in terms of the transport/logistics of supplying logs to the proposed mill.
Detailed transport planning and logistics flow modelling has been completed and results have been
reported in Section 6 of the 11S. The MMRF-model provides an estimate of the aggregate growth of the
economy on demand for transport services. It is recommended that the reader review the Transport and
Traffic Impact Assessment Report prepared by GHD, in parallel with the economic impact assessment,
for additional details relating to existing site conditions, Gunns’ State Resource Regions and Zones, and
details of the road and rail freight forecasts provide additional analysis to this report. Of particular
relevance to the economic impact assessment has been the estimation of the current and future log truck
movements, with and without rail utilization, under alternative mill development scenarios.
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Although Gunns will utilise the rail network to transport materials, Tasmania’s land transport task is
expected to grow in road freight. The road transport sector will benefit from the mill’s operating cost
expenditures. The MMRF-Green model expects the road freight industry to see strong growth (Figure
6-18). In 2008, the output of Tasmanian road freight sector would be $14 million greater (3.7 per cent).
Although demand for road freight is expected to dip after the end of the construction phase, the long run
growth is expected to again stimulate demand such that by 2030, the output of the sector is expected to
the $15 million above base case expectations (2.3 per cent).
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Figure 6-18 Impact of Proposed Bell Bay Pulp Mill — transport Real Value-Added ($2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for
Tasmanian private transport and road freight output levels. See Interpretation of modelling results.

Similarly the Tasmania private road transport services sector would also be expected to grow if the mill is
constructed. In 2009, the output of Tasmanian private road transport sector would be $10 million greater
(2.6 per cent). In 2030, the output of the sector is expected to the $13 million above base case
expectations (2.6 per cent).

Employment in the road freight sector is expected to increase by 2.3 per cent in the long run in terms of
total hours worked, after peaking by 6.7 per cent in 2008. This translates to an expected 66 jobs in 2008
and an expected 29 jobs in 2030. Employment in the passenger transport services sector is not expected
to see a substantial change.
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6.5.13 Forestry

Forestry on private land is widely accepted as a profitable form of intensive agriculture. Private forests,
since 1945, have provided increasingly higher levels of hardwood sawlog than state-managed native
forests. Private forests are an important source of wood supply to Gunns’ existing facilities. Gunns
currently pays a market royalty for plantation and native forest pulpwood from across Tasmania.
Projections of private forest resource availability into the future have been analysed in detail in Volume 1
— Section 6.2 Pulpwood Supply of the IIS. These projections indicate the significant part that the Private
Forest Estate will have to play in supplying resource to the pulp mill.

The proposed mill will provide added security to private forest growers and managers, and ensure that
the preferred Australian market for private forests is within Tasmania. Clause 74 of the Tasmanian
Regional Forest Agreement provided for the “active encouragement of the development of downstream
processing in Tasmania such that the preferred market for growers is within the State”. The proposed mill
supports this objective.

The harvesting of pulpwood from private lands will also provide for better management of the Private
Forest Estate, for example, the development of property management plans and the identification and
protection of significant biological diversity values as part of the planning process. This will promote the
conservation and management of the Private Forest Estate, another objective of the Tasmanian
Regional Forest Agreement.

Private forestry will emerge as a highly significant economic activity for Tasmania’s rural sector. It will
provide a range of significant economic benefits, including:

» diversity of agricultural income (less direct dependency on dairying, cattle and wool production);

» medium-long term land values for farms to be sustained (important source of agricultural
income/superannuation support);

» ensuring that cash flows can be sustained as the forestry resources are sold to Gunns for pulping at
the proposed mill (a secure source of income);

» limiting the extent to which rural property owners will require on-farm labour, and the need to live
permanently on-farm (particularly important for aging owners);

» providing new rural employment opportunities for contractor-style forest planting, pruning/thinning and
harvesting;

» allowing for continued development of tree seedling/nursery production to support the plantations;
and

» providing a sustainable resource for the timber furniture and wood product sectors (important
downstream or indirect manufacturing effects).

It is expected that additional value-adding economic activity may be stimulated as a result of the pulp mill
providing added security for the Private Forest Estate, including particleboard, MDF (medium density
fibre board), paper mills, specialty building materials (laminated beams/trusses, flooring products) and
furniture manufacture.

In terms of the intensification of the establishment of plantations in Tasmania to supply this increasing
plantation supply to the mill, no additional intensification outside of the current Gunns’ owned or
managed planting levels is envisaged or required as a result of the pulp mill development.
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Gunns’ plantation estate (on land owned or managed by Gunns) has grown at a rate of approximately
10,000 ha per year for the past five years. The resource analysis undertaken for the purpose of the pulp
mill was based upon a total Gunns plantation estate of 150,000 ha being achieved in approximately 10
years time (consistent with Gunns’ current business strategy for a 150,000 ha plantation estate within
Tasmania) equating to a growth of less than 10,000 ha per year.

Based on these predictions and the planned growth of Gunns’ plantation estate, the current trend to
develop hardwood and softwood plantations could be expected to continue, with no increase in
intensification required as a result of the pulp mill. The necessary growth in plantation development in
Tasmania to underpin potential resource for the pulp mill is less than the inherent growth already
occurring within the industry. No impact in terms of 'crowding out' on the agricultural industry is predicted
as a result of the pulp mill development. Further analysis of this is provided in the Pulpwood Supply
chapter of the IIS.

6.5.14 Agriculture

The agriculture sector is expected to see a slight contraction due to the appreciation of the Australian
dollar. This is true both in Australian and Tasmania (Figure 8.20). This is again due to an initial capital
funding shock to the model in 2007-2009 and the long run increase in net exports. In 2030 Australian
agricultural output is expected to have contracted by $15 million; this does not represent a statistically
significant change in output (zero percentage deviation). The change in output in 2008 represents only a
0.2 per cent deviation from base case expectations. Tasmanian agricultural output is expected to grow
be effectively the same as base case expectations in 2030, with a $1 million increase in output expected
(zero percentage deviation). The peak deviation is expected in Tasmania in 2008 at 0.9 per cent.
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Figure 6-19 Impact of Proposed Bell Bay Pulp Mill — Agricultural Outputs ($2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for
Tasmanian private transport and road freight output levels. See Interpretation of modelling results.

The impact on employment however is very small. No change is expected in agricultural employment
levels. This reflects the small percentage change in output levels.

6.5.15 Chemicals

The chemicals sector, like the agricultural sector, is expected to see an initial contraction due to the
appreciation of the Australian dollar (Figure 8.21). This is again due to an initial capital funding shock to
the model in 2007-2009. However because the mill was modelled to create a chemicals production
industry in Tasmania (at the plant) in the long run the sourcing of chemicals for pulp production lead to
expansions in both the Tasmanian and Australian basic chemicals industries. Tasmanian basic
chemicals output is expected to grow to $8 million above base case expectations by 2030 (4.1 per cent).
Australian basic chemicals output is expected to grow to $4 million above base case expectations by
2030 (zero percentage deviation).
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Figure 6-20 Impact of Proposed Bell Bay Pulp Mill — Chemicals Outputs ($2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for
Tasmanian private transport and road freight output levels. See Interpretation of modelling results.

The impact on employment is not expected to result in a change at the national level; however,
employment in the sector is expected to expand by 4.2 per cent in Tasmania in terms of total hours
worked. This was expected to translate into an additional 14 jobs.

6.5.16 Marine and Freshwater Fishing Industries

The MMRF-Green model did not predict any change in the output of fishery industries. Additional
discussions regarding environmental management have been provided elsewhere in the IIS.

6.5.17 Impact on Trade and Accommodation

The proposed construction period from 2007-2009 would result in significant short-term construction
employment. This would result in a significant increase in the demand for workforce accommodation.
Various forms will be possible including rental of existing vacant housing in George Town, the Bell Bay
environs, in the Scottsdale/Bridport areas and in Launceston and its environs. Hotel/motel
accommodation would be highly desirable; with occupancy levels likely to significantly increase,
particularly in off season/winter months. This would represent an important additional form of tourism
sector income. It is expected that with such short-term employment there would be investment in
additional restaurant/bar/entertainment facilities. By analogy, the major re-development of Gladstone
refinery capability, in the late 1990’s, led to a major expansion in the city’s entertainment facilities.
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Moreover, the ‘Giants of Industry Tour’ was reported by the Gladstone Visitors Centre to net 15 to 20
persons on average per week. In annual terms this translates into roughly 780 to 1040 industrial tourists
each year. Similarly, ‘industrial’ tourism is a strong tourism theme in many European cities. Additional
industrial tourism to Launceston and George Town could reasonably be expected to eventuate if the mill
is constructed. Launceston is an important tourist destination for mainland and overseas tourists, as well
as for Tasmanians. For example, the Cataract Gorge is the fourth most popular tourist site in Tasmania.
Day visits/tours to the Mill would be envisaged. The technical uniqueness/significance of this state-of-the-
art complex would be recognized widely. It can be assumed that drive-by visits will be a key element of
visitation to the Tamar Valley.

This important new form of industrial tourism would lead to a further stimulation of tourism and outdoor
recreation activities in the Tamar Valley. The wine tours would be strengthened; additional
restaurant/café demand could be expected; new forms of tourist accommodation and food/beverage
outlets would also be encouraged. Additional tourism employment opportunities could also be expected.
The seasonal downturn/seasonal impact of employment may be reduced, for the autumn/winter months.

Moreover, during construction, the impact of construction salaries on the local area economy of Bell Bay
is expected to be significant. Expenditures on food, entertainment, clothes, health services, motor
vehicles, air travel would generate significant additional retailing and services income, employment and
investment stimulus. At the peak of planned construction, monthly expenditure by the construction
workforce could be upwards of $3,250,000. This could translate to an annual injection of more than $39
million in additional spending in the local economy (excluding expenditure on accommodation and air
travel) by the pulp mill construction force alone. Following commissioning of the mill, it is expected that
an additional workforce of 292 full-time employees would be sustained over the life of the mill's
operations. This would be expected to result in significant additional retailing, services and housing
expenditures in the principal urban centres of George Town, Launceston and in the surrounding rural
communities.

Moreover, new housing and the purchase of the existing housing stocks would represent a significant
local area residential impact. Retailing and services functions would be likely to expand in range and
quality to meet the additional professional and technical workforce. The small number of overseas
employees would also result in a further diversity of retailing and service opportunities for the local area
economy. However, Gunns also intends, if the mill is constructed, to implement a management plan for
limiting the potentially negative impact of the influx of persons into the George Town precinct (an artificial
accommodation industry boom). Gunns has planned for the construction of accommodation facilities to
house up to 800 workers. This will smooth the transition for the accommodation industry into and out of
the construction phase of the mill.

MMRF-Green modelling projects the output of the trade and accommodation sector to expand by $98
million in 2008 relative to base case expectations (3.7 per cent). In 2030, the output of the trade and
accommodation services sector is expected to increase by $58 million over the counterfactual scenario
where no mill is constructed (1.4 cent). Figure 6-21 shows the expected impact on the trade and
accommodation sector as a result of the mill’s construction.
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Figure 6-21 Impact of Proposed Bell Bay Pulp Mill — Trade and Accommodation Output ($2005,
Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for
Tasmanian trade and accommodation industry output levels. See Interpretation of modelling results.

In terms of labour availability to service this industry expansion, the model projects that an additional
1,200 persons (6.1 per cent increase in total hours worked) would be required in the trade and
accommodation sector to meet the additional demand in 2008. Over time, this is expected to attenuate
and in the long run 300 additional jobs would be created in Tasmania (Figure 6-22). This represents a
1.3 per cent increase in terms of total hours worked over base case levels where a mill would not be
constructed. The model projects that much of this labour will come from the mainland, attracted by higher
wages. The model projects that in the longer run there will be a sustained migration of persons to
Tasmania. Australia’s trade and accommodation sector is projected to see employment fall by 80
persons relative to the base case (zero percentage deviation in terms of total hours worked).
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Figure 6-22 Impact of Proposed Bell Bay Pulp Mill — Trade and Accommodation Employment
(%2005, Millions)

Source: CoPS. Note the above results are not cumulative impacts, but annual deviations from base case projections for
Tasmanian trade and accommodation industry output levels. See Interpretation of modelling results.

6.5.18 Home Ownership, Impact on Land Values

Impact on local house prices and land prices (undeveloped) in the area of influence of the mill are
expected to be positive. Gunns research with relevant real estate industry personnel in the George
Town, Bell Bay, Tamar Valley, Launceston, and Bridport areas have indicated that there was a minor
increase in house prices and in land values (10 per cent) after the proposed mill concept was
announced. With the timing of commencement of the proposed mill, it is anticipated that additional land
and property price increases would occur (less than 15 per cent). However, Gunns has assessed that it
is unlikely that the distribution of impacts would adversely affect the proposed mill; stakeholders expect
key beneficiaries would be the existing land/property owners. Gunns has assessed that no particular
community group will be made worse off. Gunns’ research indicates that it is likely that new property
acquisition in the George Town and Launceston urban areas would be achieved incrementally during the
first six months of construction. New house construction is not expected until later in the project’s
construction. Hence, land price escalation will be modest.

The MMRF-Green model projects ownership of dwellings in Tasmania to gradually increase over the life
of the mill, such that the value of the stock of Tasmanian home ownership would be expected to increase
by 2.4 per cent relative to base case projections by 2030.
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6.5.19 Impact on Information Technology Sectors

The processed pulp mill will be highly IT intensive. New software/process technology applications will be
involved at all sections of the mill line and its process control points. This will require IT support and
process technology support, as part of the necessary operations and maintenance functions, on a daily
basis.

This will also require IT training and support personnel. It is expected that this will create full-time IT jobs
as new process technology leads to retrofitting or plant modifications to other wood products/paper
processing plants. An independent/second order investment in a new paper mill would also require and
generate IT and process engineering technology demand. Further impetus to Tasmania’s IT initiative,
Intelligent Island, to stimulate Tasmania’s ICT industries is also recognised in relation to additional
employment and investment in new software and R and D applications involving IT.

6.6 Impact of the Project Not Proceeding

The analysis contained in this Chapter shows that the pulp mill would have a very substantial positive
impact on Tasmania’s economy. It would raise the level of investment in Tasmania, which is essential if
economic growth is to be lifted and living standards improved. It would show the way in raising the
State’s production and export profiles away from commodities and simply transformed manufactures and
into more sophisticated, value-adding products. It would permanently create approximately 2,000 more
jobs in the Tasmanian economy (by 2030), many of them in higher value occupations. All these impacts
are encapsulated in the pulp mill’s projected highly positive impact on Tasmania’s GSP, with a NPV of
around $6.7 billion, equivalent to around half of the State’s current annual GSP.

If the project were not to occur, none of these social and economic benefits would be realised.
Tasmania’s employment profile would roughly similar to current rates and trends, as Gunns would
continue to produce forest and wood products as it currently does. There would not be the stimulus
provided to Tasmanian industry and economic growth because there would not be additional activity or a
change from the status quo. Tasmanians would need to look to other industries to sustain their future
living standards. After a negative experience with this project and the previous decision on Wesley Vale,
it would seem very unlikely that any other investor would develop a major investment proposal in this
industry again. The prospects of adding value to Tasmania’s greatest natural resource would therefore
appear limited.

In the event that the project does not go ahead, it may well be that the present gap between living
standards in Tasmania and on the mainland would again widen over time. Tasmania remains a small
and open economy. Adding value to its principal natural resource, in a responsible and ecologically
sustainable way, would offer a pathway to building continued economic growth. While other industries,
such as tourism, will continue to develop, they do not offer such a potential for wealth creation and the
ability to sustainably increase living standards. While Tasmania may have some advantages in other
high value activities, due to the skills of its workforce, it will be difficult to attract investment in many of
these areas in competition with States such as Victoria and New South Wales. As in the past with call
centres, other businesses may be attracted to Tasmania because of its lower labour costs, but this
approach is unlikely to increase economic growth and living standards.

Moreover, there would be no change in the volume of forest harvested. Gunns’ harvesting strategy is
independent of the decision to process the wood downstream.
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Clearly, the success of the pulp mill project represents a significant opportunity for value-adding activity
that will provide long run growth for Tasmania.

6.6.1 Summary of Key Results

After many years of low growth relative to the mainland States, partly due to a lower level of investment,
the Tasmanian community on average has lower incomes than those enjoyed in the rest of Australia.
While Tasmania’s economic performance has improved in recent years, this improvement will need to be
further grown if the relative living standards of the State are to be enhanced and on par with its mainland
counterparts.

The proposal by Gunns Limited (Gunns) to develop a bleached Kraft pulp mill within the Bell Bay
Industrial Estate would constitute the largest ever investment by the private sector in Tasmania. The
establishment of the proposed mill has been recognised by the Government of Tasmania as a Project of
State Significance (POSS). This assessment of the economic significance of the proposed mill has been
prepared as part of an Integrated Impact Statement (IIS) required by the Tasmanian Resource Planning
and Development Commission (RPDC).

At around $1.45 billion in capital expenditure, the pulp mill would represent a significant opportunity for
the State’s economy to grow through value-adding, in a sustainable way, to one of its most valuable
natural resources. By converting exports of woodchips into exports of pulp, the project offers the
prospect of playing a catalytic role in moving the Tasmanian economy up the value chain. As this chapter
demonstrates, significant economic benefits would accrue to the State’s community.

This report contains significant analysis of the likely direct and indirect economic impact of the pulp mill.
As the mill would have a pervasive economic impact on many businesses throughout the Tasmanian
economy, its aggregate effects can only be estimated using complex computable general equilibrium
modelling. The model used for this analysis was the MMRF-Green model, operated by the Centre of
Policy Studies at Monash University. The MMRF-Green model is the most comprehensive economic
model available in Australia and is highly regarded in terms of the robustness of its assumptions and the
overall credibility of its results.

The key economic impacts of the pulp mill at Bell Bay, as modelled by the MMRF-Green model, are

summarised in Table 142. Several important assumptions underpin these results:

» The results presented in Section 8.6 are based on computable general equilibrium modelling using
the MMRF-Green model at the Centre of Policy Studies.

» Allresults are presented relative to a base case where no new pulp mill investment is made.
» Allimpacts, except employment, are in constant ($2005) prices.

» Although the mill is expected to have an operational life of 30 years, from 2007-2039, economic
modelling results were not projected past 2030 due to concerns for increasing uncertainty of
outcomes over long time frames.

» Al NPV calculations are taken over the 2007-2030 period, discounted at a real social discount rate of
five per cent.

» Construction phase employment impacts are presented as average annual increases over the
construction phase, which is assumed to occur from 2007-2009.
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» Operational phase employment impacts are presented as average annual increases over operational
life of the mill, which is assumed to occur from 2009-2030.

Table 142: Summary of Key Economic Impacts

Measure Impact of Bell Bay Mill (2007- Percentage growth above
2030)° base case projections in
2030

NPV’ of Gross Domestic (State) Product impacts ($billion)°
Australia $3.8 billion +0.03%

Tasmania $6.7 billion +2.5%

NPV of investment impacts ($billion)
Australia $2.3 billion +0.02%

Tasmania $3.1 billion +2.2%

NPV of consumption impacts ($billion)
Australia $2.7 billion +0.04%

Tasmania $3.3 billion +2.6%

Average annual construction phase employment impactsd
Australia +696 persons -

Tasmania +2,187 persons -

Average annual operating phase employment impacts®

Australia +284 persons 0.0%

Note ®: All results are presented relative to a base case where no new pulp mill investment is made. Note ® All NPV calculations are
taken over the 2007-2030 period, discounted at a real social discount rate of five per cent. Note °: All impacts, except employment,
are in constant ($2005) prices. Note : Construction phase employment impacts are presented as average annual increases over
2007-2009. Note °: Operational phase employment impacts are presented as average annual increases over operational life of the
mill (2009-2030). Note " The mill will have an operational life of 30 years (2007-2039). Financial modelling was conducted by Jaakko
Poyry separate to the preparation of this chapter. The results presented in Section 8.6 are based on computable general equilibrium
modelling (which is based on the financial projections but separate from their development). The economic modelling results were
not projected past 2030 due to concerns for increasing uncertainty of outcomes over long time frames. Note % Note that this is an
increase in the time that persons are employed, which is slightly different to the number of persons employed. The MMRF-Green
model assumes that employed persons become more productive. In 2030 employment (hours worked) increases relative to its
basecase level by 2.0 per cent. In 2030 the number of persons employed in Tasmania (persons employed includes full and part-
time workers as defined by the ABS for its labour survey) in the basecase is 286 thousand. In 2030 employment (persons
employed) increases relative to its basecase level by 2,020 persons (this is equivalent to 0.7 per cent of basecase employment in
persons). Thus the increase in hours worked has been met by a combination of a 0.7 per cent increase in the number of full and
part-time jobs and a 1.3 per cent increase in the number of hours worked per person employed.

Overall, the modelling shows that the pulp mill would yield substantial positive benefits to Tasmania and
Australia in the form of greater economic activity and employment. Tasmania’s gross State product
(GSP, or the State equivalent of GDP) would be $6.7 billion higher than otherwise in net present value
(NPV 5%) terms from 2007 to 2030. Approximately 1,617 additional jobs would be sustained on average
during the operating phase of the project. As discussed in Section 8.6 below, the employment impacts
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are particularly significant given the labour market assumptions contained in the economic model, which
assume that wages will over time adjust such that long run employment rates are sustained.

During the operating phase there are substantial investment, production and employment impacts. The
major factors driving these economic impacts outlined in Table 142 are:

» the netincrease in exports generated by the mill — that is, the increase in the value of exported pulp
relative to the value of the woodchip exports that the pulp exports have replaced;

» the flow-on industry growth generated by the sustained increase in demand for Tasmanian goods and
services;

» the replacement of pulp imports with pulp produced domestically at the Bell Bay mill; and

» the sale of surplus power and renewable energy certificates (RECs) provided by biomass electricity
generation at the mill.

There are also additional impacts during the construction phase driven by increased investment,
production and employment activity. The full impact of all of these factors incorporates both the direct
and indirect — or secondary — stimulatory impacts on major economic indicators.

As would be expected, particularly for a relatively small State such as Tasmania, the economic impacts
of the mill are far more pronounced at the State level than the national level. The pulp mill essentially
draws resources — capital and labour — away from the mainland Australian economy and towards
Tasmania. This means that while economic outcomes in Tasmania are better than they would otherwise
have been, this may be at the expense of economic outcomes in other States and Territories.
Nevertheless, the overall net impact of the pulp mill on the national economy is generally positive — the
Australian economy as a whole is better off as a result of the development. Related to this, the stimulus
to the national economy generated by the pulp mill is markedly less than the stimulus to Tasmania. This
is because the new net exports of pulp generated by the mill ‘crowd out’ other export and import-
competing sectors. This occurs as the real exchange rate strengthens in response to the increase in net
exports, thus reducing the competitiveness of Australia’s other traded commaodities.

6.6.2 Summary of Impacts and Management Measures

The construction and operation of the pulp mill will have a significant positive economic benefit to the
local, regional, state and national economies. In addition to the key measures of economic benefits
detailed in Table 142, more tangible benefits to the local communities and Tasmania generally include:

» An additional 3,400 jobs in Tasmania during the construction phase;
» On average, an additional 1,617 jobs during operation to a peak of about 2,000 jobs by 2030;

» Development of training courses with TAFE and other institutes for accelerated training programs to
address skills shortages. Of the 292 operational jobs, 60% will require additional training;

» A redistribution of an additional $424m in GST revenue to Tasmania from 2008 to 2030. For all
Australian Governments (state and national) nearly $1b in increased in tax revenue will be generated
between 2008 — 2030;

» Anincrease in transport road freight output of $14m in 2008. Operation road freight output will grow to
$15m by 2030;
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» Tasmanian basic chemical industries will grow by $8m by 2030;
» Additional expenditure on the local economy of $39m by the construction workforce;

» Increased impacts on trade and accommodation section of $98m in 2008 and growing to $58m during
operation; and

» Increase on local property prices by 15%.

Gunns will implement a number of management strategies including:

» A construction phase management plan to address potential negative impacts from the construction
workforce in George Town;

» The workers accommodation facility at George Town;
» Workforce training initiatives; and

» sourcing employment and services preferentially in Tasmania.

The Tasmanian government will also consider a range of broader management measures to address
economic impacts particularly during the construction phase of the project.

A summary of potential impacts, management measures to minimise the impact and a cost/benefit rating
related to noise and vibration is provided below.

Table 143: Summary of potential impact rating and management measures — economics

Potential Impact Potential Proposed Management Management Cost/
Impact Impact Benefit
Rating Rating
Economic
Economic benefit to the Major Major
Tasmanian and Australian positive positive
economies impact impact
Accommodation pressure in | Major Workers accommodation Minor positive Moderate
George Town negative facility impact negative
impact impact
Skill shortages for mill Moderate Training initiatives Major positive Minor
operators negative impact positive
impact impact
Employment opportunities Minor Preferential sourcing of skills Major positive Moderate
negative and services within Tasmania impact positive
impact impact

Overall, the project is considered to have a major positive impact on the Tasmanian economy. The
project is considered to have a minor positive benefit to the Australian economy.
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