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Ravensthorpe Nickel Operation

Background

Key Dates for BHP Bi/liton Ravensthorpe Nickel Operation

Mid 2001 - BHP Billiton (BHPB) acquired the Ravensthorpe Nickel Operation (RNa) from Comet
Resources in order to develop the nickel laterite deposit over a 30 to 40 year mine life.

March 2004 - BHPB agreed to progress the RNa to full construction and operation.

March 2004 - Construction commenced immediately.

October 2004 - Memorandum of Understanding (MOU) for Multi-User Infrastructure Package
(MUIP) signed by the State Government and BHPB. The Commonwealth Government was not a
signatory to the MOU.

September 2006 - BHPB announced that its operational workforce would double from 300 to
650, which would require a 50% increase in the number of residential lots in Hopetoun.

July 2007 - Construction completed at a cost of approximately US$2.1 billion.

November 2007 - The plant moved to the operational phase.

December 2007 - First shipment of concentrate left from Esperance.

May 2008 - The project was officially opened. Ramping up to full capacity was expected to take
another 18 months.

January 2009 - BHPB placed the RNa on care and maintenance. 1,450 employees made
immediately redundant.

January 2010 - First Quantum Minerals Pty Ltd bought the RNa for $340 million.

Project Phases

The RNa can be summarised as having four phases:

1. Project Proposal Phase - between the late 1990s and 2004, during which BHPB acquired the
project from Comet Resources, developed the proposal and the State Government and BHPB
committed to the MUIP through the MOU.

2. Project Commitment - between the announcement by BHPB in March 2004 that it was to
proceed with the project based on a project workforce of 300 and a project development
cost of $1.4 billion and September 2006.

3. Infrastructure Re-Assessment and Plant Construction - between September 2006 and
December 2008, during which time local and State government agencies re-calibrated the
range of infrastructure improvements, funding and capacity building within the Shire to
manage the scale of the expansion announced by BHPB.

4. Closure - between January 2009 to January 2010, during which time BHPB announced the
closure of the RNa, sacked over 1,450 workers and sold the project to First Quantum
Minerals Ltd.

It should be noted that these were the project phases of the private Ravensthorpe Nickel
project, not the project phases of the government processes.
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Details regarding the problems or opportunities which the project was to address

The RNO provided a major employment and development opportunity for communities in the
south-eastern region of WA, particularly for the towns of Ravensthorpe, Hopetoun and
Esperance. The proximity of the RNO to existing towns encouraged BHPB to plan its project
around the use of locally based employees and attracting up to 170 employees and their families
to the region.

This was in contrast to the growing Statewide trend to fly-in, fly-out (FIFO) operations. It was
acknowledged that there would be a very significant population growth in the Ravensthorpe
Shire and its environs as a consequence of the anticipated 300 RNO employees, and many others
indirectly employed in connection with the RNO arising from its associated commercial activities
becoming part of and locating within the local community. Simultaneously, unrelated
exploration work near Ravensthorpe (which has a history of mining development) was starting to
indicate that other mines might also eventuate. This has been borne out by the development of
Rav 8 (nickel), and Galaxy Lithium which is under construction.

Infrastructure issues were present in the Shire of Ravensthorpe. Electricity supplies were
unreliable for the planned growth of the Shire. Water supply, wastewater, education and Shire
services were also inadequate to attract and support the planned population growth. Shire
representatives indicated that it had limited economic development opportunities and a very
restricted rate base.

Despite these challenges, the RNO represented a significant opportunity to diversify its economy
and increase services and facilities. At the time, the opportunity for the Shire to advance the
construction of community assets through the RNO was considered as a one off opportunity.

Recognising both the regional development opportunities and the issues presented by the RNO,
the State Government sought to complement the direct benefits of the project through the
implementation of a multi-user infrastructure package (MUIP) jointly funded by the State, BHPB
and eventually, the Commonwealth. The purpose of the MUIP was to maximise the regional
benefits of the RNO by providing immediate improvements to the infrastructure capacity within
the Shire, as well as ensuring long-term benefits for the community through the implementation
of key community infrastructure projects.

Scope of the project and the wider context to which it related

Early State Government Support

In the late 1990s, as more details became known about the size of the Ravensthorpe nickel
deposit, the scope of the RNO expanded to the extent that it became a world scale/world class
lateritic nickel project with projected annual production of 50,000 tonnes of contained nickel.
BHPB launched a major research and engineering effort in order to avoid the processing
problems that had been encountered at the Murrin Murrin, Cawse and Bulong lateritic nickel
projects. The sheer scale of this expenditure indicated a very high level of corporate
commitment to the project.

The State Government actively responded to the potential local impacts and opportunities. The
then Department of Industry and Resources maintained close links with the Shires of
Ravensthorpe and Esperance, infrastructure providers and BHPB to determine what upgrades
were required to maximise the regional benefits. The Shires and the State Government engaged
with the Commonwealth departments, the local Federal Member of Parliament and with Federal
Ministers. A FIFO option was not ruled out. The State Government approved funding of
$18.4 million of the proposed $55 million MUIP. The State's contribution was subject to BHPB
committing to the project with a locally based workforce, and the balance of the MUIP was to be
funded by the Commonwealth (to at least $18.4 million) and the company.
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BHPB did not seek to enter into a State Agreement for the RNO.

The early in-principle support by the State Government was important for the company to
proceed with its objective to attract and retain a locally based workforce (with families) to
operate the project.

At the time of BHPB committing to the project in March 2004, full funding of the MUIP was not
achieved. The company subsequently indicated that it still had a strong preference for a locally
based workforce to operate the project rather using a FIFO workforce.

Commonwealth Support

In May 2001, BHPB approached the Commonwealth Government about contributing to the
MUIP through Invest Australia's Strategic Investment Coordination Program. BHPB was advised
that it should apply closer to when a decision on the project was to be made. By late July 2004,
a contribution of $9.8 million (net of GST) from the Commonwealth Government was negotiated
by the Shire of Ravensthorpe and the Shire of Esperance for the upgrading of local roads and
community facilities in the Shire of Ravensthorpe.

These Commonwealth funds, committed at the "eleventh hour", made it difficult for the State to
plan its infrastructure projects in an orderly manner, and delayed BHPB's commitment to a
locally based workforce.

The Commonwealth funding was an indication of the national significance of this project,
reinforced through BHPB's intentions for the nickel-cobalt concentrate from the RNO to be used
to sustain and expand an existing nickel refinery in Queensland.

Sources of funding

Memorandum of Understanding

On 1 October 2004, the Minister for State Development, on behalf of the State Government,
signed a MOU with BHPB which outlined the State Government's commitment to the MUIP. This
infrastructure was needed to support the project and the expected increase in population in the
region, mainly in the Shire of Ravensthorpe. For its part, the company committed to a strategy
to attract, locate and retain a local workforce, mainly in Hopetoun and Esperance.

The MOU, agreed in October 2004, enabled the implementation of the MUIP and was based
upon a State contribution of $18 million, and a contribution of $9.5 million from BHPB. Outside
the MOU the Commonwealth committed $9.8 million to infrastructure developments and
improvements in the Shire.

State Commitment to MUiP

The State's contribution of $18 million provided:

• financial assistance to the Shire of Ravensthorpe for plant and equipment, internal
resourcing and essential services;

• a new Hopetoun Primary School, which opened in January 2007, upgrading of the middle
school facilities at Esperance Senior High School, upgraded Vocational Education and
Training at Ravensthorpe District High School by the Department of Education and Training;

• wastewater treatment services at Hopetoun commissioned for operation in early 2009; and

• upgraded State roads by Main RoadsWestern Australia.

The State also provided funding ($6.1 million) via agency budgets to upgrade South Coast
Highway, and to upgrade and expand water and power supplies in Hopetoun.
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LandCorp, in conjunction with the Water Corporation, Horizon Power and the Shire,
progressively released serviced residential land in Hopetoun to meet the housing needs of the
BHPB workforce and others.

The Esperance Port Authority underwent a $31 million capital works program to meet the
logistical requirements of the project. Esperance Port commissioned a sulphur storage facility
and 1,200 tonne shore-based container handling crane to handle containers and sulphur
imports.

BHPB Commitment to MUIP

BHPB's contribution of $9.5 million provided:

• construction of Ravensthorpe Airport; and

• upgrading of State roads.

In total, the company planned to expend more than $110 million on residential land and
housing, and community amenities such as childcare and sport and recreation.

Commonwealth Commitment to MUIP

The Commonwealth's contribution of$9.8..million provided:.....

• upgrading of local roads; and

• co-located emergency services and Rural Transaction Centre buildings in Hopetoun and the
Ravensthorpe Entertainment Centre.

The Commonwealth contribution was not subject to the MOU but considered a component of
the total MUIP.

See Appendix 1 for MOU related expenditure.

The various stages of the project, with the timing and costs assigned to each stage
and its major elements - including preliminary assessment and design costs and
robustness of the cost projections used when developing the project and applying for
funding

Projected Economic Benefits of RNO

In 2004, when announcing the decision to proceed with the project, BHPB initially estimated that
300 workers would be required for the project. Infrastructure modelling undertaken within the
context of 300 hundred additional workers guided early planning within the Shire and relevant
State government agencies.

In early February 2004 the Department of Industry and Resources completed its General
Equilibrium Analysis (GEA) of the economic impact of the RNO on Western Australia. The
purpose of the study was to assess the impact of the RNO in terms of output, employment,
investment, consumption and trade. The GEA based its projections on figures released by BHPB
at the time, i.e. a project capital cost of $1.4 billion over a 22-24 year life of mine.

In summary, the GEA revealed that the total cumulative increases resulting from the RNO were
expected to be $9.3 billion (in 2002-03 prices and undiscounted) for Gross State Product,
$2.2 billion for Investment and $5.8 billion for consumption. Total cumulative increases in
revenues to the WA government were forecast to be $258.8 million for taxes, $205.8 million for
royalties and $491.7 million for other revenues.
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The total cumulative benefit of the RNO was in excess of the cost of the State's contribution to
the MUIP. Additionally, it was recognised that shortcomings in infrastructure were already
apparent.

BHPB Expansion Statement

In September 2006, BHPB informed stakeholders, including the State Government, that there
was a stronger interest by its workforce to live in Hopetoun than originally anticipated, and it
had revised its operational workforce estimate from 300 to 650 employees. The magnitude of
this major adjustment was unanticipated in the MOU signed in October 2004 and hence not
accounted for in the earlier planning. As a result, the company required a total of 366 residential
lots in Hopetoun (an increase of around 50%), with most of its workforce to be accommodated
within the region by mid-2009. This would also include temporary accommodation for the
2,300 strong peak construction workforce.

Re-assessment by Government of the flow-on effects of such a major change in the scale of the
operation and the overall population numbers in Hopetoun, together with the major increases in
costs of construction, resulted in cost increases for services such as potable water and power
supplies to Hopetoun and Ravensthorpe.

Further, subsequent planning by the Department efIndustrv-and-Reseurees, LandCorp-·and·the"·
Water Corporation to accommodate the number of new families and the flow-on from the
private and government sectors, required a redesign of the capacity of the Hopetoun
wastewater treatment plant and domestic water supply to service up to 3,500 people,
equivalent to a cost of up to $72 million.

By mid-2007 the company and State Government reached agreement that the objective to
house the revised workforce numbers in Hopetoun would be put on hold, with the balance of
the workforce either being housed in Esperance or using FIFO as an interim solution.

In October 2007 the Hopetoun Alternative Infrastructure Study was commissioned to
recommend best practice and cost effective infrastructure options for Hopetoun. The study was
jointly funded by the State Government and BHPB.

The study collaboratively engaged a wide variety of stakeholders, including Health, Water
Corporation, Horizon Power, the Shire of Ravensthorpe and others to challenge and find
alternatives to existing practices and attitudes in energy, water and wastewater management.
The study identified an alternative approach to enable more incremental growth and a method
to fast track the imposition of re-Iocatable temporary accommodation.

On evaluating the impact of the expected doubling of the population in the Shire of
Ravensthorpe with key State government agencies and the Shire in September 2007, the
Department of Industry and Resources also identified the need for a further $5.3 million to
provide new or upgraded community facilities.

This involved facilities such as a new child care centre and upgraded recreational facilities in
Hopetoun, the further enhancement of the capacity of the Shire, especially to manage the
environmental impact (dieback spread), mainly along the South Coast, and the upgrade of the
Ravensthorpe to Hopetoun road.

Shire of Ravensthorpe Capacity Constraints

Soon after BHPB expressed serious interest in the RNO, the Shire highlighted a number of
concerns regarding the impact on its capacity and upon community infrastructure. Prior to the
RNO the Shire's population was 1,400 with a recurrent budget of about $2 million.
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Being a small Shire with an economy based on agriculture, a service centre for travellers along
South Coast Highway and the growing tourism industry, the Shire had found it difficult in the
1990s to upgrade services and facilities, particularly the release of serviced residential land in
Hopetoun.

Very early growth expectations associated with the RNO in the late 1990s indicated an additional
125 people locating in Hopetoun and 50 in Ravensthorpe, resulting in the Shire population rising
40% to 2,100. With no appropriately zoned land to cater for either residential and RNO-related
industrial area growth, and faced with the newly adopted Statewide statutory and strategic
planning requirements, in 2000/01 there was the need for key land use planning stakeholders to
urgently focus on this aspect in the Shire.

In mid-2008, the Shire of Ravensthorpe raised concerns regarding its organisational and financial
capacity to deliver services and maintain infrastructure, due to the additional pressures of the
RNO. Plans prepared prior to project commencement forecast that the Shire would have a
positive cash flow by the completion of project construction. However, by 2008 the Shire
indicated that it was struggling with the extra workload created, the reduction in anticipated
revenue, the difficulty in recruiting and retaining staff and the significant increase in services and
maintenance of infrastructure. As it could not provide the level of service expected by BHPB and
local residents, the Shire was considering optiorrsto increase' revenue:

Prior to project commencement, the Shire entered into an airport deed to operate the airport
with BHPB underwriting the facility to a maximum of $40,000 per annum and a rate deed under
which the Shire received $240,000 per annum (indexed) from BHPB for the life of the project in
lieu of rates. BHPB also contributed $120,000 per annum (indexed) to a Community
Development Fund. The Shire needed to secure a funding agreement with BHPB to recover the
cost of services provided, including provision for specific cost pressures such as:

• repair and maintenance of local roads;

• management and maintenance of Ravensthorpe airport;

• purchase and replacement of essential plant and equipment;

• management and maintenance of the proposed Hopetoun leisure Centre; and

• waste management.

Based on the original $1.4 billion value of the RNO, and using advice from the Valuer General's
Office, the Shire would have been able to seek rates and other contributions initially in the order
of $800,000 per annum. All of the financial modelling conducted by the Shire up to this time
contributed to a decision by the Shire to enter into the fixed rate deed model, rather than the
normal rating model. This modelling indicated that rates calculated on diminishing values would
have resulted in net loss to the Shire of up to $3 million over the life of the project. However,
given the announcement by BHPB in 2006 to expand the project and its total development value
to over $2 billion, the urgency of entering into the rate deed prior to 2006 had the unintended
consequence of limiting the capacity for growth in Shire revenue collection from the project.

The community also faced problems when the local doctor resigned. A two-doctor service was
considered necessary, costing in excess of $1 million per year, which would have necessitated
Shire rates rising by up to 60% to cover this expenditure.

The Shire also reported that local roads were struggling to cope with the increased volume of
traffic. Roadswhich were previously maintained on a 5-year cycle required annual maintenance.
As a consequence, the Shire entered into a Treasury loan ($2.6 million) predominantly for road
works, which required repayments of around $160,000 per year.
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An executive summary of the business plans used in the development of the project
including reference to risk analysis

Overtime risk emerged to the RNO including:

• BHPB's 100% under-estimation of the required local workforce, which was announced fully
5 years after Cabinet committed to the MUIP;

• the incapacity of the Shire to manage the vastly increased scale of the project post-2006, as
opposed to its already difficult task in managing the initial scale of the project;

• technical flaws in the understanding of the nature of the nickel deposit and consequent
failures within the engineering and design of the beneficiation plant; and

• a global financial crisis resuiting in an 80% drop in the world price of nickel during the ramp-
up phase of commissioning the project.

It would appear that these risks were not identified prior to the development of the project. In
particular, it was only during the plant construction phase that BHBP informed its stakeholders
of the changes contemplated and their scale.

The consequent risk for implementation of the. MUIP was the flow-on effects of the change in
focus of BHPB locating its significantly increased workforce in Hopetoun. The change directly
affected the original objectives held forthe original MUIP.

During the project planning and ramp-up phase population growth assumptions were revised
from 1,500 to an upper level of 3,350 with approximately 450 new houses being built in the
Shire by 2009.

Due to the cost increases and delays in securing tenders to undertake nominated community
services projects, the Shire sought Commonwealth approval to delay its works program to
include oniy the co-located emergency services and Rural Transaction Centre in Hopetoun, and
the Ravensthorpe recreation and entertainment centre.
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MOU expenditure

Appendix 1

Ravensthorpe Airstrip BHPB

MOU 2 WastewaterTreatment Services w Hopetoun State 5,200,000 5,200,000

MOU3 Shire essential services - Ravensthorpe State 2,000,000 1,627,827

MOU4 Hopetoun Primary School State 4,000,000 4,000,000

MOU5 Upgrade to Middle School at Esperance Community College State 2,200,000 2,200,000

MOU 6 Shire internal resourcing - Ravensthorpe State 500,000 450,553

MOU7 Shire equipment, mobile plant,vehicles and housing State 1,300,000 1,720,753

MOU8 Recreation facilities in Hopetoun State 400,000 400,000

MOU9 Upgraded Vocational Education andTraining Programs and
State 700,000 699,964

other information services

MOU 10 Upgrading State Roads BHPB 4,500,000 4,500,000

MOU 11 Miscellaneous infrastructure and services State 800,000 800,088

Sub total State 18,000,000 17,999,185

BHPB 9,500,000 91500,000

TOTAL 271500,000 27,499,185

000267V02.richard.riordan.docx - DSD Page 8 of 9 Release Classification: - Within Government Only



Reference Documents

Shire of Ravensthorpe - Ravensthorpe Nickel Project: Report on certain aspects of the project
and the financial impact on the Shire of Ravensthorpe, R.J. Back, 19 September 2003

Yabulu Ravensthorpe Integrated Nickel Project - A Project of National Significance, BHP Billiton
Pty Ltd, 3 October 2003

The Economic Impact of Ravensthorpe Nickel Project on Western Australia: A General
Equilibrium Analysis, 5 February 2004. Economic Analysis Branch, Department of Industry and
Resources

Memorandum: Ravensthorpe Nickel Project, The State of Western Australia, Ravensthorpe
Nickel Operations Pty Ltd, Billiton Nickel (Ravensthorpe) Pty Ltd and QNI Western Australia Pty
Ltd, 1 October 2004

Hopetoun Alternative Sustainable Infrastructure Study, LandCorp, July 2008

Ravensthorpe Nickel Project Memorandum - Project Closure Report, DoIR, December 2008

A Rapid Rural Appraisal of the Closure of the Ravensthorpe Nickel Operation: A focus on the
social, environmental and economic impacts for Ravensthorpe, Hopetoun and Jerdacuttup,
Western Australia. Professor Daniela Stehlik, Dr Alison Browne, Dr Amma Buckley, Research
Centre for Stronger Communities, Curtin University of Technology, May 2009

000267VD2.richard.riordan.docx - 050 Page 90f9 Release Classification: - WithinGovernment Only


