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© FINDINGS AND RECOMMENDATIONS

"I'he Commxttee fmds that

*)

The Australian Industry Development Corporatmn (AIDC) has an. estab- E

-lished role in the Australian capital market, generally for lendmg sizeable

. ‘amounts in the medium- to long-term area, and in the ﬁnancmg operations
- of ‘the "Corporation it 'is" recognised that some flexibility is desirable for
- meetmg unforeseeable future changes. Tts present role reflects weaknesses

~in 'the “Australian capital market," possibly attributable in part to ofﬁcml

®

©

_ comrois on other ﬁnanma‘i mst:tutlons (Paragraph 63)

It is usefuI for AIDC to contmue 10 complement the act1v1tles of other

: ktndmg institutions in the orgamsmg of financial packages, in which it m&y
i 'partlcxpate as a lender or equlty holder, or both (Paragraph 63)

Theré is a role for AIDC as ﬁnanmal adv1ser in the 1estructurmg of mdustnes

- ‘and in the deveiopment of new techmques for financing industrial develop-

. ment, arcas in which the Committee is satisfied that AII)C has developed

(D)

and demonstratcd particular experuse (Paragraph 63)

-'Deﬁmtlon of the aims and funcnons set _out in ‘sections 6 and 8 of the

Act are vague and can be conflicting, thereby causing confusion as to the

~alms and objectives of the Corporation In parucuiar the obhgatlon on

AIDC to consider non-commercial aims in its financing operations may
. ‘have affected its commercial pet:formance and undoubtedly has created a

degree of uncertaznty and  difficulty in judgment of ‘that performance

' ._ Accordmgly, it should be made clear that the provisions of section 8 (2)
" -are a primary condition that all lendmg operations should satisfy, not to be

®

-.overndden by non-commermal cntena (Paragraph 66)

It -would ‘be advantageous to. the Commonweaith for 1t to guarantee the a
- Habilities of the Corporatmn (Paragraph 81} : .

®

* Corporation’s needs ‘and unnecessarily ties up substantial public funds;

The. ex1stmg capltal structure of the AIDC is no longer relevant to the

. specifically the maximum borrowmgs/capztai ratio of 5:1, as determined
Jin section 7 (3) of the Act, is unnecessarily Testrictive, no longer appro-

‘priate to the Corporation’s operations, and will needlessiy fuel the requ1re~ -

S ment for additional public funds. (Paragraph 81)

(@

;The cap1tal base of ‘AIDC for measuring geanng shonld be redeﬁned 1o
mclude any uncalled capitai (Paragraph 81) o




Ca

Provision should be made for the payment by AIDC of dividends to the
‘Commonwealth once the Corporation has become ‘adequately profitable,
subject to maintenance of its operatrng capablhty in real terms. (Para- _
graph 813 : : .

Provision shouid be made for the Commonwealth by - agreement with

'AIDC ‘as to amount, term, interest rate and other conditions, to meet

- fature AIDC capital requrrements partly by way of subordinated loans,

)

which would alse be counted in AIDC’S caprtal base for gearmg purposes '

' (Paragraph 81)

Tt should be provided that the Reserve Bank exchange views annually with
. the Corporation on an approprrate maximum gearing ratio for AIDC, and

that the actual ratio be left in the hands of the Board of the . Cerporanon

for determination from tlme to time as it sees fit. (Paragraph 82)

The reqmrements of sectlons 24 (8) and 26 (2) of the Act wrth regard
o the use to which capital of the Corporatron may be put, precludmg its
‘use for operational loans and equity. participations, -are inappropriate 1o

_the Corporation’s. needs and unnecessarily restrict its. financing activities, _
' .both as to volume and. natuge (equrty part,rcrpatzon) (Paragraph 85) '

' . (L) The definition of the functions of the ‘Corporation in- section 6 (1)(a) may

o)

~ preclude it from financing some service 1ndustr1es and shouid be expanded_ '

‘to remove thlS restrrctron (Paragraph 87)

The Act should be amended 1o provrde for the separate appomtments of
-a pari-time non-executive Chairman of the AIDC Board and of a full-

. . time: Chief Fxecutive:of the Corporation. The 1atter oﬂicer may or may

©

Q)

(s

_.not also be a Director, (Paragraph 913
(N

AIDC’s exemption from stamp duty and sxmﬁar taxes shouId contmue
(Paragraph 95y - :

“The AIDC Act’ shouid be amended 1o remove the reqmrement for the Cor—
S 'poratmns headquarters to be in Canberra (Paragraph 96) '
(P).

- no longer requared for the operations of AIDC and should be repeaied

" with a saving provision {o cover the ongoing vahchty of actmns already
_taken under this leglslaaon (Paragraph 98) -

The Loans (Austmlzan Industry Development Corporatzon} Aet 1974— is

“The provisions of section 12884 of the Income Tax Assessment Act 1936,

conferring on “AIDC automatic ‘ exemption from interest wifhholding tax
on private overseas borrowings, should be examined to sece whether a

“similar exemption should be extended to ‘the Australian Resources Develop-

ment Bank (ARDB). Should ‘this not be’ acceptable the Committee con-

‘siders that the mechanisms for case-by-case exemptions should be com-
_sidered to see Whether the meehamsms can be simplified. (Paragraph 101}

--.Bemg sub}ect at all times to Treasury and Loan Council approval for its
..« pverseas borrowings, ATDC is properly exempted from application of the
Variable Deposit Requirement. The Government should consrder grantmg

a similar exemption to ARDB, (Paragraph 104)

Having regard to the Committee’s proposals taken as a Whele it is not
-'recommended that AIDC. be aceordad bank status, (P‘aragraph 1(}6)

viii




o Recommendaﬂens

The Committee recemmends that the following consequential amendments be _

" ‘made to the Acts of the Commonwealih referred to beiow
1. The Australian Industry Development Corporation Act 1970 be amended to:

3.

(a) redefine the .functwns of the Corporation in section 6 (1) (a) to extend

the. areas in which it may operate to explicitly include service industries; - '
~ (b) amend the existing provisions of section 7 (3) and Part LinFmance

to change the capital structure of the Corporation as follows:
(i) to provide that the habﬂltzes of the Corporatlon be guaranteed by
the Government; .
: (11) to allow the maximum gearmg ratm oi the Corporatlon to be deter-
- mined from time to time by the Board as it sees fit, having
~exchanged views annually on approprzate rat1os ‘with the Reserve
Bank;
(iii) to require any umcalled capltal to be mc}uded in the capital base of
. the Corporation for measuring gearing; '
(iv) to provide that, unless otherwise advised to the Mm:ster jointly by
the Corporatmn and the Reserve Bank, any further paid-up capital
needs of the Corporation be met by subordinated loans from the
- ‘Commonwealth, each such loan to be agreed with the Corporation
. " as to amount, term, interest rate and other conditions;
(v} to remove the restrictions on the use of the paid~up capital of the
" . Corporation (set out in section 24 (8) and section 26 (2)), so
that the Board in its discretion may use the capital funds in part or
whelly in the operations of the Corporation; -
{c) provide that the considerations stated in section 8 (2) shall overrlde
those stated in sections 6, 8 (1) and 8 (3); o
(d) provide for payment by the Corporation of annual dmdends to the
Commonwealth, to a prudent degree, to be determined by the Minister
after consultation with the Corporation and after adjustment to allow
for the effect of inflation (or deflation) on the ‘free capital’ of the
Corporation, in order to maintain this free capital in real terms;
(e} temove the provision for the appointment of an Executive Chairman, and
© 'provide for the separate appointments of part-time non-executive Chair-
man of the Board of the Corporation and of full-time Chief Execative
of the Corporation, the latter officer also being able to ‘be but not
necessarily being appointed a Director; '
(£} repeal section 36 which requires the head office of the Corporauon 1o be
located in Canberra. (Paragraph 107)

The Loans (Australzan Industry Development Corporation)y Act 1974 be
repealed, with a saving provision for ongoing validation of actlons already

taken wnder this lepislation. (Paragraph 107)

“The provisions of section 128EA of the Income Tax Assessment Act 1936,
~.conferring on AIDC automatic exemption from interest withholding tax on
. private overseas borrowings, be examined to see whether it would be appropri-

ate to extend them also to ARDR. (Paragraph 107)

The Government consider making appropriate amendments to the Banking Act
1959 to exempt ARDB from the Variable Depos;t Requ1rement (Paragraph

1 07)

ix




CHAPTER 1
CONDUCT OF THE INQUIRY THE MAIN ISSUES

' ﬁ.Iutmductmn . _ SRR T .
1, “This report is the ﬁrst by the Standmg Coxmmttee on Expcndlture on the

: operations of -a major statutory authority -and -arose from a concern that an -

- authority such as the Ausiralian Industry Development Oorporatzon operating on
© capital funds voted by the Parliament, should be examined on its accountability
to the Parliament for its performance. Th1s concern is shared by other committees
" “of the Parliament and the First Report of the Senate Standing Committee on
* Finance ‘and Government Operations deals with a number of problems associated
with the proliferation of Commonwealth statutory authorities, one of which is
that of accountabﬁ;ty to the Parliament. That Report states, inter alia, that:

. “The Committee is concemed that because some authorxties have’ conszderable
operating ‘independence, a belief has arisen in some areas that’ they are not subject
to the scrutiny of Parliament,’ Operating independence should ot be confused with

“ freedom from ultimate responsibility to the elected governing body The Parliament
‘must ‘take ultimate responsibility for the actions of ‘bodies ‘it ‘creates. aud shouid
mstxmte adequate accountabxhty measures o ‘exercise this Iesponmbﬂity L

2, 'The inquiry into the operations of the Auslrahan Industry D‘evelopment '

-Corporanon (AIDC) was intended to ensure that a major statutory body was '

subjected to detailed scrutiny by the Parliament so that the ‘Corporation was
required to explain, to document and to justify its performance far ‘beyond ‘the
disclosures contained in its Annual Report to the Parliament. Acknowledging the
conﬁdentzahty of the ‘banker-client’ relationship, the Committee had ‘to com-
- promise in the approach which it had determined for the conduct of the i inquiry by
agreeing not to insist on free access to the Corporation’s files. This compromise was
not reached without considerable refiection by the Commiittee on the commercial
. pature of the Corporation’s activities and the need for public acceptance of the
~fact that the details of the Corporatlons dealings with its clients should be conﬁ-e
-den’ual even from an inquiry by a committee of the Parhament '

<3, Whlle respectmg this prxnc1ple the Comm1ttee was nevertheless abIe to
obtain a great deal of evidence on the activities of the Corporatjon by prowdmg
‘a public and, where necessary, a private forum for those with an interest in the
matter to express their views. The Corporation itself was a major witness, and
provided the Committec with documentary evidence on its performance, enablmg
‘an analysis of its financial statements to be carried out by consultants to the
- Committee. Most of the ewdence referred to is now pub1101y avaxlable as mdlcated
in Appendix 1.

_ .4. In determmmg the guxdehnes for the mquxry, the Commutee consxdered
it to.be practicable to e¢xamine the -suitability of the ‘capital structure .of the

L




Corporation the use of its capital and reserves, its management structure, tech-
niques and phxlosophy, and development of its place in the capital market since
its creation in 1970. In short it was a matter of comparing the financial results
“of the Corporation’s activities with the resources employed to achieve those resulis,
‘and of makmg appropnate comparisons with other organisations. In pursuing
this avenue of inquiry the Committee was as concerned with current performance
of the AIDC and its. prmected future operanons as with .the- h15toty of the '
'Corporation : '

~5. Measuring the effectlveness of the Corpmatlon in flﬂﬁllmg 1ts siatutory
functions proved to be more difficult. A number of attempts to draw up meaning-
ful guidelines to conduct such an assessment led to .the conclusion that, without
access to details of the Corporation’s lending operations, judgment. on  the
- effectiveness in fulfilling its statutory obligations was difficult. The details which
would ‘have been necessary to make such an ‘assessment would have included the
name of the applicant’ and the conditions of each loan, as well as the reasons Why
loan apphcatmns ‘were accepted, re}ected or Withdrawn 8 L

6. In conductmg the mqwry the Comnnttee necessarlly accepted the vww_
that the Corporation is an instrument related to the achievement of government
' pohcy objectives on industry development Austrahan owncrshlp of uldustry and
: resources ‘and fore;gn investment,

4. .The Committee was pnmanly concerned then w1th the eﬂiment use of
- public funds in the form of the Corporation’s capital and reserves whmh at the
end ‘of the 1978-79 financial vear .totalled $75.0 million, comprlsmg $62.5
million called-up capital and $12.5 million reserves. Under the terms of its Act,
$37.5 million of the capital appmpmatcd to the ‘Corporation remains to be called.
The. Act also spemﬁes the uses to which the capital may be put by the Corporation
and preclndes its . use for operational loans -or .equity investment. The Com-
mittee’s interest in conducting a study of the Corporation’s performance was
generated thmug,h its awareness of criticism of the low rate of return which these
funds were ‘carning for the Corporation, together with the low level of proﬁt
: carned by the Corporatxon over thc range of its. actlvmes C

AiDC’s perfomance

8 The poor profit performance of the Corporatmn revealed in its pubhshed
ﬁnancxal statements, together with’ aﬂegatlons in " the financial ‘press about a
number of Ioans made by AIDC to companies some of which subsequent]y failed,

cast doubts on the efficiency of the Corporation. One source of criticism was the
heavy losses suffered by AIDC on its overseas borrowings due to unfavourable
fluctuations in exchange rates between the Australian dollar, the Swiss franc and
- the Deutschmark, and -this contributed fo a feeling in some areas that thc pubhc
.funds alIocated to' AIDC were not being efficiently employed. -

9. In the sporadlc debate on AIDC’s" performance and its suspected bad
loans, it was obvxous that the role of the Corporation as a pohcy instrament of
the ‘Government was not clearly understood by the industrial ‘and commercml
~world, and by the Corporation ‘itself in its early days. The Corporation was.
_ ‘variously considered to be a prov1der of venture capital, a lender of last resort, a
“purely commercial lending institation and potentially a vehicle to assist in ‘buying
- back the farm’. This confusion ‘on the aims of the Corporation was the root cause
-of much of ‘the public criticism of its activities and results, and sprang basically

2




*from the ‘circumstances surrounding its creation. The opposition to the establish-
.. ment of AIDC was strong from influential sections of the commercial world, led

by -the life offices, ARDB, and other banks who saw.the Corporation as.an
' _unnecessary government intervention in the capital market and of course as a
- contender for a share of the available funds. Indeed, in its evidence the Australian

‘Bankers’ Association Research Directorate, Tepresenting the trading banks, stated
that the continuing role of ATDC is in part a reflection of government .controls
on the lending activities of other financial institutions and. that these ‘controls
.were designed to serve the interesis. of monetary policy and protect dsposrzors

.10, The " rather turbulent atmosphele surrounding the estabhshmen’s -and
'eariy operauons of AIDC appears ‘to have contributed to the ‘general uncertainty
- as to what type of creature the Corporation was meant to be and this uncertainty
“'was shared to some cxtent at least by the management of AIDC who neither
- understood nor clearly interpieted the Corporation’s owp: 1ole. Consequently the
" management tock some .considerable time before adopting an .aggressive market-

Jdngattitude to - its. operations, 'This ‘contributed to its poor performance -and

-ultimately to‘the perceived need for an inquiry into its operations, one sigmﬁcant
. result of which ‘should be cianﬁcatmn of the role of the Ccrporauon m the
-capltal market.

11 In assessmg the p]ace of the AIDC in the capnal market the Committee
'15 aware of the ongoing Australian Financial System, Inqulry (the Campbell
Commitice) and the possibility that the operating ~“environment of 'AIDC
could be substantially changed, depending on the recommendations made to-the
Government by that Inquiry and the extent to which those recommendations are
._.;mp}emented The. Committee has therefore seen its own role as being one of
-scrutinising the structure -and performance of AIDC with a view to cnsuring the
smost efficient use of public funds in the existing market. Questions of deficiencies
in ‘the total capital market structure, and ‘the implications of the operations of
AIDC.in that market, are more appmprlately w1th1n the ierms of reference of the
‘Campbell’ Commlttec . ; : :

_ AEDCw-ﬂle backgmtmd

12, In his Second Reading Speech to the Austrahan Industry Development
: Corporatmn Bilt 1970, Sir John McEwen deﬁned the role of the p:roposed cor-
h poratlon as follows: - '

By estabhs’nmg this new mstitutmn, to he known as the Austrahan Industry I)evelop-
ment Corporation, we believe we are taking a major step forward in policies for
‘development and for Australian ownersh}p ‘The' Corporation will opemte expressly
. to - assist - Australian - industry to expand .its capacxty and scope, and increase Jis

- efficiency and competitiveness.. Tt will .assist ia retaining and expanding ‘Australian
.owners}np of industry and resources. The Australian Indusiry Deveic)pmem Cor-
poration is designed to fill a very significant gap in the Australian investment scene.
Its role will be to assist Australian interests in marshafling ﬁnancxal resources,
part:cularly from overseas, for major industrial development? . -

13, The AIDC is a Whﬂliy owned statutory corporation of the Comm0n~
wealth of Australia, established by the Australion Industry Development Corpora-
tion Act 1970 (hereafter referred to as ‘the Act’) and operational as from
February 1971, The original ATDC Act was amended in 1975 to broaden the
scope of AIDC activities and to insert provisions under which the responsible
Minister could advise AIDC of loans which the Government considered should




be-made in the natmai Interest, and make funds ava;lable for. such loans The .
‘ Corporatlon describes its policy objectives as follows: . TR

S AIDC is a source of funds for Australian industry. Tts general objectwes are 1o
promofe sound development and help ‘Australian interests fo - participate in the
-ownership and control 'of industrial and resource development projects.

~AIDC proyides ‘finance for industries concerned with the manufacture, p'rocessmg,'
" ‘4reatment, transportation and dmtrxbutmn of goods and the deveiopment and use of
natural resources and techno}ogy S

In assessing mdustry proposals AIDC has regard ‘to the importance of the mdustry

;- to the Australian economy, and the economic feasibility of the development, as

~weli .as the financial risks to the Corporation. AIDC also has regard .to monetary
policy and other relevant policies of the Commonwealth Government.? . ©.

.14 The AIDC has. its headquarters in Canberra, with offices in Sydney aud

- : Melbourne, and others to ‘be established progressively in other State capitals.”

;15 “The AIDC was established with a statutory capital of $100 million’ appro-
-pnated by Parliament to be paid by instalments as prescribed by the Act, Paid
‘capital to 30 June 1979 was $62.5 million, "The purpose of providing this large
capital base ‘was ‘not for relending, but to give the Corporation stature and image
as a borrower’.# The Act allows for AIDC to borrow up to five times its paid
~capital and reserves, and it is the borrowed funds which AIDC uses for its func-
- tional purposes of assisting mdustry deveiopment and fostenng Austrahan owner-
-ship .and control of industry, . :

16.  The Act requires the capﬂ:al funds ‘to be mvested at the dlscretmn of the
Board .of Directors, to earn income. They are held principally in a mixed port-

* “folio - of ‘general investments which, -AIDC says, is designed for security and
" income, and a sufficient degree of liquidity to meet contingencies. Shates acquired
-as_capital -investmients are bought in the market on normal investment critena
-and are not limited to investments within AIDC’s func‘uonal area,

17. Interest is not payable to the Commonwealth on the capltal pfowded to
AIDC, nor is there provision for payment of dividends.

- 18. Until 1975 AIDC was obliged to borrow funds mamly from overseas
sources, which was a major consideration in its creation in 1970, but now raises
-a significant proportion of its loan funds within Australia. These funds are used to
‘finance . assistance projects . wsually in the form of loans, ‘but some limited
“assistance may take the form of equity investment, or guarantees for loans or
equity .issues. The Corpora’uon is also engaged in d1rect and 1everage 1easmg
actmtxes

19, A detailed descrlptmn of the Iegis{atwe framework of the AIBC‘ an anaiyms

- of where AIDC fits into the Australian financial market as a borrower and as a
lender, and a brief historical perspective of AIDC were included in its submission
of 30 June 1979 to the Australjan Financial System Inquzry These sections of
“the submission, which .are essentially an updated version of material given in
- evidence to this Committee, provide an adequate condensation of these matiers
for the purpose. of thxs report and have been reproduced at Append1x 2.




CHA?TER II
AIDC ’S PERFORMANCE

o Fostermg Austra!xan owners!up and conim!

28, As mentioned in paragraph 5 the Committee concluded that a detalled
‘evaluation of the effectiveness of the Corporation in ‘terms of the extent to which

© it ‘had fulfilled ‘its statutory functions was not possible without access to par-
ticulars“of ‘specific loans, operational equity participations and loan apphcanons
- rejected. However, AIDC provided detailed evidence on the types of activities

. in which it ‘had engaged, and on the criteria considered in its financing arrange-
. ments .which, when taken with evidence from other sources, allows a general

. picture. to be drawn of the Corporatmn s usefulness in the capxtal market G

21, AIDC’s operatloual equlty mvestrnents whether . in company shares or by
means of corporate joint ventures, perforce have been on quite a modest scale, for
reasons explained by AIDC (see Appendix 2, page 47). However, neither its
‘{oans nor its operational equity investments, even if details were available, would

necessarily measure fully the extent of AIDC’S mﬂuence on Austraha.n ownershlp )
and control.

22. 'This is because AIDC may perform a crucial role in a project in a variety of
ways other than by lending or making operational equity investments, This could
. be achieved by providing financial advice, by introducing other equity participants
“with particular skills, experience, market access, technical know-how or financial
“strength, or merely by acting as a catalyst without itself providing any of the
finance in these cases. Alternatively, AIDC may put up the last of the required
equity or loan capital and so prevent a venture from foundering, yet itself have
only small interests to disclose in its own figures. Or it may put in the ﬁrst
equliy or Ioan capltai thereby encouragmg others to join in. R

. 23, The Committee is not takmg a posmon in regard to pohcy concernmﬂ
Australian versus foreign ownership and conirol, and in passing it may be noted
“-that there is now substantial agreement in this area. When AIDC was formed
there was some talk of ‘buying back the farm’ but this was never a prescribed
objective of AIDC. AIDC was gwen twin objectives, namely (a) to aid the
- development of industry in Australia, in short to be a development finance cor-
" poration, and (b) to foster Australian ownershlp and control in industry.® Practical
'1mplementat10n of the latter obgectwe involves measures such as, for example _
.optimising Australian participation in new ventures or expansion of existing
industries, and aiding Aunstralian industries in reconstructions and ﬁnancmg new
- technology. Evidence available to the Committee suggests that AIDC is playing a
“useful role in these areas, although it Would be 1mp0551ble to quantzfy the 1mpact :
made by the Corporanou _




- Asdmg mdusmal development

24. From the time of starting operations in February 1971 unnl 30 June 1979
AIDC made 173 commitments, for operational loans and investments totalling
%509 million.? Particulars of its new advances (le. actual disbursements) year
by year to 30 June, and its aggregate. outstandmgs at 30 June each year, are
given in Table 1. Wlth the efffuxion of time and as loans mature, increasing staff
effort is involved merely in . negotiating replacement  loans, as distinct from
_ mcreasmg the level of aggregate outstandmgs as mdicated by the compansons
in Table 1 for 1976-79 .

Table 1
CATDC: OPERATIONAL LOANS AND ENVESTMENTS
(1971 ~76y

o $m

19711972 1973 1974 1975 1976 1977 1978 1979

Outstandings at 30 June () - .. 11.3 39.5 61.1 147.6 174,9 198.1 212.7 268.8

Increases in - Outstandings o TR S S S
during year to 30 June () . .. 11.3.28,2 -21.6 86.5 27.3 23.2 14.6 56.1
New Advzt_gges. e . (Not availabie) 29._3 30.4 62,7 81.7

(&) Published balance sheets, before provtsxen for loss bt after certam operafmnal prcms;ons '
()] Advmed by AIDC

25. “The spread of operatwnal loans and mvestments outstandmg, by mdustry'
sector, durmg recent ycars is set out in Table 2. - . '

Tablez D

AIDC OPERAﬂONAL LO’ANS AND INVESTMENTS OUTSTANI)ING
. _ “BY INDUSTRY SECTOR

(1977——79) (@)

cae77 o iqers o qorw

Industry sector ' ' CoBme 90 Bme % $m %
Food and beverages 50.1 25.3 52.8 24.8 . .77, 6/ 28.9
Building materials - 20,0 10:1- 33,5 15,7 42.8 15.9
Chemicals, plastics . and petroleum e RER ‘ R
products “ . R £ 3% SURRERUY v BRNEE | S A - SR |
Heavy engineering 33.4 168 340 160 0.9 1
- Light engineering -, : 7.2 3.7 83 . 3.9 7.0 2.
Other manufacturing . 5.1 2.6 ..:56 .26 145 5§,
Minerals and mining . . . . 48.7 . 246 . 457 . 215 241 9,
Transport and dlstnbution .. 3L5 158 (182 8.1 577 . 21,
Other mdustry B R I % | 5.7 128 4
TOTAL - . L L. 1981 10000 2127 100,0 - 268.8 7 100.0

(o) Year ended 30 June.
Source: AIDC submission of 11 October 1979.




26, An analysm of “new ﬁnanmng cammxtments (as dzstmct fmm actual
drawmgs), by type, size and term, forms’ Table 3 : o .
' ’I‘able 3 '
: AIDC ANALYSIS OF NEW FINANCING COMMITMENTS
{ 1977-79) (@) :

077 A 1978_ S '_'1_9_79

Typé-_ofﬁnanbe: G i TR ek $m
Termloans . ... . . .« . 266 . 97.1. 683 . .87.0 112.3. 853
" Standby and overrun facﬂlues ... 08 28 05 0.7 635 5.0
Teases . .. . .oaiio.o. LU e 11T 03 0.2
Equity . L Lo ' . 0.5 0.6 12,5 9.5
COTOTAL . . . .. . . . 274 100.0 78.5. 100.0 131.6 100.0
- Size of commitment $m . . No. . ' fmo No B No.
$imandunder . . . . . . 48 10 4.6 046 7
“Over $1lm and up to $2m e e .. 6.0 4 7.5 4
Over 2mandupto $5m . .- .. 126 - 3 13.9 4 . 13,5 3
-Over $5m and up to $10m Lo 16.0 1 7.0 1310 4
Over -EIOm RS .. . . 47.0 2 75.0 4
”TOTAL L. ol L2ra4 14 78521 1316 22
Term offmncmg I ST “$m - No. -$m"' No. - S Bm _' : .-N_o'.' :
2yearsandunder . . . . . 21 ¢ 4 1.1 2 6.0 3
Over2yearsand uptod . . . . . 2.2 2 12.0 5
: Over 4 years and up t07 L. 7.2 6 15.9 11 14.9 7
-Over7years e e e 18.1 4 433 6 92.7 7
TOTAL o AR 27.4 14 78.5 21 1316 22

() Year ended 30 June.
- Source: AIDC submission of 11 October 1979,

27. In c0ns1de1'1ng the role of AIDC in aidmg industrial development it is
recognised that AIDC is one important, if ‘small, organisation providing finance
and other forms of assistance. Some indication of AIDC’s relative contribution
in this area can be gained” from the size of its individual loan commitments, its
total loans outstanding and the significance of its term loans in relatmn to total
agsets. These are now, considered scparately. ' :

©28. The increase in size of AIDC commnments is noteworthy, the average

size (derived from Tabif: 3y havmg varied as folIows N
L1977 _ R $’1‘96___m11h0n_

1978 T, o $3.74 million
1979 o : - $598 million

In 1979, 81% of commltmeuts by amount were for sums of §5 million or more.
The smaller sums tend to reflect loans to smaller industries, bridging finance
or equity partmpatzons in leveraged leases.” Also, in 1979, 82% of commit-
ments, by amount, were for terms longer than 4 years and 70% . for ferms
Ionger than 7 years. : :




S 29. The rela’uve role of AIDC 55 a pmwder of term Ioans is dxﬁicult to
E 'quantlfy since there are no global figures for this market, The Australian Bureau
_of Statistics publishes information on the Term Loan Fund Account of the major

" trading banks, but it is understood that the total of this fund does not reveal the

full extent of their term lending, which is also’ said to mclude for example hard—- _
_ core overdrafts and fully drawn advances. .

3¢.  The ARDB is an extension of the seven major tradmg banks, together
- with two other banks. A large part of its operations concerns raising money, in
‘Australia -and abroad, to refinance term loans made by its participating banks,
and thus is not comparable ic AIDC’s lending operations. Figures supphed by_
: ARDB analyse its loans outstandmg at 12 July 1978 as follows: : :

ARDB: LOANS OUTSTANDING AT 12 JULY 1978 |

$m-
“Direct loans made; & - s T . ot
- Risk retained by ARDB . . . e . s 493
Risk accepted by participating banks A PE R § VR
Refinance loans wh_f_sre risk _asst}med by ARDB Lo 49,6
Reﬁnance loans where risk retamed by participating banks 450.8
maklng themy . . . . . i L0 LT e
L ' C 662.6

31. Acéepting the Iimitaﬁons of some of the information, nonetheless some
“idea of the relative role of AIDC in term Iendmg may be gamed from the 30 }une
1978 ﬁgures below:

Term . Ratio to

loans . potal
outstanding -assets
© $m A
CUAIDC@ .. L1968 638
ARDB() . . . -3 - I T
S 2.8

Major tradmg banks(c) e e s 1411

Notes: '
{a) Per AIDC annua] report Mostly ]oans w1th matuntles of over two years.
(b) At 12 July 1978, as paragraph 30. Maturities riot known. Direct Ioans by
C L ARDB (mc]uéed above), which represent an extension of term tending by
: . the trading banks, amounted to 2[5162 million, bcmg 22.9 /o of total assels
"of ARDB. o
- (¢} Loans, with maturities Of over two years, made from accounts wuh. the - L
Reserve Bank {per the Australian Bureau of StatlStICS) The Term Loan -
Fund was estabhshed in 1962,

“32. Another perspective can be gamed by comparmg loan approvais from
the commencement of the operatmns of AIDC and ARDB untll 1978, The
- comparisons follow: =

AIDC 1971 to 30.6.78: $244.7m ; annual average approx. 3535111
~ARDB 1968 to 30.9.78: $292.2m*; annual average approx. $29m.

#Total of all direct loans made by ARDB, together with re- ﬁ])anced Ioans Whare : o
“risk assumed by ARDB (refer c]asmﬁcatlon in paragraph 30). )

o33 “Even ‘given the above indicators of AIDC’s level and type of loan.
activity it is not possible to draw conclusions on the effect AIDC has had in’
aiding Australian industrial development. What ventures would not have started,
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o or .deveiopine.nts n_dt have téke_n place or been poétponéd', had AIDC not existed? - -

- Another important aspect of AIDC’s activities relates to the role it plays in the

: 'market»place This ‘aspect will be examined in greater detail in Chapter TII but

it is sufficient to say here that evidence- suggests that in varying ways gaps have
occurred in the Australian capital market and that, as a flexible and innovative

- financier, AIDC has helped to fill them. To the extent that it has succeeded,

-+ Australian industry must have benefited. The degree to which these activities .
". . have fulfilled other objectives of the Corporation set out in section 8 (2) and (3),
. such as jncreasing industrial exports and strengthemng in the long term the ba}ance '
. of payments can only remain conjecturai o :

. Profitability

. .( a ) Geneml

‘34. Table 4 (pp 10 and 11) sets out some of the key ﬁgures used to assess
_-AIDC’S growth and financial performance. In its early stages AIDC was well aware

- of the pohtlca] sensitivities aroused by the controversy surrounding its birth, and

circumscribed its actions accordingly. In addition certain restraints, 1nc1ud1ng the
obligation to raise loan funds primarily offshore, were imposed by the original
-Act of 1970, and over 1973 to 1975 the Act was amended, favourably for AIDC.
. AIDC itself has described some of its changes in approach durlng this penod
'ﬁ(refer Appendix 2, pp. 56-8). -

.- 35, The foregoing factors, and the mference by AIDC in early ev;dence that
its ‘pursuit of objectives of a mon-commercial mature in the ‘national interest’
. Timited profitability, have clouded the interpretation of AIDC’s profit performance o
Moreover, it has not been possible to approach an assessment on a ‘grass roots’-
‘basis due to the lack of access to information about individual operational loans
-and” investments. However, some pertinent facls can “be deduccd from the :
. :COI‘pOIatl()nS aggregate figures. '

- .-36, “The Committee formed a ]udgmcnt that the rate of return on AIDC
cap1ta1 investments was reasonable, whether measured as in item 25 of Table 4
- or on AIDC’s preferred basis which has been used to derive item 24 in the table.
~The Committee saw no reason 1o examine this aspect in further detail, deciding
-against the comumissioning of an actuarial assessment of income and capital growth
.combined, becaunse it was obvious from a very early stage of the inquiry that the
provisions of sections 24 (8) and 26 (2) of the Act were unsuitable for optimis-
“ation of the Corporation’s operations. To analyse the performance of this port-
folio :would -have been somewhat futile given ‘that the Committee would be
lookmg at a totally different provision f_or the use of the AIDC capltal funds.
This is dealt with later in the Report.

. 37. On the basis used to derive item 13 of Table 4, to 30 June 1979 the
- Corporatmn ‘had ‘made a cumulative loss on its financing operations, before
- foreign exchange charges and income tax, of $9.2 million, There was a loss on
this basis in every year except the last that ended 30 June 1979 when a profit
. of 33, O mlﬂion was made. = :

. 38, The Committee took the view that an anaiyms of the results of the
o ﬁnancmg operations on the basis of excluding income from capital investment
. is-a proper approach to assessmg the management of such operations. The
‘Corporation disputed this view and maintained that ATDC's profit performance
-should only be analysed by takmg the two szdes of 1ts operations, ﬁnancmg and
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Table 4

AIDC CONSOLIDATBD FINANCIAL R.E‘SULTS (a}
(19?1»«»79) '
No.. "~ 1971 1972 1973 1974 1975 .. 1976 . 1977 1978 - . 1979 1971-79
- 7. .Balance Sheet Sutnmery (at . - : o e
30 June) _ . B
1 Operational loans and 1nvest~ : Sl B : o
L ments(B) .. . S 1100 385 64l 14260 168.4 0 1941 2111 2666
2 General 1nvesiments(c) . 27.2 . 45.2 54,8 53.5 T150 734 0 86,1 78.8 - 1177 -
3 .- Deferred charges(d) . S A 2114 9.5 .7 8.0 - - 9.8 1.1 70 103
4 . Total assets ™. . 2750 571 9740 12306 229:5 © 1256.9 - 300.0 3069 . 403.6 .-
5 . Paid capital . - 25.0 375 500 3500 50.0 . 50.0 . 625 625 . 625 .
6 . Reserves 04015 250 55 .47 357 8.0 10,0 0125 0
7 . Borrowings . : “16.8 42.8° . 65.3 169.7 . 197.7 = 2245 . 228.8 - 3126 .
S Avemges(faryearended30]une) ' Gt EESER R Lo
'8 Average paid capital (weightéd) 186 2509 489 . 50,0 500 50.0 . 56.4 - 625 7 62.5 (472 -
9 . Average reserves (opemng/'clos- e e S o a S R
. ing balances) ST 09 02000400 5T 52 6.8 9.0 112 (04
1000 .AVeragecapataiandreserves 18,87 268 0. 509540 -0 351 352 . 63.2 715 L S T37 @521
11 Averige total assets (opening/ IR TR R SO L : B T
- closing balances) . S (HI3.8) 42,3 07730 11005 01765 - 24322785 303.4 - 3552 ()177.9
Profit and Loss Summary (to SRS S PR ' : ' : ' :
SRR 7/ Jtme) $ooo . . o ) o
12 ‘Net income from capital mvest-‘ ST T T D e e : L e
Coment(f) . . <1079 - 1910 1 38980 4027 - 3752 4485 6233 6984 - 7417 39485
13 Netmcomefromﬁnancmgoper«' PR . Lo _ : o - S S Coo
S at;ons,beforeforezgnexchange. : N e S e T e L :
o charges(e) | (226) - (482) (1 110) - (3579) (3483) (1519 (659) (1126) 7 72995 (5 189)
14~ Profit before fore:gn exchange e L . S oo _' Sl
. ¢harges and tax. ... <853 '1428 2'488 TO448 0 2690 2966 5574 . 8858 10412 30294
15 | “Foreign exchange gam/(charges) Tt : o LT S U TR T
® . . . .o @) 1972 (4D @ 137) (2 9895 (3 504)(7644) (16 528) -




£08/SHTHT -

[R5

: 'P'roﬁt',/(lf:)ss) before tax .

1659

(1192)

L2585

2354

2768

113768

' {£) Portfolio inivestment of capital and temporénly surplus funds.”
--{d) Unamortised exchange lossés and borrowing expenses carried forwaré
() Arithmetical average of the $ annual amhounts,

- {fy From mnformation stippiied by AIDC. - ' ) . ’ ’ -
- (#) Itern 14 minus item 12, Carries all overhead expenses except drrect expenses charged by AIDC agamst item 12

{a) Published ﬁnanc1a1 statements were not consohdated unnl the year ended 30.6 75 (m the 1975 comparasxve ﬁgures shown in ATDCs 1976 Report)
- ¢b) Made in course of financing operations. ) :

853 1 492 : 829
17 Income tax {(expense)/benefit (410}' (482) {657y - . 580 410 CII0 (282 (377) (231) 1279y
18 - ‘Net profit/{loss) after tax - 443 I 010 1002 3 000 -(782) . 999 . .2303 - 1977 - 2537 12 489 -
S Statistics ' " Unit ' Lo TRl PP S . -
19 " Ratio 14:10 . A 45 - .53 4.9 0.8 0.5 54 . 8.8 . §.2 - 141 . 6.5
20 - Ratio 1411 . A (z')(6 ) 3.4 -3.2. 0.4 0.2 1.2 . 26 1.9 . 2.9 1.9°
21 . Ratio 16:10 % 4.5 .56 7. 3.3 - 4.5 2.2y : 1.5 - 4.t 3.37..3.8 2.9
22 _Ratlo 18:10 % 2.4 3.8 . 2.0 5.6 (1.4 1.8 .6 ~2.8°7 3.4 2.7
23 - Net idcome from capxtal E g : : ' L o
© investments, with divi- - : : - _
-dends  restated  to o . Co . R SR S e
_ _motional pre-tax basis . $000 - 1079 - 2199 - 4222 '5 077 4 879 5356 07282 . -8118 .. . 8535 46767
24 " Ratio 23:8 o o 5.8 8.5 86 10.2 9.8 10.7 - .12.9 © 13.0 137 - 11.0
25 - Ratio 12:8 . .., : % 5.8 7.4 7.4 8.1 - 7.5 9.0 110 11 10119 9.3
26 - Qedring to paid capltal ' : S R :
: _and.  reserves (ratio B o _ S S
S, TS -+ 6) ) timmes 04 .08 1.2 3.1 306 320 232 4.2
.27 7 -Gearing - to - subscribed : S NI
- . capital (including um= -
called) and ‘reserves’
(rat107($160m—§—6)}. R T T R AR
times ¢ . . 0.2 '_0.'4_'_' L) 2 ST DY TEREETI DX SUEERN J ECH ) I 2.8
Nares i

- {by Net realised foreign. exchange gams and losses together w:th charge to amortise effect of adverse foreign exchange movcmeﬁts on borrowmg obhgaaons‘ :
LD DLSregard : : . :




‘capital investment, as an integrated whole because there is a cmss«subsidy effect
from borrowings used as a substitute for capital which, by the provisions of the
. Act, may not be used for operational equity participations or lending. Expressed
in another ‘way, it would appear that section 26 (2) sanctions the use of revenue

- from capital investment to mect the Corporation s overheads, so that the capital,

_a}though it cannot be used directly in ﬁnanomg operations, ‘does contribute
Cndirectly. Thus interest pdyable on borrowings made fo replace capital which
- canot bp used in operatlons is covered by revenue fxom mvesiment of the

' .'capztal

-39, Whﬂsf thu Co1poratmn is entiﬁed to apply the income flom Its capztal
investments in this way, and conceding that the profitability of the Corporation
- as a whole should be measured by its overall results, nevertheless the Corporation’s
: ._ﬁnancmg operations should be so managed as to be viable in their own right.
‘Factors in these operations such as interest rate margins, credit assessment and
debt collection should be managed according to sound business principles and
‘practice which ought nﬂt ‘be undermined by expectatmns of mcome from other

sources. .

40, The two followmg sub sections cx&mme the reasons for the results of
the Corporations ﬁnancmg operatlons :

(b) Losses on foreign exchange

~The original AIDC Act of 1970 reqmrcd AIDC to bormw prmmpally
_ outmde Australia and empowered the Reserve Bank to limit, if it so" determined,
- the amount that AIDC could borrow within Australia in any one financial year.
 These restrictions were lifted entirely by the amcndmg Act of 7 March 1975, In
‘the meantime, AIDC had borrowed extenswely in Deutschmarks US doﬁars and

©. ‘Swiss francs

N\ ‘In those years AIDC on-lent these moncys and bore the exchange risk
o itself, ()nly since early 1975 has it pagsed on the risk fo its clients. The disastrous
- effect of the early policies is partly revealed in' AIDC’s published accounts which,
to 30 June 1979, disclose foreign exchange amortisation charges and net realised
. exchange losses' amounting to $16.5 million, and unamortised adverse movements
in foreign exchange obligations of $7.4 million at that date, a total of $23.9
million. But this is only part of the story. Additional interest costs on Swiss franc
and Deutschmark borrowings because of exchange rate movements amounted to
'$3.9 million over this period. Hence the grand total of all such excess costs to

. 30 June 1979 was $27.8 million.

" 43. Whilst it may be conceded that hmds;ght is. more accurate than foresxght
several observations ‘should be made. First, failure to pass on. the exchange risk
“was contrary to the then well-established practzce of financial intermediaries and
" -hence the: reqmrement for | AIDC to act in accordance with sound business
prmmpies Tf ~some borrowers could not take the risk, this fact might constitute
prima facie evidence of lack of wabzhty Second, even if AIDC felt constrained
to borrow overseas to the extent it did, it was never forced to borrow in Deutsch-
‘marks or Swiss francs. AIDC would have done better to follow the weli~beaten
path to ‘US dollars than to attempt its traxl-bl&zmg into - hard currencies. It is
axiomatic that low interest rates signal stromg currencies, Deutschmarks and Swiss
franc borrowings on a roll-over basis, with flexibility on roll-over to move into
©any freely—avaﬂable currency, would have represemed a rcasonabie rlsk but such
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~ hard-currency borrowings in long-term loans without other currency options did
not, 'The magmtude of subsequent currency movements WouEd have been d}ﬁicult
1o foresee ' . _

. 44, " Since 1975 AIDC has passed on " new exchange r1sks but has
been dogged by the continuing effects of ‘its pre- 1975 mistakes. Since 1977, the

'-Corporanon ‘has sought to tid ‘itself -of -this legacy : from the ‘past by a series of

measures mciudmg paying off the -borrowings, hedging and making loans .in the
televant currencies. Its improved profitability in 1979 enabled ATDC ‘to write off

L an addltloml EEL 4 mﬂhon of past emchange Iosses aithough $7 3 mxhlon remam

(c) Fmancmg opemnons _ . ARV _ _
S48, Turnmg 1o AIDC’s extlemely poor resu]ts from 1ts ﬁnauc,mg opcrauons

even prior to chargmg exchange Tosses, it is clear that these results cannot be held

to have ‘been. caused  mad inly . through endeavonrs: 1o (ald  larme-duck’ . projects,
- throuph undertaking abnormal risks in the ‘national mtmeﬁt or through charging
Iuss than ‘market rates of interest, This, if it were the case, would be shown by an
analysis of income from- operational equity participations, losses arising from bad
debts, interest foregone on non—accrual 10ans, and levels of interest rates charged '
‘The evidence sbowa thai: : : . RS : '
(a) Lack of adequate iicome from Dpcrauonal equlty partimpatl(ms oould
have had only a relatively small effect because these participations have
been a minor proportion of the tot'tl of opuratzonal loans and 1nvest~
. ‘ments (see Table 3). o . :
(b) Bad debts written off in respect of operauondl ]oans and mvcstrnents
- amounied to $9.2 million from commencement of operations to 30 June
1979.° H no such write-offs had been necessary, the Gperanonai results
~ . would still have been poor. : '
A{c) 'Intcresi foregonc on non-accrual loans to 30 June 1979 amounted to
. $3.3 million® A proportion of this may have been recevered The same
“observation as for point (b) above applies. :
" (d) AIDC evxdence independently supported, is that it has a}ways 1ent at or
" above market rates, although some margms on eaﬂy loans may have
been fine for the risks involved. :

Fven if the detrimental effect of these four points taken together were cenceded i
still does not account for the poor performance of AIDC. '

46. In later evidence, the Chief Executive of AIDC said:

- In 1975, the vear in which a loss was made overall, it was necessary to make large
- provisions in relation to some of these loans. That was the first vear in which the
Corporation made provisions in that way. It also stopped accruing interest on certain
loans, That continued for some time. Loans had been made at fixed interest rates.
These had been partly financed by funds on a roll-over basis. With a substantial
“ipcrease in interest rates, particularly overseas where a lot of them had been
“financed, we had a situation in which fixed interest rates on loans were lower than
the cost of geiting money to continue . . . Current loans were in fact not

- earning anything at all; they were under water.® ' ' L

Thus operational unprofitability was the result of mismanagement.

47, The effects of changes in recent years are now beginning to show. AIDC
: -supphed the Cominittee in March 1979 with forecast results for the year based
_‘on eight months actual figures and four months projected figures. In the event
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these ‘have been bettered slightly, The 1979 improvement lends credence to the
confidential projections for 1980, 1981 and 1982, also provided to the Committee,
which continue the trend (excluding from 1979 the surplus of $2.3 million on
_ realisation .of operatlonal investments) and are boosted by expectatlons of sub-_
stanually lower foreign exchange amortisation charges ' T :
: If the Committee has "been somewhat ‘harsh in its ]udgment of AIDC’

performance ‘before its 197879 fiscal. vear, - it. nonetheless recognises the turn-
- ‘round which has occurred and accepts the crediblhty of. the pmJectcd unproved_

- future results

- 49. While the Commzttee certamly does not regard proﬁtabﬂlty as the soie
. criterion on which ATDC should be judged, gwen the aims expressed in ‘creating
the Corporatmn and enshrined in its Act, it is nevertheless an important element
‘in ‘assessing the overall performance of the Corporation and specifically. the level

“of competence of ‘its management. In a purely practical vein, and leaving aside

“the section 8 (2) requirement to act in -accordance with sound business principles,
one of which should surely be related to making profits, the more AIDC earns

and increases ‘its reserves the more it ¢an borrow without further call .on the

public .purse for .equity. Such increases in Teserves also allow AIDC :to enter
info more operational equity participations, an activity consistent with its defined.
" functions which it hag largeiy neglected due fo.a- iack of 1nterest—free funds (see
. Appendlx 2 p 47) : _ - -

(14




 CHAPTER I
- ROLE OF AIDC

Who are AII)C’S cempetxtors" .
50. Since public discussion and evidence have revealad confusion regardmg_

" the need for AIDC and the fairness of its role as a public authority in competing
with compames in the pnvate sector, a few obsewauons are now made on the

~ role of AIDC in the capital market. -

51, The Austrahan capital ‘market has two shortcommgs it is hmited and’ it is

_imperfect in its operation. The first factor requires its expansion by marshal]mg
funds from abroad to enable major prOJects to go ahead. The second is not
“unusual in capltal markets ‘although in Australia it has certain unique “local
features, such. as the distortion caused by the 30/20 requirement. An such a

- market it is considered essential for industrial development that any ﬁnan<:1a1

mtermedlary which can make a ‘usefu] contribution be encouraged. " :

%2 ‘Within ' the market," moneys from the pubhc are deposzted or subscrlbad

_for short maturities, mostly up to three years, and find their ‘way ‘into finance
compames, buﬂdmg soc1etles credlt umons, sawngs banks tradmg banks and

' sawngs bonds, e
.53, The major supphers of medlum— to Iong—term Austrahan doﬂars 10 the
capital market ‘are the: life offices and superannuanon “funds; -both ' of “which
attract long-term commitments ‘of income. Most term lending by the life offices
is on mortgage or debenture. These forms of lending do not suit all industrial
users; indeed debenture trust deeds can be very limiting, Moreover, the industrial
debenture market is notoriously volatile, the availability of funds fluctuating in
accordance with the commitments and forward _economic assessments of the life
offices and superannuatmn funds. -

- 84,7 Under these circumstances it is hardly surprising. that there is a demand
in the market for the services of ARDB and AIDC as medium-term Ienders. In its
submission to this inquiry the ARDB concluded its views. as follows: o

~'We believe that the ATDC should: ' - T
(a) Act as lender to Australian industries by rprovxdmg term ann funds Ag in
the “past, the AIDC should retain flexibility so that it .can strengthen and
. . supplement the financial community’s ability to satisfy the needs of borrowers.
 In the future, perhaps, the AIDC should concentrate a little more on the longer
Cterm (ie’ four years and more) and the larger amount (ze 455 mﬂhon pius)
* requirements of borrowers ' :
We believe tha,t nhese loan requ1remems, w:thm cértain seciors of mdustry,
are not currently being fully satisfied by other lenders.
(b) Provide equity funds to assist the formation/ expansion/ restructurmg of AIIS“
U dralian orgamsatmns, subject to an overndmg condition ‘that any AIDC eqmty
interest -is disposed of once the undertakmg is: commerc:ally viable.? :
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Both ARDB and AIDC can raise medium-term funds abroad and both can tap
the local market in a mapner unsuitable, for practical and other considerations,
- for banks and merchant banks. Finance co-mpanics operate in this sector of the
‘Jocal market but, by virtue of their low gearing, need fo add margins when on-
. iendlng which wouid be prohlbitwe for many mdustrles seekmg development
funds ' :

‘55. -The ARDB, which is an extensmn of the tradmg banks emerges as_ -

the financial intermediary most like AIDC. In its direct lending it is of com-
; 'parablc gize, The ARDB, as a bank, hag an advantage over AIDC in local fund
‘raising. It is also worth noting that about 25% of ARDB’s capital base is provided
by way of subordinated 10ans from the Reserve Bank. As Ienders ARDB and
. AIDC both compctc and cc-operate m thc markci o

. ‘What other roies" L

56, the apart from ‘the. cperatzoﬂs of ARDB and AIDC in hclpmg to
meet needs for mediwm—term funds, both are set up to assess projects and lend -
amounts which are relatively Iarge for Australian financial intermediaries. This
‘could be described as ‘meeting a ‘size gap’ in the capital market, Whilst increasingly

" the mere size of many projects demands the spreading of risk by loan syndication,

" paradoxically the size of the syndicate may have to be Timited because of the
- complexity and difficulty of understandmg the prolects “and/or for security of
s information. The ARDB and AIDC join together in a number of syndications.

- 57. Evidence received - by the Committee -indicates that AIDC has shown
itsell to be a flexible and innovative financier, and its efforts in this chrect_zon have
-Improved the sophlstlcation of the markct and advantaged its clients, '

:58." -Since the time that AIDC was formed the larger. Austrahan companies
have progressively improved their ability to borrow overseas on their-own account,
~‘but the number of- companies able to do so is limited. 'A mere handful can

attempt public Eumbond issues and even fewer enter the New York public market.
. Merchant banks and international banks can marshal overseas funds on behalf
of . smallcr compames where such compames are able to. take the exchange rxsk

- Contmumg hmctxons

" 89, Whatever views may have 'been he}d orzgma%ly as to the’ necessny or
~ otherwise for the formation of AIDC, now that the Corporatlon has been in
existence for almost a decade the reahty of the situation must infinence thinking
about its future, ‘There is ‘evidence that AIDC is now a professionat financier
.which has built up a competent team of officers, who possess skills and experience
in metallurgy, engtneenng and other technjcal areas as well as in finance, to a
degrcc uncommon in financial intermediarics in Australia. :

60, As a practlcal and pragmatic matter, it may be concludeci that prwate
_cntcrprxsc companies drawing funds from thc capital market, and also the other
lending institutions such as ARDB and the trading banks when joining AIDC
in syndlcatmg Toans, benefit from the presence of AIDC. That, however, is not
. to say that it should continue to operate in prec1sely the same way as in the past.
-The Committee beheves that AIDC needs 10 be changed to. meet future
requircments.

“ gl As chscussed in Chapter I this Committcc is pnmar;ly concemed
with the efficient and effective use of public ‘moneys appropriated to the AIDC
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by act of Parhamen’s and in the remamder of this Report proposes changes to

the 'Act to best achieve these .aims in relation to AIDC in the future. In- consider-

ing ‘these changes the Commntee took the view :that the AIDC ‘should mot, . -

- ‘because of its status as a statutory corporation of the Australian Government, be
accorded unfair operational advantages over its competitors but neither should it
‘be disadvantaged. The aim then was to achieve a package of statutory provisions

~* which, ‘when considered ‘with the semi-government ‘status. of the Corporation,

wouid allow 1t to compete w1th other hke ﬁnancuai 111st1tut10ns on 2 falr basxs -

E AIDC’S place m the market _ L : 5
62, Although the need for AIDC in the capltal market has ‘neen dzsputed

espec1ally by the. Australian Bankers’ ‘Association,’ there s - substantzal evidence

of iits usefulness from quartefs that might have been thought to be- anupathetxc
- In particular, the Committee was impressed by, and found. most persuasive, -the
_objective and well-presented public evidence of the ARDS, ¥is' compelling
" arguments could scarcely be lgnored On the future of AIDC the ARDB summed
o up as follows: =~
- We believe . that durmg the years smce 1ts formaimn the Corpoxat:on has played
" a useful role in assisting the ﬁnancml “community to satlsfy the funding needs of
. industries.in Australia. The AIDC. has. provided finance in a number of forms to
. . _many sectors of industry for a variety of perlods ranging from the short term to
" longer term, and for amounts from $250 000 to in excess of §5 miltion. The AIDC’s
- ‘ability to provide such a variety of finance is an undoubted strength. This, coupled
Ciwith the ‘AIDC’s large capital base, has assisted the growth of the Corporauon ‘
In the future, we believe that the AIDC should ‘continue to operate ‘as it has in
the past. We see a need for the AIDC to remain flexible so that it can adapt fo the
" . changing requirements - of industry as well as alterations in the ‘rolesof ~other
- members of the financial community. The AIDC must be able to supplement and
S strengthen the sources of finance avaxiable to 1ndustry LI
63, Having" carefully -weighed - this “evidence -and the matters set out in the
_previous chapter. the Committee has determined that: .. -
: (A) ‘The “AIDC “has ‘an established role 'in~ the Austrahan capital market
e generaﬂy for lending sizeable amounts in the medium- 1o long-term area,
‘and in the financing operations of the Corporation it is recognised that some
flexibility is desirable for meeting unforeseeable future changes. Its present
role reflects weaknesses in the Australian capital market, possibly attribut-
able in part to official controls on other financial institutions,
(B) It is useful for AIDC to continue to complement the activities of other

lending institutions in the orgamsmg of -financial packages m Which it may _

__part1c1pate as a lender or eqmty holder, or both :
and - D

(C) 'There is a role for AIDC as financial adviser in the restmctunng of indus-
: tries and in the development of .new. techmques for financing industrial

o development, areas in which the Committee is satisfied that AIDC has

deveioped and demonstrated part:.cular expertlse y

Comnierical eifectweness . : o
64. ‘The Committee is ﬁrmly of the view that contmuance of AIDC’s operaﬁons

" should be on the ‘most efficient and effective basis. Several things follow.

65. In ea;ly .evu.ience by AIDC ‘about its history, some of it confidential, there
was some indication of possible confusion within the Corporation—at least in
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“its formative years—as to the weighting that should be .attached, when deciding
operational oans and equity participations, to the commercial criteria of section
-8 (2) relative "to the non-commercial criteria of other sections.of the -Act:
(5.6 (1)(b), 8.6 (2} and (3), and 5.8 (1) and (3)). The Committee considers
that- ATDC-has made use of the nop-commercial criteria as an excuse for. poor
commercial -performance,. or-at least.io cloud the -issue. In later -evidence by
'AIDC, proper weight is attached to commercial criterla and the need for AIDC
to ‘have -a satisfactory -record “of proﬁtable performance. In Treasury’s - view,
although ATDC has to have regard to other aims and objectives in the Act, nothmg
~ absolves the Corporation from the operation of section ‘8 (2), 'which requires
~adherence to sound business prmcxples The Committee believes that, in allocating

“available funds between competing borrowers, AIDC should first satisfy the section

8 (2) requirements, after which it should then tak;e mto account -the other,
: non-commerczal criteria. - o AERE :

66, The Committee has c{:rncluded that

(D) Definition of the aims and functions set out in sections 6 and 8 of the
- Act are vague and can be conflicting, thereby causing confusion as to
' the aims and objectives of the Corporation. In particular, the obligation on
. AIDC to. consider non-commercial aims in ‘its financing operations may
. have affected .its commercial performance and undoubtedly has created
a degree of uncertainty and difficulty in jedgment of that performance
' ccordmgly, it should be made clear that the provisions of section 8 (2) are
.2 primary condition that all lending operazmns should satisfy, not to be over-

-, ridden by ncm~commerc1a1 criteria. .- G

Capltal structure

67. The Commzttee is’ concemed about the relanvely 1arge amouns: of pubhc
funds subscribed as equity capital to AIDC when compared with the extent of
its financing Operations. A sum of $100 million was subscribed under section 24 (1)
of the Act, and $62.5 million ‘has been called up so far. Taking 1978 figures for
comparison,- the following paid-up capital amounts are ﬂlummatmg in that they
show the extent to which AIDC is over-cap1ta11sed in companson with financial
'mstltunons ' . . o -

‘Capital - Assets(a)

_ “$m o $m
Commonwealth Banking Corporatmn .o 66 138
Commercial Bank of Australia = 0 .- 625 - 4649
Commercial Banking Company of Sydney. .~ 7 743.0 - -3 575
Partnership Pacific Ltd e e e . (232 381
ARDB . . .o e . {070 710

‘Notes: ’ : .
{n) The three trading banks haé acc&mmated reserves, some built ap 0ver a
very long perlod, which combine with the capital amounts shown ‘to
support the total assets as set out above.
(b) Partnership Pacific Lid is the largest merchant bank in Australla Its
paid-up capital is §18.0 million and pet accumulaled losses amount to .
“$4.7 miilion. Subordinated loans total an additional $5.2 miltion. .
(c) ARDB also had ‘$49.5 million of loan capital and ‘subordinated loans,
~. -, which combine with the equity capital amount shown and Teserves of .
$3.8 million to give a total capital base of $60 3 m:liion : .
Sources: Varlous annual reports. ;
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©- 68, It "should be noted also that no dividends are payable by AIDC to the
- Commonwealth. A similar position ‘applies in relation ‘to the $61.7 million of
‘equity capital advanced by the Commonwealth .to the Commonwealth Develop-
ment Bank."(This body pays interest on its Commonwealth loans funds.) ARDB
pays dividends ‘to 1ts shareholder banks (and mterest on 1ts loan capxtal and

g _subordmated loans}..

5 69, Any contemplated vanatxon of . the present capltal arrang@ments for

AIDC has to be approached with considerable caution and proper sensitivity to .

its likely effects in the market-place, especially overseas. For example, a straight
reduction in capital through cancellation .of the $37.5 million currently uncalled
~wotld constitute an event of default under AXDC’s borrowing obligations, Some

" ‘more subtle variations, “whilst not perhaps consntutmg legal ‘default, could be

- regarded as -acts of bad faith, Because of the strict conventions which .apply in

- this -field Australia’s’ mternatlonai cred1t~worthu1ess wh1ch to date “has - been
: 1mpeccable is involved. ' - : R

70, One ‘area for parueuiar conmderauon is the maximum gcarmg ratm,

N prescnbed in section 7 (3) of ‘the Act, whereby AIDC cannot borrow more than

- five (5) times its cap1tal and reserves. Banks .and merchant banks: commonly

. ‘have ratios of 20:1 or more. The ARDB is around 10:1, its maximum ratio being

“determined by the ‘Reserve Bank under ‘the loan agreement between them.
" Fvidence suggests that AIDC could move cautiously towards ‘say 10:1 initially.
* At 30 June 1979 its borrowings of $312.6 million ‘bore a ratio of 4.2:1 to its
paid capital and reserves of $75.0 million. ‘Call-up of the remaining $37.5 million
of uncalled capital would reduce the'ratic to 2.8:1, Since it -has:takeén AIDC
. e1ght years to-reach this stage, cleariy its rate of growth is mot deterrnmed by the
gearmg ratio but by other factors. -

“Tl. The overseas market regards AIDC as havmg an 1mphclt guarantee 'oy
1he Commonwealth and this view has enabled ATDC to become ‘a strong borrower
at rates only slightly in excess of those applicable to the Commonwealth itself.
Undoubtedly, if the occasion ever arose, that AIDC were faced with default on
interest or on repayment of principal, then the Commonwealth could not stand
" idly by. It would be bound to back the body it had ‘created and which it owns.
Consequently, the real obligations of the Commonwealth would not be altered by
guaranteeing . AIDC  explicitly. The Commonwealth Development Bank is
guaranteed in this way. An explicit guarantee would allow several important
changes in AIDC’s capital arrangements to be accomplished without upsetting
foreign or local lenders to the Corporatmn In turn, these changes would brmg
" real benefits to the Commonwealth.

. 72. First, the present low maximum gearing ratio of 5 1 could be lifted.
“Under such circumstances, the currently uncalled $37.5 million of subscribed
capital -could remain uncalled long into the future. Second, provision could be
-made for the payment of dividends. Third, when more cap1ta1 becomes necessary,
for some. time to come it could be provided by way of subordmated ioans bearmg,
interest. These steps will now be digcussed in some detail:: S -

“73. - Even with a guarantee, the $37.5 million of uncalled capna] cannot be
‘canceiied since this would comprise a legal default by AIDC under its borrowing
iastru'melgts.‘But this 'ob}igatio'n is only a contigent lability of the Commonwealth
for as long as its call-up is deferred. The reality only comes when cash is required.
The gharantee would . allow the ‘present gearing restriction to: be’ hfted Wltheut
" default and, as a result such capital call-up to be indefinitely deferred. -
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T4, Landers take uncalled capxtai into. conmderahon when assessmg 1isk,
-and it wouid be legltnnate for provision to be made for any uncalled capital of

_AIDC to be connted in its capital base when determining. gearing. This step = '

“would: allow extension of AIDC’s borrowmg ‘abilities, “hence the “extent :0of .its -
: -.ﬁnancmg operations, simply by increasing .its Subscnbed but uncaued capatal
' ‘that is, without actual payment by the Commonwealth, :

s, Aiso with a guarantee, a change in ‘the rules to provide for the payment
- .of dividends should be: acceptable ‘to ‘existing lenders ‘to AIDC. The feasibility -

- of ‘making dividend payments quite obviously is linked ‘o -adequate profitability -
which, “in torn, presupposes the writing-ofi -of unamo;rused exchange losses and

. other deferred charges, As stated ‘earlier, AIDC’s profit projections foreshadow

. an nnproved petformance. Raising the gearing ratio will - help to ‘increase. ‘the
. percentage rate of .return -on paid-up capital. However, since it s recognised -
* that dividend payments reduce reserves, AIDC’s ability ‘to make the pﬁyments :
- is also linked to a later recommendatxon (see paragraph 85). : '

276, It would be .important in achxevmg the aims for which AIDC exists
that dividend paymeuts should not reduce s operatmg capab1hty in real terms.
“For .a financial intermediary this depends upon preserving in real terms its “free’
capital’,: that -is, its capital funds-less that pmport;on which is invested in fixed
assets and -intangibles, Application ‘of the change in a suitable . general - index
. during a financial year to the opening amount.of free capital will give an approxi-
_mate measure of the amount needed to be deducted from conventionally determined
.‘met “profit in order .fo preserve operating capabﬂlty The balance left may . be
: -apphed for payment of dividends or retained.

71, " Subordinated loans, which are not prov;ded for in the capltai structure
of AIDC, count in the capital base of a financial intermediary when considering

. gearing. A notable example is that of the ARDB ‘At 30 September 1978 Ehs
_ relevant ﬁgures were: . : L .

'_sf;m:._jl S

_'..'_'Pald -up capital and reserves . L 080 T .
cLoancapital oL L L0 0L LT D el 22
. Subordimated loans . .. L0 L. L LU L TS 473 0
oo Total . L. @603
UDeposits < L Lo mssRa

Gearing ratio () : (a) O DO S 9.8:1 .

-Source ARDB 1978 Annual Report, o

18, Introduction of this method of determmmg the gearmg ratlo of A]IDC
would allow some of AIDC’s future capital requirements to be met on an interest-
bearing basis instead of as equity capital, an arrangement ‘which may well -suit
the financial planning of the Commonwealth. Since it would be natural for
- "AIDC to favour the flexibility ‘conferred by "additional equity capztal over the

_obhgauon 10 meet interest payments on subordinated loans, 1t s -considered
. that provision should be made for future capn‘al'requxréments of AIDC to be
met by subordinated loans unless otherwise ‘advised to the Minister jointly by the
Corporatwn and ‘the Reserve Bank. It would then be for the Corporation to
convince the Reserve Bank that market cons;deratlons and/or ﬁnanmal prudence
'_necessztate further equlty cap1ta1 s‘ubscnptmn :
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79, Each subordinated loan ShOuici.be negotiated as to amount, term, interest.

rate” and other conditions between AIDC and the Commonwealth, “A sensible

* balance ‘between equity ‘and loan’ capital ‘would be required and would  be ‘a .

© - matter of commercial judgment. Acceptability by lenders to AIDC woulci be

. the touchstone ‘This whole proposal presupposes an explicit guarantee

‘80, - Adoption of the foregomg suggestions for changing the capltai Structure

of AIDC would not affect its rate of growth. Under the present provisions of the

- Act the question of exiension of the original $100 million of subscribed capital
- would come before the Patliament several years hence as AIDC was approaching
its present maximum gearing ratio of 5:1. The effect of the proposed measures wﬁi '

o be to allow the Parliament to review the question much earlier. -

81 Consequentiy the Comm1ttee has. concluded that: - _ -
" (E) 1t would be advantageous to the Commonwealth Ior 1t to guarantee the
. liabilities of the Corporation.
(F) The emstmg capital ‘structure of the AIDC is no longor Ielevant to the
' ~ Corporation’s needs and unnccessarily ties up - substamla_l public funds;
_ 'spemﬁcally the maxinium borrowmgs/capztal ratio of 5:1, as determmed
i gsection 7(3) ‘of the Act, is unnecessarﬂy restrictive, no longer appro-
‘priate to the Corporation’s operatxons, and wﬂl necdlessly fuel ihe reqmre»
-+ . ment for additional public funds. "~
L {GY The capztal base of AIDC for measurmg gearmg should be redeﬁﬂed 1o
: include any uncalled capital.
. (H) Provision should be made for the payment by AIDC of d1v1dends to the
©Commonwealth once the Corporation has become adequately proﬁtabfe
~ . subject to maintenance of its operating capability in real terms,
(1) . ~Provision should be made for the Commonwealth, by agreement with AIDC .
“ i as to amount, term, interest rate and other conditions, to meet future AIDC
- capital requxrements partly by way of subordinated loans, Wthh wouid aiso :
o be counted in AIDC ] capitai base fOr gearmg purposes I :

'lemg the gearmg ratm -

82, The Commitiee thmks it would ’oe unwise to specxfy, in the Act a
maximum gearing ratio for AIDC. Circumstances change, and the approprmteness
. of a parucular ratio at any given time depends upon factors such.as its accept-.
“ability in the market-place and the quality of the Corporation’s assets; it is a
matter of commercial judgment. However, the Comm1ttee believes that it would
be beneficial for the Reserve Bank to be required to express a view on this matter
each year, after review of AIDC’s annual accounts with the Corporauoﬁ $ officers.
This view. would be helpful to the AIDC Board in exercisiag its commercial

judgment in regard to the scale of ‘the relevant factors in the Corporatlone
- operations which influence the ratio. Thus the Committee ﬁnds that: R
(3) It should be pr0v1ded that the Reserve Bank exchange views annually with
' ‘the Corporation on an appropnate ‘maximum gearing ratio for AIDC, and
" that the actual ratio be left in the hands of the Board of the Corporatxon
- for determmahon f;om time to tlme as it sees fit. oo .

Use of eapntai

'83. " Another restnctlve factor in the cap:tal structure of AIDC is the peeuhar
requirement under the Act for paid-up capital to be invested and not used in
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E ﬁnancmg opcratmns The Committee is unaware of such a restriction bemg applic-
able to any other financial intermediary anywhere. AIDC has described it as ‘both
“inconvenient and inhibiting’ and making for ‘artificial and unnecessary complica-

tions ‘in funds management 'and financial reporting’. - In .its borrowing activities,
AIDC avers that this restriction ‘was more a peculiarity which had to be explained
away—and ‘made the most of—rather than any p0s1t1va help’ el Independcnt
evidence supports the thrust of these contentions. R -

‘84, Other ﬁnanmal intermediaries use their eéuxty capnal to fund then ﬁxed

assets, the . balance—their ‘free capltal’—provzdmg the base for their fmancmg '
. operations. In terms .of AIDC’s aims, such use is of particular importance. For

-a number of reasons, banks and merchant banks tend to aveid operational .equity
participation. This is an arca more for the life offices. Clearly, to contribute
-equity to a development project, which may not pay dividends for some years,

would be foolish if done on the basis of borrowed funds involving an interest cost.
This consideration has inhibited AIDC in its oparatlonal ‘equity part1c1pat10n h

since its only source of untled interest-free funds has been 1ts Teserves.
85 The Committee ﬁnds that : : ' L

(K) The requzrements of sections 24 (3) and 26 (2) of the Act Wlth xegard to

- the use to which capital of the Corporation may be put, precluding its use
“for ‘operational loans and equity participations, are mappropnate to the
- Corporation’s needs and unnecessarily restrict its ﬁnanc:mg acuv:tles both
ras o Volume and nature (equity part1c1pat10n) :

Servxce m&ustnes

86 Sectmn 6 (1) (a} of the Act restrzcls the ﬁnancmg operauons of AIDC
to. ‘industries concerned with the manufacture processmg, treatment, transporta-
tion -or distribution of goods, or the development or use of matural resources
(including the recovery of minerals} or of technology’. Service mdusmes where
*they are ‘connected with, or incidental to, those industries’, would appear to have
been brought within AIDC’s scope by section 6 (1) {a) (1) Their inclusion could
be of importance where they affect the costs or productivity of the industries they

service. However, other service mdusmes such as, for example tourism would‘

' appear to be exchuded. - o
87, The Commattec concludes that

(L) ‘The definition of the functions of the Corporatmn in ‘section 6 (1) (a) may
' preclude it from financing some service mdustrzes and should be expanded
. to remove thlS restnctlon :

- ‘Natmnal interest’ pmv:smns

88 The Australian Indusiry Develqpmenr Corporanon Act 1970 Was
amended in 1975 with the insertion of section 8a covering projects determined
by the Government as being in the national interest, Section 84 provides, infer
alig, for reimbursement of any costs incurred by ATDC on national interest
projects but not for charging a margin above cost for its expertise and manage-
ment. The section has never been invoked and evidence has been given that the
_ provisions are complex and cumbersome, although projects likely to fall in this
category would probably have a fairly long lead time. They would also be of such
a nature as to warrant debate in the Parliament on the cxrcumstances }USHﬁC&tIOﬁ
for and conchtions of Ioans to be made to them.




89, The fact that the provisions have not been used and. the existence of
“other means of provxdmg government financial assistance to companies in the
national interest, as in the case of the Mt Lyell Mining and Railway Co. Ltd, indi-
cate that the use of AIDC's services in all cases may .not be appropriate. Major .
.defence-related projects, which could be financed through defence funds, wonld be
an example, The Committee believes that, where the expertise and management of
a financial mtermedlary is required, it would be more appropriate to nvite quotes |

- for their services from AIDC and others, rather than ‘be tied to the use of AIDC
“solely. For this reason the Committee did not pursue comnderataon ‘of means to
'.streamhne the prov:smns of sectxon SA R ST RIS

Buard/Exeentwe structure o U . o
'96. - The Act prOV1des for .the appomtment of an Executlve Chau:man and

- -Sir Alan Westerman, C.B.E., was the first incumbent. In 1977, his appointment

. 'was changed to that of a_part~t1me Director and Acting Executive Chairman,
“and his former full-time executive duties were taken over by Mr J. R. Thomas
as Chief Execntive . (Appendu: 2, Annexe C). The Committee understands that
consideration is being given to amending the Act to expressly prowde for an
‘office of part-time non-cxecutive Chairman, as is usual in many companies, ‘as
an optmnai alternatlve to a fu11~t1me Execuuve Chalrman (see Appendlx 2
. page 41) Son .

91, The Commmec is of the vmw, as a matter oi prmcxple that thcre are
dlstmct advantages .in the checks and balances inherent in separation of ‘the
functions of Chairman of the Board from those of the Chxef Exccutive, Con— _

" sequently, the Committee considers that:

AM) The Act should be amended to prowde for, the Separate appomtments of
a part-time non-executive Chajrman of the AIDC Board and of a full-time

. Chief Executive of the Corporauon 'The latter oﬁicer may of may not
also be a Director : . _ :

Stamp e}utaes o

92, 1975 the Act was amended wzth the msemon of sec’uon 27 (113)
.exempimg the Corporatzon from payment of stamp duty or any similar tax under
.a law of Australia or of a State or Territory. In relation to the equity. of thisg
exemption it is necessary 1o examine not simply this aspect onits own but rather
‘the totality of all aspects affecting ATDC’s ‘competitiveness for funds. Tts only
relevant competitors in this market are the banks and their extension, the ARDB,
‘Not only does bank status enable them to borrow locally at lower rates than
AIDC but also it confers access to trust funds in most States. AIDC’s exemption
from stamp duty on its paper brings it somewhat closer to the local borrowing
rates of banks than would otherwise be the case. (See Appendix 2,'p. 49.)

93, Regarding the application of loan instrument duty -under -the Stamp
Duties Act in New . South Wales, this impost was never designed in the :first

place to apply to variable interest rate borrowings by corporations and it would . - |

be more to the pmnt were it to be removed from apphcatmn in that area, .~

© 84, ‘There is also a questmn of pohcy in regard to Commonwealthﬁtate

relatzonshxps under which it is traditional for Commonwealth authorities not
- to be subject to State taxes. The States 1evy certam taxes mcludmg stamp dutzes,
Lon AIDC s competxtors
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o 95, The Commn:tee fmds that : S :
o (N) AIDC’S exemptlon from stamp duty and sxmﬂar taxes should contmue i

' Locatwn of head oﬂice

96 The Act: provides that the Hedd Oﬁice of the Corporatmn shail be in
.Canberra It would not be appropriate, nor. does the Comumittee wish, to argue

o -the ‘merits and demerzts of thzs location vis-g-vis other: cities, but the Comzmttee' B

‘has- the view that it is wrong for the Head Office location to, be preseribed by’
legislation. If the Board at some future time were to form a:judgment that, in

" the circumstances then applying, it would be advantageous for the Head Office

‘of the Corporation to be moved elsewherc then it should be free to act accord-

. ingly. Hence the Committee finds that: S _
' (O) The AIDC Act should “be- amended to remove the reqmrement for the_
Corporatlons headquarters 10 be in Canberra ' i

' Loans (AIDC} Act

: 97, The Locms (Australmn Indusfry Developmem Corporat:on) Act 1974
" enabled the . Government to borrow funds overseas in ils own name and on-end
‘them to ‘the Corporation. It has been used only once, in May. 1975, when the

. Government, having borrowed US$100 million in New York, on-lent US$75

* million at cost to AIDC. AIDC in turn on-lent US$45 million to CSR Limited and -

K _US$30 million, to John Lysaght Australia Limited, in both cases adding a normal

“margin and charges for such a transaction. No- doubt the transaction was advan- .

. tageous to AIDC’s clients in termis of ¢ost, timing and ease of raising the monay,

“ and to AIDC in terms of much—needed proﬁts from a re1auonsh1p wnh compames o

. havmg ‘blue chip’ credit-worthiness.

98, ' At that stage AIDC had not sought the two credxt ratmgs w}nch would
‘have been necessary for it to raise funds in its own name by ‘a public bond
issue in New York. Should the need arise in future for it to have access to
‘that market, AIDC would have no difficulty in obtammg a suitable credit rating.

~Several major Australian companies have done so since 1974, and the ARDB
is a rated borrower in New York. If the purpose of the Loans Act was ‘to tap
“SOUTCES of overseas funds otherwise not available to" Australmn mdustry , it
must be considered to have outlived its usefulness AIDC concurs that 1t should
“be repealed. The Committee finds that: : :

(P) The Loans (Ausrralzan Industry Development Corporatmn) Act 1974 is
1o longer quulred for .the .operations of AIDC and should ‘be repealed,
w;th a saving provision to cover the ongomg vahdxty of actions a]ready _
taken under ﬂns legxslatmn ' . - Sl . BRI

. Wxthim!dmg tax

99, -Under secuon 1283A of the Incmne Tax Assessment Act AIDC en]oys
the unique benefit of exemption from withholding tax .on interest pajd on .its.
- overseas borrowings. This benefit is more ‘than merely an admmzstratwe con-
venience, and” does not extend to AIDC’s:competitor, the . ARDB,.  Certainly,
ARDRB, and any other Australian-owned financial intermediary, can obtain specific
exemption from interest Wlthholdmg tax- for a borrowing which is on-lent fo
‘an ‘Australian entity’ as deﬁned in the Income Tax Assessment Act. However,’
rATDC’s automatxc exemptzon gwes it a decided advaniage where it on~Iends_
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L to cioﬁipaﬁzes.whmh have some -Australian :ownership but ‘not :énough o sat;s;,'y.- .
the strmgent tests thch determme ‘Austrahan entxty status. Wlthln the meanmg

e of the Act

N 108, The Commzt{ee is reluctant to suggest 1mposmg complex and tedious e
regulatmns on AIDC in the name. of fair competition, and wonders whether the .- -

: 'real intent of the legislation—to place pled(}'nmantly ‘Australian-owned companies.
*-on a more equal footing with subsidiaries ‘of. foreign corporations—would not be . -

“served :well enough by extending an" identical- exemption: to ARDB, bearing in.-

S .mind the ‘objectives of ‘both -AIDC and: ARDB, If,on closer. cons1derat10n, this

‘move ‘were found not to be acceptable then the Commxttee suggest that a review . |

be made of. the. mechanisms for exemptmg pnvate overseas borrowmgs Wlth

T view to simplifying them.

191 The Commttee ﬁﬁds that

_ (Q) The provisions of section 128EA of the Income Tax Assessment Act 1936,
: “conferring on AIDC automatic exemption from interest withholding tax
.on private overseas borrowings, should be examined to see whether a
- similar -exemption should be extended to ARDB. Should this not be
: acceptable the Committee considers that the mechanisms for case-by-case
exemptions should be conmdcred to see whether the mechanzsms can be
' szmphﬁed ' :

i _Vanable Depos:t I{equuement (VDR)

102, Broadly, under the VDR scheme when it is in operatmn compamcs

- borrowing overseas for purposes other than capital investment in mining and
manufacturing industries must, unless granted an exemption by the Treasury for '
the particular loan, lodge a percentage of the borrowed funds with the Reserve
Bank. The VDR scheme has not operated since 1976 but can be remtroduced at
“the discretion of the Government. '

103. The Committee considered the quesuon of the excmpuon of AIDC
~ from the VDR scheme when it is in operauon and considers that, as overseas
_borrowings by AIDC are subject at all times to approval by the Treasurer and
- the Loan Council, it is inconceivable that borrowings could be made which would
be contrary to the Government’s monetary policy. In fact the VDR does not apply
to any borrowings approved by the Loan Council. The same controls do not apply
" to AIDC’s competitors and they are therefore subject to VDR. The Committee
recognises, however, that a case could be made for a similar exemption for ARDB
- and suggests that the scheme be reviewed accordmgly

104. The Committee finds that: :
(R) Being subject at all times to Treasury and Loan Councﬂ approval for its
overseas borrowings, AIDC is properly exempted from application of the

- Variable Deposit Requirement. The Government should consider granting
sunﬁar exemptmn to ARDB : : .

.'Bank status

‘305, In its ev1dence to the Committee the AIDC suggested it would be
appropriate for the Corporation to be granted bank status. This would remove
‘certain trading disadvantages which it maintains exist relative to other financial
- intermediaries with which it competes both in borrowing and lending. It was argued
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that ba.nk :s;a".eﬁs_'w'éuid aﬁow-'A_Ii)C to borrow at finer rates '.of ..interesﬁ than is
- currently -possible both- in- Australia and ‘overseas. Bank status would also. make
it possible for AIDC to obtam trustee status for its secun’ues in the States of the '

- - Commonwealth. -

<98, The Commzttee has careﬁﬂly weighed the ev1dance given by the AIDC
-_and cog_tra:y views expressed. B is considered that, with the changes which have
been ‘outlined in ‘the preceding paragraphs ‘of this :chapter, the:AIDC will be able

" to perfom or a competitive basis in the financial market without undue advantages

~ or dtsadvantages reIatwe to- 1ts competitors The Commxttee there.fore concludes :
- --that: Lo . _ ERT o

(S Havmg regard to the Commﬁtees propcvsais taken a5’ a whole 1t 1s not'
_ recommended that AIDC be accorded bank status :
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19'7 ’I‘he Commlttee recommends that the foiluwmg consequennal amendmems -
o be made 1o Acts of the Commonwealth referred to helew :

CHAPTER IV _
RECOMMENDATIONS

1 The Australmn Industry D‘evelopment Corporatzon Act 197{) be. amended to

| (a)

rcdeﬁne the functions of the Corporation in section 6 (1)(a) o extend

: .- the areas in which it may operate to explicitly include service industries;
by
-to change the capital structure of the Corporation as folows: =

(1) to provide that the habﬂit:es of the Corpora’uon be gualanteed by

amend the existing provisions of section 7 (3) and Part IV—Fm_a_nce

the Government;

(@) to allow the maximum gearing ratio of the Corporation to be dster— N
mined from time to time by the Board as it sees fit, having exchanged :

views annually on appropriaie ratios with the Reserve Bank;

(iil) to require any uncalled capﬂal to be included in the capital base

of the Corporation for measuring gearing;

"(iv) to provide that, unless otherwise advised to the Mjmster jointly by

(c)
(d)

(e}

®

the Corporation and the Reserve Bank, any further paid-up capital
needs of the Corporation be met by subordinated loans from the
Commonwealth, each such loan to be agfeed with the Corporalion
as to amount, term, interest rate and other conditions;

(v) to remove the restriciions on the use of the paid-up capital of the

- -Corporation (set out in section 24 (8) and scction 26 (2}), s

that the Board in its discretion may use the capital funds in part or
wholly in the operations of the Corporation;

provide that the considerations stated in section 8 (2) shall override
those stated in sections 6, 8 (1) and 8 (3);

provide for payment by the Corporation of annual dividends to the
Commonwealth, to a prudent degree, to be determined by the Minister
after consultation with the Corporation and after adjustment to allow

for the effect of imflation (or deflation) on the ‘free capital’ of the

Corporation, in order to maintain this free capital in real terms;

_remove the provision for the appointment of an Executive Chairman, and

provide for the separate appointments of part-time non-executive Chair-
man of the Board of the Corporation and of full-time Chief Executive
of the Corporation, the latter officer also being able to be but ~not
necessarily being appointed a Director;

repeal section 36 which requires the head office of the Corporation to be
located in Canberra
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2 The Locms (Auvtralmn Induszry Development Corpomtzon) Act 1974 be
. -repealed, with a saving prov1s1on for ongomg vahdatum of actlons aIready
- taken under this legzslatmn - : '

-3, The provzswns of section 128EA of the Income Tax Assessment Act 1936
- conferring on AIDC automatic exemption: from interest withholding tax on

- private ‘overseas borrowings, be exammed to see whether 1t would be .

.. ‘appropriate to extend . them a}.so o ARDB

" 4. The Government consider makmg approprlate amendments to the Bankmg
o Acr 1959 to exempt ARDB from the Vanable Depasn Reqmrement

108 The Comm1ttee records 1ts apprec:atmn of all those who appeared as -
- witnesses and made submissions to the Committce on this inguiry. In partxcular :
~ the co-operation of the AIDC is appreciated. “We ‘also acknowledge the ‘contri-
" bution of our advisers, in parncuiar Mr D R R1ckard and the Clerk to the sub-

commlttec Mr P.G. Bush B . R .

KEV]N M CAIRNS

T DA e Chan*man
-- . 13 December 1979 . - .
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Eml notes :

'_.1.

&me;p_mm

10.
11.

Austraha, Parl:ament Sramzory authormes of the Commonwealtk First Report
of the Senate Standing Commzttee on Fmance ami’ Gouemment Operarmns Par1

- Paper 1, Canberra, 1975,
. Hansard Debates 1970, House of Rep:esentatwes, Pp. 1599—-1 600

The. Australian Industry Deveiopment Corporatmn 8th Annual 'Report 1978, p 6

. Hansard Debates p. 1601, _ :
. . Australian Indusfry Developmenf Corporatzon Act 1970 sections 6 (1) (a) and (b) :
. AIDC Submission of 11 October 1979.

A ﬁnancmg technique whereby suitably quahﬁed lessors form and join mto a

" partnership to make use of avajlable taxation benefits which, by being passed on,
. provide an attractive lease arrangement to the lessee. Usually the package includes
debt finance and the effecuve lease rate is 1ower than in alternatwe forms of finance.

Evidence, p. 473.
Evidence, p. 222,
Evidence, pp. 230, 231.

Evidence, pp. 462, 463.
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APPENDIX I CONDUCT OE‘ THE INQUIRY
o WXTNESSES AND EVEDENCE R

.' Coueiuct 0£ the Inqmry

1. The Committee resolved on 1 June 1978 that a su‘o~comm1ttee, conszstmg
_of the Hon. K. M. Cairns (Chairman), Mr J. J. Brown, Dr H. R. Edwards, Mr K. L,

‘Fry, Mr S. A. Lusher, Mr R. M. McLean and Mr P. Morris inquire and report’
" to the Committee on the operamons of the Austrahan Industry Development
b Corporatlon

2. Tn the first phase of the mqmry the sub comrmttee obtamed submlssrons
from-a mumber of organisations including ARDB, the Australian Bankers’ Asso-
'~ ciation and AIDC. Evidence was taken from these orgamsa‘uons and others in the

second half of 1978 and early 1979.

_ 3. I 1979, followmg estabhshed Commrttee prachce, the sub-commrttee for-
" mulated certain propositions (called emerging conclusions) and tested these at
\in camera hearings with AIDC, Treasury and, later, the Depdrtment of Finance.

- Ag is the ‘practice of the ‘Committee, and as advised to witnesses, the transcnpts

- of this second phase Wlﬂ be pubhshed when the report is pubhshed :

Wltnesses
Australian Industry Development Corporatlon I
" . Heffernon, Mr K. J .+ - . .. Senior Manager a -
Sharland, Mr D. E. - . .00 Manager Finance and Accountmg
" Thomas, Mr J.R. - e e - Chief Executrve
- Australian Resources Deveiopment Bank T
McCrossin, Mr R. G, . . . . . -Genera1 Manager .
‘Williamson, MrR.B. . . . . . Planning and Devyelopment Ofﬁcer '
Australian Bankers® Association Research Directorate =~
Cameron, Mr R.B.. . . . . . Director
Cawsey, Mr E.W. . . . . . . Economic Adviser
Austrahan Mutual Provident Socrety o IR
 Coates, Mr A. W. . . . . Chief Investment Manager
Commonwealth Sugar Refining Ltd T e B
Willis, Mr J. G. .o . . . Treasurer
Hill Samuet Austra‘na errted ' '
Berg, Mr AR, . . . . . . . . Deputy, Mana_ging Director
Department of Frnance _ IR '
Barrett Mr 2 Frrst Assrstant Secretary, Transport and
_ Industry Division
Harris, Mr A_. C... . . . ., . . Assistant Secretary, Manufacturing, -

Mmmg and Power Branch . . -
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- Commonweaith Screratiﬁc and Industrral Research Orgamsatron

" Dumecan, Mr A.D. . .. . . . . Scientific Services Officer :
~Grant, MrP.A.. . . . .. . . Acting Senior Assistant Secretary
CLand, MrW.J. . . ... . . . Scientific Services Officer . - -
Lattrmore Mr s Lo Actmg Secretary s

Departmem of Productivrty e ] N

McIntosh Mr M K R Actmg F1rst Assxstant Secretary, Pohcy

and Research Dms:on

Department of 1he Treasury o .
Daniel, Mr R. . WL Deputy Secretary SR :
B Pooiey, Mr F. G R . .' e Actmg First Assistant Secretary, N
_ Lo Lo “Financial Institutions Division

-Eﬂdence R - R R
a4, Evrdence relatmg to the first phase was taken on 8 September and 10 :
November 1978 and 6 February and .6 April 1979. One part of the 6 April

‘heating was held in camera at the request -of the witness, Hill Samuel Australia
Limited. - The -second :phase (emergmg conciusxons) hearmgs ‘were held on

- 24 April and 18 September 1979.

-5, Altogether the sub~comm1ttee held three in camera hearmgs (evrdence of

' two' to be pubhshed}, four publrc hearmgs and thnteen pnvate meetmgs S

: 6 “Some of the submlssxons received were mcorporated in the. transcnpts of .
' evrdence The sub- comrmttee has authorlsed pubhcatron of the iollowmg sub-
n:ussmns : : . e . ST

AIDC

'Subrmssxon dated 10 August 1978 (AIDC A General Perspectwe} PP 6—9...
not available for pubhcauon '

: Submrssron dated 8 November 1578 (answers to questrons 8 and 9 only)
' .Submrssron dated 4 Tuly 1979 on Subordmated Loans and other matters
_ '-.Submissmn dated 6 July 1979 on Interest on non—accrual Ioans :
: _'Submzsszon dated i1 Octo'oer 19’79 on Operational Commatments
_ Submrssron dated 27 November 1979 on Operatxonal Investments outstandmg__

ARDB

-Submission dated 15 February 1979 on length of loans and payments o the
Reserve Bank

‘Submission dated 16 October 1979 on loans outstandmg and- 1oan approvals ,
since mceptron _ : :

Treasury o :
Submissions dated 9 May and 19 May on government bodres that do not
pay. erther mterest or dmdends on caprtal given by the Commonwealth

Others - BN : : :

Submission - dated 22 December 1978 from Acceptrng Houses Assocratmn

of Australia on AIDC exemptmn from mterest withholding tax :
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’7 The subnnssmns mcorporated in the transcnpts of ev1dence were

.8 September 1978 Hearing _
_ - "Consolidated ' Press Holdings L1_m1ted

. Petersville Australia Limited

" W.A, Chip & Pulp Co. Ltd

Antenna Engineering Pty Ltd

. Blue Metal Indusmes Limited

" CSR Limited ;
- -.John ‘Shearer L1m1ted o : '
. The Broken Hill Propnetory Company Lmnted
o AIDC
e 10 November 1978 Hearmg

ARDB . - :
- AMP
CSIRO '
e Department of Product1v1ty

- '0 February 1979 Hearing

‘Bank of America
Austrahan Bankers’ Assoczauon

6 April }979 Hearl_ng _ .
Hill Samuel Australia Timited

"AIDC—VUse of capital, - gearing hml’t b_ank

status and size of financing;
.. AIDC—The facts on AIDC loans funded from
povernment bonds issued in New York; and
: AIDCmThe Need for a Stronger Commerc;ai
Base. - :

24 April 1979 Hearm_g

" Treasury—On 1mphcat1oﬁs for AIDC of bank

status and AIDC’s gearing ratio

AIDC-~On bank status, gearing ratio, mterest
‘withholding tax and vamable deposzt require-

ment

..2

9
S22

August 1978
August 1978
August 1978
August 1978
August 1978
August 1978
August 1978
Aungust 1978

August 1978

October 1978
September 1978
August 1578
August 1978

November 1978
December 1978

'J'anuary' 1979

March 1979

20 Aprit 1979
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APPENDIX IL. EXTRACT FROM AIDC SUBMISSION
TO AUSTRALIAN FINANCIAL SYSTEM INQUIRY |
1979

R CONTENTS
"A. THE LEGISLATIVE FRAMEWORK OF AIDC

' - L Constltunon role and statos

2. Statutory functions and policy directives
3. The ‘national interest’ provisions '
4. The Board and management
- 5. Financial structure =
6. The Loans (AIDC) Act
B.
3

WHERE AIDC FITS IN TH‘E; AUSTRALIAN FINANCIAL MARKE’I‘
. AIDC as 2 ﬁnancxer '
- {a) Types and sources of mdustmal ﬁnance in Australia
(b)Y AIDC’s difference from other financial institutions

(i) Large-scale financing commitments

(ii) Blend of technical and financial skills

(iii) Large-scale leasing

(c) Equity financing role o
(d) Relatzonsth to the developmeut banks

(i) Primary Industry Bank of Australia

(i1} Commonwealth Development Bank

(iii) Australian Resources Development Bank

(¢) Forms of AIDC loans -
(i) Australian currency loans
(i) Foreign currency loans
2. AIDC as a borrower
(a) General
{b) Domestic borrowings
© (i) Types of borrowings
(i1) AIDC’s position in the market
(iit) Factors affecting borrowing access and rates
(¢) Foreign borrowings
(i) Types of borrowings
(ii) Borrowing status in various markets

(iii) Exemption from interest withholding tax
(iv) AIDC pot subject to VDR
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C. TI—}IE DEVELOPMENT AND GROWT’H OF AIDC’S OPERATIONS

1. AIDC: An historical perspective

. (a) The formation of AIDC, 1970-71
(b) Evolution of pohcy, 1971—74

{e) Pohcy Review, . 1974—75

'--(d) Deveiopments since 1975
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I’RECIS

- Secnon A of the Subrmssmn descnbes the lcg1slat1ve {ramework of AIDC under

_the AIDC Act and other relevant legislation. It shows how this frame-

'-.-_work determmes the - functions, : financial structure “and - essentxal_

Sectxon B

character “of AIDC as -a.development -banking mstttutwn serving - :

certain nanonal purposes . through its commerczal operatzans

analyses Where AIDC fits in_ the Australian ﬁnanmal market as a
financier and as a borrower. It explores AIDCs relationship -to and

‘. differences from other financial institutions. It concludes that AIDC
. and. ARDB - have ‘emerged as . the two major specialist institutions

: Section .C

oﬁermg medzum—term zndustrml ﬁmmce adapted o developnwnt needs

oives a bnef hlstoncai perspectxve of AIDC In particular it pomts

- 1o ‘a distinct change of direction following ‘a' major. pohcy Teview -in

mid-1974. Before that, AIDC had operated largely as a last Tecourse’
financier. " All of AIDC’s ‘much -publicised 1osses. (including ongo:ng
exchange ‘losses) - have derived jrom pre-1975 polzczes '

" Since then, AIDC's strategy has ‘been to build up a p.ortfoho of
_sound .commercial . lending business, ‘within its charter, ‘whilst still

“aiming to carry a prudent proportion of selective venture capltal invest-
ment within 'a ‘growing total investment portfoho Financial statistics

appended show that, except for exchange losses from earlier forezgn
borrowings still Working their way out of the system, AIDC ‘has since

: 1974--75 opemted on an- mcreasmgly Sound and proﬁtable baszs
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THE LEGISLATIVE FRAMEWORK {)F AIDC

1 Constltutmn, mle and statas

'The Australian Industry Developrnent Corporatmn (AIDC) ‘was constltuted by
the “Austrafian Industry - Development - Corporation  Act 1970 (the AIDC Act)
“as a siatutory corporation of . the Commonwealth of Australia. .

. The objects of AIDC are to promote industry development and assist towards
‘more Australian ownersmp and control of ‘Australian resources and industries.
" The Corporation pursues these goals through its commercial activities as a source

of finance for Australian industries. 1t has no authoritative. or regulatory role in

Industry devefopment 1t seeks” o ‘promote Austrahan ownershxp by prxvate

enterprises rather than by the Corporation itself———— -

. AIDC does not provide finance to industry from government funds It is a
ﬁnancxal intermediary, designed -essentially. as a development banhng institution.
It provides finance to- its industrial customers from funds borrowed in the money
-and capital markets in ‘Australia and overseas. Predominantly its.financings are

" loans (in their various forms including leasing). The Corporation also has some

‘capacity, limited by its financial structure, to contribute to the eqmty of a develop— '
‘ment. pm]ect where this type of assistance is sought.” . =

~AIDC is not a ‘bank as -defined in the Banking Act. It therefore operates
OutSIdG the banking system which is regulated by the Reserve Bank of Australia,
It is- subject to the Forelgn Exchange Control Regu]atlons admmlstered by the
Reserve Bank., . -

AIDC is Iegally a pubhc authenty constltuted by an-Act of Parhament Tts
borrowing programs and interest rates are thereby subject to the ‘Gentlemen’s
Agreement’ under which the Australian Loan Council regulates the borrowings of
Commonwealth and State public authormes as well as those of the Governments
“themselves,

. In practzce AIDC operates uudex special Loan Councﬂ arrangements agreed
~ between the Councll, the Government and the Corporation. This is because AIDC
is conducting a ‘banking-type business, and because it iy designed to seek its funds
in the private rather than the governmental sector of the domestic capital market.
The AIDC Act expressly provides (section 27 (3)) that securities issued by
the Corporation are not ‘public securities’ for the purposes of the Income Tax
. Assessment Act. This means that although AIDC is a semi-government institution
‘its securities do not qualify under the “30/ 20 rule’ and it does not borrow at serm~
-government rates of interest,
AIDC is subject to Commonwealth taxation. It is assessed for income tax

~ on the same basis as a public company. The Corporation is not subject to State or

Territory taxation, except as prescribed by regulation. Tt is prescribed that AIDC
pay Payroll Tax. Securities of AI_DC are not subject to stamp duty on issue,
transfer or redemption. :

AIDC reports to Parliament through the Treasurer. It is required to follow
-the accountmg principles of commercial practice, and its annual ﬁnancmi state-
ments atre in a form approved by the Minister for Finance.

. The Corporatmn is bound by its statutory functions and various pohey gmde~
" lines laid down in the Act. These include, Importanﬂy, that it is to operate on
commercial business principles.

ATDC must have regard to current monetary policy, and other policies of
the Government of the day. However, it operates independently of government
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'ooﬁtroi or influence in its commercial’ deoiswns;' Section G ‘of ‘the Act 'ex'pressly'
states -that, except as provided 'by :the (Act, the Corporatlon is not sub]eci to

T '-dlrecnon by or on behalf of the Government S

L ) 2 Statutory funchons and pollcy directIVes _' AR

The funct:ons of AIDC are deﬁned m sectlon 6 (1) of thc Act They are:

(a) to facﬂltate and encourage the establishment, development ‘and adv&ncow .
~ment of Australian industries concerned with the manufaciure, process-

L ing, ‘treatment, transportation-or distribution of ‘goods, -or the “develop-

o ment or use of natural resources (mcludmg the recovory of mmerals) or
;7. of technology; and - o
(b)) to secure, ‘to the greatest extent that is practwable Austrahan pa,ruc1- -

© . “pation in the ownersth and  control of compames engagmg in those
- industries ‘or related activities. :

Funotlon (a) is to be performed e1ther by (1) prowdmg ﬁnance to. Austrajlan
compamcb engaging in any of the specified industries or related act1v1tlos “or (i)
by the Cozporation iiself engaging or parilczpatmg m enterpnses or prmects m
: relahon to those industries or acthtaes '

It will be seen that the activities whlch AIDC may ﬁnanoe oxtend over a
: broad range. of mdustrles mcludmg :
. — manufacturing and processing 1ndust1‘1es

-~ goods transport and distribution; .

-~ the extractive industries; - :

e resource—basod mdustrles ' '

- — the development and application of new technology, and -
= industries or activities conneoted with or incidental to any of the foregomg

~ “The- areas of mdustry and- commerce excluded | appear - to_be mamly servics -
Andustries, However, compames in the business of. providing a service to induastry
(e.g. transport of mine workers or industrial waste disposal) as distinct from
- providing a service to the community generally {(e. g bankmg or msurance) could
. be eligible for AIDC finance.

- In-relation to. the function of pmvuimg ﬁnance o ‘Austrahan compames it
should be noted that ‘Australian’ here means ‘incorporated or formed in Australia’,
cang ¢ company 1s deﬁned to mcludo any unmcorporated body or association. of

_persons’. :

© The provmmn for AIDC’ 1o engage or partxoipate in entorpnses or pro;ect;,
makes it clear that the Corporation may take equity pOSlthﬂS including, at least
tomporarﬂy, full ‘ownership. But this has to ‘be read .in con;unctwn with sub-
~ sections (4}, (5) and (6) of section:8 of the Act. The net effect is that AIDC

© .may participate in joint ventures, and may establish an initially wholly owned

subsidiary company as a vehicle for brmgng other Austrah&n investors nto a
project. But, by virtue of the section 8 provisions referred to, the Corporauon
— has -to review annually any substantial shareholdmgs in companies and
~endeavour to dispose of shares no Ionger necessary to its functlons (sub-
section {(4)); i
. — is pot to be a sole owner of an enterpr;se or prOJect except on & temporary
-+ basis, or if actzng under ;government direction in a national mterest project
- as descnbed in A3 beiow (sub~sectxon (5 )), G R
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-- ‘must not seek ‘a controlling interest in an. already Australian-controlled
--company unless it is acting to block a fore1gn takeover or w1th the consent'
-of the company’s board of directors. (sub-section (6).). . :
Sub—sectlons (2), {3) and (4) of section 6 refer to the manner in whmh the
_Corpo_rauon shall or may perform its functions. The .essence and purpose of .
‘these provisions, however, is to define the constitutional heads of power of the
Federal Parliament on which the Act relies in respect of ATDC’s industry ﬁnancmg

" and dinvesfment operations, -This “is necessary because industry . development s

not, of .itself, .a ‘Commonwealth function, On the .other hand the provisions of
~the Act which . cmpower AIDC o borrow moneys are cleaﬂy covered by the
‘borrowings power’ of the Commonwealth, .
The role of AIDC is determined in part by the hmzts of 1ts statutory functxons
Xt also must be guided by the policy directives contained in the Act. Some of the
. policy provisions ‘have already been described, notably :those relatmg 1o équity
- holdings. A" provision of fundamental and overriding importance s . tha1 whmh
stabhshes the commercial -philosophy for . AIDC operations. .~
Spec;ﬁcaﬁy, sub-section 8 (2) of the Act dlrects AIDC to act in accordance
W]Eh sound business principles. But it also requires “that the Corporation ‘shall
not finance a company or participate in a venture unless the Board considers that
the company or venture will be operated in an efficient manner and in accordance
with sound financial principles. In other words, the ‘Corporation ‘must not finance
operations which it considers inefficient or unsound, even if the safety and profit-
- ability of its. own investment is “assured (e.g. by the security ta}\en -or by a
-guarantce of a government, a bank or a strong corporate parent}.” : -
. ‘Notwithstapding ‘its commercial -orientation the :Corporation,: in 1ts ﬁnance
and investment «decisions, must always have regard to the importance of the
industry concerned ‘to the Austfalian economy, and ‘the ‘extent 1o which the
financing will contribute to ‘AIDC’s functions. “Hence, whilst aiming “to ‘make
profits, the Corpora’aon cannot ‘determine its pnormes w1th a view to. mammlsmg
proﬁt as the S(ﬁe or pnmary objective : S : .

3. Tlme ‘naﬂonal mterest’ pmvxsions

Under amendments of the AIDC Act cnacted in 1975 (thh the support of
all major political parties) the Government may, with the approval of Parlia-
ment, provide funds or guarantees to enable the Corporation to assist particular
industry projects of special ‘national importance which would otherwise be
beyond AIDC’s financial capacxty of commercial investment criteria. -

~The ‘national interest’ provisions are contamed in sectmn 8a: of the AIDC
Act The essential features of it are: :

~.— "Action'would be initiated by the Mlmster (i.c. the Tﬁreasurer)
".— Decisions  involved ‘would be government decisions, not AIDC dec1310ns,
-a national interest guarantee would of course need to be such as would
- enable the ‘Corporation, on its commerma} mvestment cntena, o under—
. take the investment concerned. -~ -
‘= The investment isks would be govemment r1sks not AIDC nsks
- = If the Government were to proceed by way of guarantee this wouid reqmre
‘approval by resolution of both Houses of Parliament. -
~—1f the Government :were itself to provide the funds, these would need to
“be appropriated by Parliament for the purpose. In this case AIDC would
be acting as the agent of, and ai the direction of, the -Government. It
would be indemnified against losses, including the management costs, It




Wouid account separately for these mvestments and furmsh separate'

_ reports and financial statements. _ :
“The “system for approval ‘of national interest cases xs complex The fuu pro- :

' -'_cedure would involve the Minister ‘calling for ‘a report; a’ preliminary report by .

AIDC; a more detailed study by AIDC and/or other-bodies; a Tecommendation

- by a National Interest Committee ‘appointed to advise ‘the Muuster a decision -

: by the Mm1ster and Cabinet; ‘and, ultimately, the approvaﬂ of -Parliament. . _
"1t 'seems”clear that'the natiopal interest provisions in their present -form couid :

'only be implemented in rare cases of major lmportance and obvzous ment whmh L
would command widespread public support. - B :
- There have been no national interest cases S to date. A very few pOSszb}e cases
- “reached various stages of consideration but dld not proceed for Teasons endemtc .
to the potentlal prolects themse}ves R Eo SN

4 The Boar{l and management

The control and management of the Corporatzon are vested in.a Board of
-Dlrectors, most of whom are appointed by the Governor-General. The Secretary
1o the Department of Industry and - Commerce .and .the Secretary to the Depart-
~‘ment -of Trade .and Resources are Directors ‘ex officio. .

- The .Act pr0v1des for an Executive. Chmrman (appomted by the Governor«
'Genexal) ‘and between five and eleven appointed Directors, . in - addition 1o the
two ex ‘officio Directors. A majority of the “appointed Directors are.to be part-

g _'=tnne Directors.’ (There are “at present no full-time Directors.): To qualify for

“appointment 4s a Director. a person must be suitably qualified by virtue of know» _
ledge ‘of, or experience in, industry, commerce or. pubhc administration,”

" The Executive Chairman has the normal powers of a Chan‘man and derwes
_hxs executive authonty by delegation from the Board. :
" The Government has accepted a ‘recommendation of the Beard that the At
: .:be amended to allow the option of a full-time Executive Chairman or a ‘part-time
Chairman in. conjunction’ with a full-time Managing Director, In ‘the meatntime
it has been possable under the present Act to broadly auucxpate this situation.
- The Corporatlon is currently operating under a part-time Chairman (nominally
- an Acting ‘Bxecutive Chalrman) and a £u11~t1me Chlef Executwe appomted by
- the Board.

Parnctﬁars of the present Members of the AIDC Board and their prmczpa.i
other affiliations, are given in Annexe A.

A backgmund note on the Chlef Executwe is aiso furmshed as Annexe B

' '5 Fmancwl stmcture _3

The original AIDC Act of 1970 appropnated for the Cerporation an amount
~‘of $100 million, as the, cap1ta1 of the Corporatmn and _provided for this to be
“paid in by the Government in instalments in accordanee with section 24 of the

Act. Broadly, this means that instalments of the capital can be called up, and are

payable by the Government, as the Corporation’s outstanding borrowings increase
_so that additional capital wﬂl be needed as a base for further borrowmgs To date,
- $62.5 million of the. capital has been drawn.

.. It is important to note that ‘the whole of the !ElGO mﬂhon has been appro-
_pr;ated by Parliament. In effect, by analogy with companies the $10{} mﬁlmn
is equwaient to 1ssued cap;tal’ rather than ‘authorised capxtai’ e :
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AIDC’s pnncxpal sonrce of ﬁnance is. its borrowzngs The,, Corporatzon is
empowered by section 7 of the Act to borrow up to five times the sum of its
“paid-in capital and reserves. To be more precise, the borrowing limitation is that
‘the Corporation s not to borrow (otherwise -than for temporary purposes} 1f .
as a result, the 5:1 ratio would be exceeded. - :
: It ds a significant feature ‘of the C.orporation 5 power t0 borrow that the Act

: exphczﬂy states (sub-section 7 (4)) that this power may. be exercised both within
- and -outside ‘Australia. The Corporatlon is thus empowered . by. law .to borrow
" .overseas in ‘its .own mame. This diStll‘lglllSheS the position of AIDC from that
" of other statutory corporatlons of the Commonwealth and the States Wlth ‘tho '
' except;on of some banks, .- -

A curious feature of the ﬁnanc1a1 structure of AIDC is that the cap1ta£ funds
o are not ordinarily to be used in the development financing and investment
- operatmns which are the Corporation’s normal business and. functional purpose.

~This is stated in sub-section 24.(8) of the Act, although not as a binding statutory
_requirement. It is expressed as an ‘intention of the Parliament in providing moneys
“as capital of ‘the Corporation®, and as a prelude to'the reqmrement that the Board
“of the Corpora'uon shall have regard to that mtention m makmg requests for
payments of instalments of cap1ta1 S

o Ttis understood that this provision was meluded in the ongmal Act to reassure
" some critics who, at the time AIDC was bemg formed, were ‘apprehensive that
" ‘the Corporation - 'would ‘not be ‘successful in :borrowing (particularly overseas)
-without a government guarantee ‘and so would end up operating solely or mainly
“with free capital funds. Whatever the reason, the effect has been to create an
-unusual* and rather -artificial ‘financial “structure -in. which the - Corporation, -in
eomplymg with the stated intention, applies.a sizeable part of its total funds 10
--capital investments which -are extraneous ‘to AIDC functions. = - .- .
' “The situation which results is an artificial one because of the apparent anomaiy
' that while there is the expressed intention that the capital not be used in func-
* tional “operations, it is .elsewhere provided that the income from. investment of
. the capital may be used to defray . operational expenses. Sub-section 26 (2) . of

_the -Act specifically provides that the capital moneys {as well as any . temporary
cash surpluses). may be invested to ‘obtain revenue for the purpose of meeting
-expenses incurred in connection. W1th tho operat;ons of the Corporauon L

- The net effect is that:

s AIDC cannot dlrectiy nse capital moneys to fund an equity mvestment in
T a new deveiopment pm}ect with: a iong fead tune before earmngs are
. generated. . . .

o If borrowed moneys were used for th1s purpose, it Would be SOme years
© before the investment provided AIDC with dmdend income to . pay the
annual interest bill for the borrowmgs

e To a limited extent AIDC can (and does) make such equity investments
.- out of borrowings by using income from the mvestment of cap:tai moneys
to pay mterest on the borrowmgs 50 used ' : .

6 The Loans (AIDC) Act

The Locms { Ausiralian Indusfry Development Corporarzon) Act 1974
authorises the Government, at the request of AIDC, to advance moneys. to the
. Corporation cut of borrowings ra1sed overseas for the purpose A mammum hmlt

- of $A250 mﬂhon apphes S :
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" "This -was enacted at a time of ¢xtremely tight conditions inthe international
capital market, especially for medium to longer term fixed-interest US dollar funds.

U In 1974, and continuing into 1975, there were only two major sources for such .

~ fonds in large individual amounts and at relanvely attractive interest rates, These
were certain governmental institutions in the Middle Fast, whmh then lent only
~against ‘a. government .of central bank credit; and the pubhc capital market of

~ New York, where no Australian entity other ‘than the Government itself had yet_ T

jsought and obtained. the necessary credit rating by the bond~ratmg agencies. .

"The Loans (AIDC) Act has been used -only once,” in mid-1975, Through it
AIDC obtained US$75 million of five- and e;ght—year funds for two Ieadmg
“Australian industrial companies, ‘to ‘supplement ‘what they were able to raise in

- -their own names at that time, “in Australia’ and overseas, “for major planned

_development and ‘expansion.” The- US$75 million ‘was" part of 'a US$100 million
" bond issue made by the Government in New York to raas& funds for AIDC and
" a few other statutory authorities.© =~
" it should be noted that the Loans (AIDC) Act is not an Act relatmg to the

- - financial structure or powers of AIDC, It relates to the powers of the Government,

-1t empowers the Government to lend to AIDC, which a!ready had the power
to borrow (from the Government or anyone else}. -

- It is normal for the Government to have power to kmd to statutory authoritzes
- just’ as in any parent-subsidiary relationship. But the AIDC Act does not
-anthorise the Government to do this. The Loans (AIDC) Act gives it a limited
-authority to do so, in special circumstances, with overseas funds “only, and on
“terms not more favourabie than those on whlch. the Govemment 1tse1f borrows
the money.

.o+ It will -be evident that apphcatxons of the Loans (AIDC) Act w}uch was
L des:gned to meet .an emergency 51tuat10n are hkely to be extremely rare.
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B WHERE AIDC FITS IN THE AUSTRALIAN FINANCIAL MARKET

B N AIDC as a ﬁnanc;er . ':

' (a) Types. and sources. of mdusrnal ﬁnance in Auszra,ha PN RN
_AIDC ‘is primarily .a medium-term lender. It provides finance. to ;busmess .

o operatloﬁs in Australia by ways of loans, leases and leveraged leases which nor- -

© mally have maturity. patterns within the -three- to- eight-year range. Occasionally, .
St prov1des loans with shorter maturlty and it also has prowded fac111t1es extendmg
- to ten to twelve years. . . _
ol AT times AIDC pr_ovxdf:s ﬁnance by way of equﬁy, the cxrcumstances in whmh_ '
: thls would be done are discussed later (see page 47).° : :
~AIDC is part of the financial ‘market which collectwely prowdes ﬁnancmg
-.facﬂmes geared to the needs of medlum~-to Jarge-scale ‘business operations in -
Ausiralia. “As is exp}amed below its role is complementary 1o.that of - other
¢ financing . 1nst1tut10ns The main groups of mstnutlons WhICh make up thls ﬁnanc;al
.market are: -1 S R B T :

= the trading banks -
"~ the merchant banks

e the finance companies .
i the Austrahan Resources Development Eank ST
—.the life assurance offices and the superannuatmn funds R

. To appreciate- the role of AIDC within this overall market it is useful to out- "

: -hne briefly ‘the. areas of the market :in which . thesa other fmanc:ial mstztutzons

choose to carry ‘out most of their operations.

+The rmdmg banks are predommantly providers of workmg cap1ta1 for. busmess

. by means of overdraft facilities. which are- usually subject to review and renewal
- on an annual basis. Trading banks do provxde some term loans, generally for
‘terms not longer than five years; on occasions the period of the loan ‘may be
longer. Some of these longer term loans would be reﬁnanced thxough the Aus—
tralian Resources Development Bank (ARDB). .

- The merchant banks are very varied in the range of faclhtles they provide,
Some are predommantly money market operators providing short-terra facilities
- and loans for periods of not Ionger than one year—occasionally extending to two
years; others are more oriented to providing corporate advice without necessarily
© providing financing facilities; while some undertake corporate lending operations
under which they will provide financing facilities up to three years—and on
‘occasions up to five years. There are a few merchant banks which are prov;dzng

. loan facilities up to seven years.

The finance companies provide some ﬁnancmg facﬁzties to mdustry usually by
way of leasing of eqmpment However, most of the leasing transactions carried
out by finance companies would be for amounts of $100 000 or less, although
. on occasions transactions could go to $2500{}0‘ Lease transactions by ﬁnance
companies over $400 000 would be rare.

The ARDB is a provider of medium-term funds, somemnes dxrectly on its
own account but mainly by refinance facilities provided to the trading banks in
. one form or another, ander which arrangements the trading banks carry the credit
~risk, or against guarantees provided by the trading banks. The general loan maturity
pattern area within which the ARDB operates is the closest to the maturity
pattern area in which AIDC operates. However, the types of business operations
© to which the ARDB under its charter provides finance are more restricted than

4




those of AIDC For large resourcc development propos:txons reqlnrmg a hrge.

~ volume ‘of ‘borrowed funds ‘it ‘can ‘be expected that ARDB and “AIDC would .

o combme in prowdmg a smeable parcel “of ‘the medlum-term fuuds neccssary

‘o mvestment -Some, partwulaﬂy the 1argcr life assurance compames have a

-, preference for takmg equlty rather than ‘making Ioans—but nevertheless still do
. make Jonger term loans. Others invest a larger percentage of their funds in loans

and ‘other fixed ‘interest securities. Some superannuation funds prefer to lend -
_ for.terms of twelve to fifteen years or.even longer. Much of the loan finance

‘provided {o mdustry by life -assurance companies ‘and superannuauon funds would
-be through ntortgages on ‘real éstates or against debentures issuéd under trust deeds. .
- 'They -are a source ‘more of standardxsed forms of Iendmg than of ﬁemble taﬂor« _
made ‘credit’ arrangements. b

"The finaneial ‘institutions ‘in the market can therefore be divzded 1nto those o

L prowdmg short-term, “credit facilities—these being " the tradmg bagnks, merchant_'
banks and finance compames and those prowdmg longer term fac;htws, whzch =

. are the life assurance ‘companies and: the superannuatlon funds, .

~AIDC’s function is to heélp fill a gap in’the financial market by prowdmg
- medivm-term credit facilities, AIDC is therefore an important source from which .
- medivm-term -credit facilities. can be’ obtamed ‘The ARDB also prov:des cred;t :
facﬂitzes within this matunty area Eate o

(b) AIDC’s dzﬁerence fmm other ﬁmmczal mmmnom o i

o wouid be presumptive . to ‘suggest that ‘some. of the services prov1ded ‘by
AIDC are not provided by any other. ﬁnancml institutions in ‘Australia, But cer-.’
' tainly those financial institutions which are providing them or are capable of
providing ‘them ‘are few, ‘Some merchant banks are capable .of providing some of

*the financial advisory and technical services, but they do not wish ‘to provide

much (in some cases any) of the finance required for large financing proposals.
. There are, of course, other consultatlve serv;ces avallable in Austraha but these

. consultants are not ﬁnam:iers..

. AIDC also has a spemal purpose of ass1st1ng Austrahan ownership The ARDB
. follovvs ‘a - similar: pohcy but most other ﬁnanc1ers serve Austrahan ‘and forelgn
‘companies alike. .
Again, AIDC ‘has to havc regard for the natzonal economic merits of a
- financing proposal. It has to consider' this, and the Australian ownership aspects,
"as well as thé profitability to the lender, Excepting AIDC and the Commonwealth
‘Development Bank, virtually all other financial -institutions (mcludmg of course -
‘the ARDB) .are free to pursue maximisation of profits ‘as the pmnary object B
_ This has some bearing on the types of business undertaken,” -
© But ]eavmg -aside these aspects of basic philosophy, the followmg 111ustrates
ABZ)C servxces Which though not umque are not commonly avaﬁable '

(1) Large-scale ﬁmncmg commztments

In: the past few years ‘the. size ‘of borrowmg packages necessary for new_
- business developments, ‘or for expansion, or for the rationalisation of some sections
of industry perhaps by way of mergers, has become quite large. The size of these
packages ‘makes it difficult for one financial institution to .do all the funding.

“Also it is not desirable in following sound banking practices for one institution '

itself to -carry all the eredit risk.-As a result large financing packages. are these
days more usuaily armnged on a consortzum or syndzcated basis, .
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Under such a consortmm or syndlcated arrangement several 1enders agree'
to provide the’ ﬁnancmg package necessary, which may be a composite of short-
~term, medivm-term and long-term funds, and individually to carry the credit risk -
for ‘that portion of the. financing facilities they have prowded Some of these _
':ﬁnancmg paekages lend themselves to the full details of the proposal being sent .

. to a number of potential leriders so that commitment from the required’ number

- of lenders can be obtained for the total -package before the syndicate manager .
_ uﬂdertakes_ to comimt to’ pmvuie the total funds package 1o the prospectwe o

borrower - : - _ e
. But not- all large loan proposn:lons can be handled in. thlS way At nmes o

companies do mnot wish their - prospective plans to become widely known around -

_the market. until they have made a final decision to. proceed Yet these companies

do not wish to spend their own money, for example, in carrying . out feasibility

- studies or progressing further examination of a proposition, if at the end of that
time there is no. likelihood that funds will be available for - them to implement -

- “their plans. In such cases some companies will seek to obtain a commitment from
‘a large ﬁnancml institution that it will commit itself to obtam or to prov1de the
necessary finance subject to certain precondmons bemg met.

AIDC is one of the few financial institutions ‘in Austraha that has both the
“financial resources and ‘the ‘technical expertise 'so that it can give such commit-
ments, A few, but not all, of the major trad;ng banks ‘are also Wﬂlmg at times to
gwe such a commitment, '

Currently, AIDC has one Iarge such commitment outstandmg in whwh AIDC
is-assoctated with- the company’s tradmg bank ‘which has ‘agreed ‘to provide an
- additional amount. Tf this proposition eventually goes: ahead ATDC would intend
to syndicate portion of the short-term maturities of this loan facﬂlty to a group
" of merchant banks and the longer end miaturities to Jife - assurance compames :

AIDC itself wouId prowde the medium—term segment ' .

- (11) Blend of techntcai cmd ﬁnanczal akzll’s

o Most of AICD’s corporate finance staff have both academic quahﬁcanons
and -experience. of working in a physical technical. field in addition to that of
finance. These fields include. civil engineering, electricat enginecring -and science
metallurgy. This initial training and expericnce has then been added to by a
- second - qualification -such - as .bachelor ~of -commerce, accountancy or MBA,
together. with financial experience. This combination of training. and -experience '
“is of .great value in assessing and evaluating loan - propositions where an under-
standing of the. physical, technical features and operations are- quuu:ed 0
obtain.an overall appreciation and view of the proposals. It also greatly assists in -
the corporate finance executive concerned:being able to translate the technical
aspirations and descnptions of eng,meers mto the nermal assessment cr1ter1a of _
financiers. . - : :

Although loans are legaliy made to eompames it is fundamental in the ASSess-
ment of a loan proposition to arrive at a view on the eﬁimency of the manage-
ment of a company -and -other senior ‘executives, who in the ultimate will be
responsible for usmg ‘the loan funds provided. Thls is even more important when -

a loan proposition is. large in relation to the resources of the company at-the -

~ beginning or where the company-concerned has not a long history or a track
- record to give an indication of the efficiency of -its management. :

There - are very. few other lending organisations in Australia which have
corporate finance executwes who have: this amalgam of physmal techmcal and
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- ﬁnam:lal traxmng and experience, Tt is a very dlstmct feature of the C’orporate._ .

B Fmance Dms;on of AIDC

(111) Large—scale leasmg : : -
- Direct leasmg of large ftems of eqmpment W]th Vaiues {mm say $1 mﬂhon

‘to .$6 million are -undertaken by AIDC, ‘Thig facmty is provided by very few
other financiers—perhaps by a few .of the large- tradmg banks.. Leases -of this. .

.- magnitude would only be provided to large companies . and usuajly involve sub-

L stant1a1 installations of new equipment—irequently ‘a whole. produchon line.

. '.. Large-scale direct leasing should not be confused - with leveraged 1eas1ng L
. AIDC also prov:des finance through Ieveraged leases, but 50 do a number of -

: .tradmg banks, and . a few life assurance compames merchant banks and super—.'

Do annuatzon funds

(c) Eqmty ﬁnancmg role : : :
CAIDC’s ability - to ‘contribute equxty cap1ta1 to a company, or pamcxpate n.
the ‘equity of a development project,’ Is. an important though sot quanutatwely .

o large part of its development financing activities, At 30 June 1978, equity invest-

ments totalled - $11 2 mllhon or 3, 3% of operauonal loans and mvestments'
outstandmg ' -

Tt has sometimes been thought that AlDC Was formed to ‘buy back Austraha .
E Ob\nously the Corporatmn was not given the billions .of dollars that would be
needed for this. Nor would it be a sensible economic. policy. “The more modest
~and realistic national ‘policy, towards which AIDC assists, is to ry . to gei moere

Australian ownership and control in new development and mdnstry expansion. -
" * " "Another misapprehension which has seemed to gain currency -in-‘the .market
at times is that ATDC looks for. equity in .companies which approach it for loans.
There is no substance in this. AIDC’s main business is lending, and the. great
majority of its financings are in fact straight loans. Like any financier AIDC will
~not, of course, provide loans ‘to an enterprise which it considers already over-
' geared and in need of more cquity rather than more debt. _

The Corporation wﬂl always consider xequests for equity capnal Where that
is the need. Somietimes it may be able to assist by subscribing for redeemable
.preference shares; or by a mixture of preference share capital and foans. In other
. cases AIDC may subscribe ordinary share capital; although this tends to be for
smaller. to medium-scale ventures /or-in con}unctlon thh other mvestors or
part1c1pants in the case of larger ventures.

AIDC is mot equzpped to take substannal holdmgs in large enterpnses on
its own account; but it is Well—eqmpped for the role:of puiting together a sub-
stantial Australian. participation in a venture, “large or small.-Sometimes it may
do this in conjunction with providing or assembling also the loan finance required.

- Where smaller firms approach the Corporation for equxty funds (or for: money
. in whatever form) it is often apparent that the need is not merely for equity
capital :as such, but for an active equity participant or partner who would con-
tribute corporate strengths and management as ‘well as funds. The applicant may,
-for example, be ‘a technologically ‘successful innovator iackmg ‘business  skills
; _and perhaps -too dependent on a single product Yine; or, at the other extreme,
it may be a family company try:ng to cope with commerc;al success and expand
to a scale of operataons requlrmg a more sophistlcated and complex management
- structure. o
. "The: Corporatlcm is essentxally a ﬁnanczer and does not have the tesources
to take equity and provide onging management in such cases, Where appropriate
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it wﬂl assrst in- ﬁﬂdmg a su1tab1e eqmty partxc;pant and may prowde ﬁnance for'_ '

-the restructuring if required. -
. In cases where a suitable management structure already ex1sts, and addmonal. _
- equity is required, the Corporation may. sometimes fund . a private company 1n
one way or another until the time is opportune for it to ‘go public’, - S
“The funds -available to AIDC in carrying out its ‘functions ‘are pr1nc1paﬂy_ '

S borrowings ($228.8 ‘million at 30 June 1978) and accumulated reserves ($10.0

" million at 30 June 1978). Thus, as over 95% ‘of these funds are borrowings which -
- “have to be serviced by interest. payments the amount which the Corporatlon can
o pmdentiy invest in equities as part of its development financing activities is quite -
‘modest.” This is ‘particularly true of ‘start-up’ ‘situations, ‘where  dividend “returns
~would be delayed for perhaps three or four years until : construction had’ been”
- completed, opera‘uons started, and a suﬂicwnt rate of eammgs and cash flow
“attained. :
S A mentioned earher the Corporanon could 1nd1rect1y use . capxtai funds .
-~ for - such | ‘investments, because “earnings -from - capﬂa} can cover the interest -

costs for a modest portion 'of total borrowings to be. used_in this way. But it . -

“would obviously be imprudent to put too much of the capital at risk, whether
" directly or indirectly. Notwithstanding the peculiar capital investment prowsmns :
of the ATDC Act, the extent to which . the Corporation can carry l_nvestment_s in

~ 'venture capital situations at any one time has to be considered in relation to the
" amount of capital and reserves (i.e. “sharcholders funds), and the overall’ quality

and - balance of the Corporatlons mvcstment portfohowboth cap1ta1 and :
operatlonal mvestment S . _ :

(d) Relatwnshxp z‘o z‘he development banks _
2 (1) Przmary Industry Bank of Australza (PIBA)
: -_AIDC does nat operats in the area *serviced by PIBA reﬁnancmg .
. The Corporatxon would see it as W1th1n its charter and capabilities, to pro»
“vide finance on commercial terms for, say, a major new land development
‘in the primary industry sector. However, AIDC was not designed to be able

" to provide the long-term loans, and generaﬂy Iow—cost ﬁnance, Whmh are the - '

_':noxmal requirement -of rural industry. - -
i) COmmonwealtk Development Bank (C’DB)

The CDB prowdes ‘both farm .and industrial ﬁnance In mdustrlal ﬁnancmg, S
" the distinction between CDB and AIDC finance is essentially one of scale. .
- -The-maximum- CDB loan is :normally about $300 000, AIDC normally
. provides loans of $250.000 :or more. In special circumstances ‘a smalier.loan : .
‘may be considered, but it would not be economical to lend in-amounts -less -
- - than $100 000. Operational -equity investments ‘may also be. smaller than
--$250 000. AIDC:and the CDB refer ‘cases 10 each other dependmtr on the
- < scale of finance sought. - s
-~ Both :the ‘|CDB :and AIDC- have been mentloned from tmle to time -as.
-_smtable ‘institutions to undertake small business - financing, both Joan and
- equity. -As far as small business lending is concerned, AIDC is in fact not -
“suited for-this because .it does not have the necessary branch network. The.
--.charter of the CDB has recently been broadened to . enable it ‘to expand the
scope of its loans to small businesses. The CDB .isbetter_equipped for -this, -
both by the nature of its existing business and experience, and through having
t-the facilities of the wide branch network of the . Commonwealth Banks and
also the pnvate trachng banks whmh act .as its, agents g
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The matter of an znstiiuuon 0 provzde equzty ﬁnance for small busmesses'

;:--has not so far been pursued. From AIDC’s experience in equity ﬁnancmg of -
~small- ‘to medium-sized -businesses, ‘rather - larger than is usually meant by .~ -

: ““small business’, we - would ‘say . that neither "AIDC nor the CDB or for that

. matter any " other institution should be expected to- undertake - this ‘activity =
. on abroad scale unless capital funds are specifically allocated for the purpose, .-
. and ‘the activity is accounted for separately from the msntunons normal

_ _-commerczal accounts and balance sheet,
: (111) Australmn Resources Deveiopmem Bank (ARDB)

| ;The d;fference between ihe ARDB and AIDC. seems usually to be thought
of dn terms of the industries which they finance. Such a dlfference does emst, e

although it has become blurred over the years.

. Originally | the ARDB confined itself ‘to ﬁnéntmg basm extractwn of

.._resources, preliminary .processing’ ‘into a marketable form, and transporation
. /to the market. AIDC at that time tended to ¢onfine itself to-higher stages of -
- ‘processing and. manufacture. Tt financed mmmg if significant processing: was
- also involved. Tt did not. ﬁnance transportatxon except. where thls was. carr:ed
out by the manufacturing or mining company itself.. TR
" In those times it was not unusual for the two msntutxons to be mvo!ved in
“the same development with ARDB perhaps ﬁnancmg the extractlon and
AIDC the processing stages. '
Since then, the ARDB has moved up the scale of hlgher processmg and
" cinto the ﬁnancmg of resource-based manufacturing industries, AIDC  has
- moved back towards basic resource development. But it has also -extended
- its activities into goods transport generally - (especially Shlpplllg finance), and
1o major developments in.the wholesale and retail .distribution of goods '
.- Nowadays, in.a large-scale new industrial development or expansion, it

'wouId be usual to find both the ARDB and ATDC participating in the financing -

and providing substantial loans. The capital requirements of these projects
. -are too large for any.one ﬁnancmg institution, Typxcally, the Joan finance is
. arranged by the company’s merchant -banker, and .in these situations- the
- merchant banks look to both the ARDB and AIDC as zmportant pz:owders of

: 'the medium-term portion of the total financing package. . - - '
Tt is probably fair to say that the ARDB and AIDC have emerged as the two

: -'-specmhst -institutions oﬁcrmg medlum-term mdustnal finance adapted to

- development needs. :. -

While the difference in mdustzy scope of ARDB and AIDC is less clear

" than formerly, and the area of overlap is much wider, the more fundamental

. distinction between the two institutions remains. This is that ARDB is essen-
tially an extension of the role and capacities of the trading banks which are
“jts owners; whereas ATDC is an .alternative source of finance for industry,

o mdependent of the trading banks, and in fact outside the bankmg system WhiCh

-is regulated by the Reserve Bank i

.. ~Fondamentally the ARDB is a collective mstltuuon of the 1radmg banks
_Which_ enables - those_ banks to Jend to large-scale developments .in larger

“amounts and for longer terms than they otherwise could do. ARDB is effec-
tively the longer term borrower for the trading banks as a group; it issues

" securities in the market for terms of five years or jonger while the trading

. banks themselves take deposrts up to. four. years. A]though the ARDB makes

- some loans where it carries the credit risk itself, in the inain “the funds which

it borrows are used to provide loans where the credit risk lies with one or more
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of thﬁ mem‘om‘ banks, Thls s eﬁectsd cither. by the ARDB Ieﬁnancmg a

_':tradmg bank loan, or by ARDB Jending direct under a trading bank guarantee.

" This constitutes an important and eminently practical extension' of 'the

o capabiiities of the trading banks in medium-term development -financing, The
- -banks could not do much in this field out of relatively short-term frading bank
- deposits,” Nor could they do so.if they issued-their own longer term certificates
..-of deposit, :and the proceeds counted for the purposas of SR"D rauos thus
. adding to the effective cost of those funds. * = - '

"The ARDB was innovative in concept and has. been successful n practwe

Tts character and its relatlonsmp with its member banks do mean, however,

" that the role of ‘the ARDB and the corporate ﬁnanc_e divisions of those barnks
~in “medium-term development ﬁnancmg have to - be viewed ‘as’a composite

- whole. It is necessary to keep ﬂllS in mmd in any compas:lsons between the

* ARDB and AIDC,

:-8ince the formatxoﬁ. of the ARDB and AIDC the corporatc ﬁnance d1v1s10ns

::of some of the major trading ‘banks have been’ expanded conmderab}y They

~do'mot only make loans ‘of a kind reﬁnanceable through the ARDB. In

‘major project financings it is usual to find one or more trading banks partici-

_pating, and providing loans up to five’ years as weil as the ARDB and AIDC

provzdmg ionger term ﬁnance

(e) Forms of AIDC loans. -

L (1) Australian CUFFEncy . loans

“Currently, most ATDC 1end1ng is denommated in Austrahan doﬂars With
“few . new exportmonented pmJects getting under ‘way there ‘has bcen Little .

demand for loans ‘denominated in foreign currencies.” -
For teasons which will be apparent later (see B. ZWAIDC as a Borrower),

- “the Corporation is ‘usually not in‘a position to make ‘medivm-term loans at
' fixed rates of interest which would be regarded as competitive in the matket.
-~ The Corporatmn ‘has the' financial structure ‘to be able to undertake medium-

- term commitmenits of funds, as long as it is not locked into a fixed interest rate.

‘Accordingly the Corpdratlon has developed a specialised form of "AIDC

- finance which makes best use of the Corporation’s more competitive borrow-

~“ing situation in'the shorter rather than the longer end of the market, which
. is ‘complementary to other forms-of finance available to industry, and which

appears to be graduaﬂy gammg Wlder acceptance and favour amongst AIDC’

- customers

The method bemg used is ‘to provide loans that are ﬁrmly committed 1"01'

“‘up to (say) ten years, and vary the interest rate at intervals of one or two
© years—the choice being with the customer at each interest reset ‘date, ‘The

*interest rate is set on each occasion on a consistent basis. For this purpose,
* there has been developed an AIDC One-Year Base Rate and Two-Year Base

~ Rate. These are determined primarily in relation ‘to the cost of a particular
“range of borrowings, but with an amount added to cover AIDC administration

‘expenses. Loans to part1cu]ar companies are made at a predetermmed margin

~above the Base Rates the Iatter are ad]usted month‘iy on the ﬁrst day of
'each mounth. -

' “This is the ‘basxc system There can be many adaptmns to sult the needs or

' cucumstances of individual companies or projects.
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Rt has samﬁannes 1o the. blﬁ~ﬁnancmg and related lendmg Eechmques of the .

- merchant banks, but both the term of commitment and the perxod ’botween o

- interest resets tend to be substantially Ionger .
- Corporate 1endmg by merchant banks’ tends to. be at a marg,m over the
buying rate for prime non-bank bills with terms of 90 or 180 days, the interest
- reset intervals being of corresponding. duration. It is -convenient for AIDC
" also to lend on this basis (using rates pubhshed by the Accepting Houses

- Association . of Australia) :where it participates. with. merchant banks in a

- syndicated loan. The' Corporauon may aIso prowde bndgm.g ﬁﬁance to 1ts '
. customets in this. furm o e o N S :
. i) Foreign currency locms -
- Strictly. speakmg AIDC. . does mot; ef conrse 1enci iormgn currencms within
. Australia. Tt makes Ioans denominated in a foreign currency in the sense
- that the principal amount is expresscd as bemg the A% eqmvaienl of a ﬁxed
'sum in a foreign currency. . '
“Tr this sense the: Corporation: can: prowde loans denommated in US doilars
and other available. foreign currencies, at fixed or. variable tates of -interest.
“The period of a loan; and interest rates and other terms, would depend: on the
“terms. and conditions on Whi(:h AIDC 1tself could borrow overseas. in that_
- currency at the time.:
‘The Corporation . would borrow and on-land inoa manner WhiCh avmded
..exposure to exchange- risk. The terms and: conditions .of the borrowing and
" lending may- or may not: ke exzwtly matched There: Would of course be an
on—Iendmg mterest rate mm:gm : o

_ 2. AIDC as a borrower :

Aa) . General el : :

AT, staﬂdmg a8 a pnme berrower, in Austraha and overseas, denves pmmanly
from its status as a statutory corporation of the Commenwealth. AIDC’s Habilities
are not explicitly. guaranteed by the Commonwealth. However, it is relevant that
the. Corporation is not:only wholly owned by the C@mmonWealth but is speci-

_'-ﬁcaily -authorised by Parlxament to bormw moneys both: thhm and outSIde
~Awustralia.

- Alse-important are. the capltal pre)wsmns ef the Act AIDC has & substantlai
‘paldﬁ-uga capital - ($62.5 million), and the unpaid capital’ ($37.5 million) has
already been appropriated by Parlmment and: is &Va:slable if ‘Tequired to- meet
ﬁblzgatlons The latter point was especially important in. establishing the Cor-
poration’s borrowing siatus in the carly days of the Corporatxon before 1’c had a
dem@nstrable track record.

' . The status of any borrower in a pamcular market is of course determmed-

-not only by eredit standing as such, but: also by other institutionalised factors
- “which limit the choice or influence the preferences of different classes of
*investors. These affect both the extent of market access and ‘comparative
- -interest rates. The pesition of AIDC' in various markets is deseribed later.
O AIDC borrows within Australia- and overseas by public and private issues
‘of securities in the capital market, by direct private borrowings (with or with-
Cont placement of secuntzes} and ‘oy acceptmg deposlts from the money
~“'market.
. All borrowings are unsecured However AIDC marketable securities, other
“than - short-term. instruments ‘used in the professmnal money markets are
_covered b}f a negatwe pledge. '
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(b) Domesnc borrowmgs

(i) Type.s’ of borrowmgs '

' AIDC’s borrowmgs thhm Austl:aha are eﬁected by
-~ listed public issues of Reglstered Stock;

“private  (‘family’) issues of - Registered Stock;

;»é-'prwdte placements’ of ‘Registered. Stock with ihe money market dlrect

with institutions or through brokers; -

_-—F placements of Negotiable C’ertlﬁcates oif Dep051ts (NCDS_) e1ther by

. calling tenders from theé ‘money market or by tap issues; 7
. ~— discounting of AIDC commercial bills (drawn by AIDC Secuntles
- Limited—a subsidiary company which holds and administers the Cor-
~poration’s share portfoho), and acceptmg ShOIt term:. depos:ts both oft
fixed-term ‘and at call. : :
The. Corporation has substantmi bank overdraft accommodatlon anci other_

bank stand-bys. -

-AIDC: Registered Stock as the name 1mp11es isa marketab}e ;nstrument of

- the same kind as mscrlbed stock or. regxstered debentures That s, tiﬂe o

the stock lies with the name inscribed in ‘the register.
Issue, transfer and redemption of ‘the stock, and payment of mtcrest anct

o other administrative matters, are handled by the Stock Registry of -the .Com-

“monwealth Trading Bank. Fac;hties exist dn all capital cities. Facilities are

" also estabhshed ‘with the Bank :in -the main financial ‘centres “fo adnumster

the issue and repayment of A_IDC’s bearer mstrumeuts the NCDS
(i) AIDC’s position in the market - AT

" On the ladder of domestic interest rates AIDC tends to ﬁt between the banks_

and prime corporate borrowers, = .
Its position is distinctly better at the short end of the market than at the
long end. For shotter maturities,” AIDC can borrow at rates a httle nearer to

. “bank rates than to prime ‘corporate rages,”

-“For ‘medium ‘to longer term borrowings in any substant;al qu&ntity the Cor-

g8 -.'poratmn would ‘have to pay interest rates approxlmatmg those “of pubhc
- ‘borrowings -of ‘prime industrial -companies. From time to time 1t can - ralse

: smaﬂer sums at somewhat ﬁner rates.

~In the range of (say) one to three years the s1tuat10n varies, dependmg on
whether ‘at the time ‘the rates in this area .are being mﬂuenced more -by

Y ““conditions in ‘the money market or the capxtai market

'(111) Factors aﬁectmg borrowing access and rates . . .
. AIDC’S market ‘aecess and interest rates for borrowmgs ACTOSS the Whoie

spectrum .of maturities are of course affected by the fact that AIDC securities

. are expressly excluded from being counted as semx-government securities for
. .purposes -of the “30/20 rule’. This puts AIDC squarely in the commermal

. rather than governmental sector of the financial markets.

“In-the short-term money market there are a number of féctors wh1ch give

.-_'AIDC a slightly better position as compared to other non—bank corporate_

5

.- borrowers, These factors are:

.. — Reserve Bank ~Authorised Dealers are permltted to hold ‘a smali per-
centage of their portfolios in AIDC securitics and to deal in AIDC
- securities, as they can with governmental and bank securities,
“—— AIDC securities, like government and most semi-government secunt;es,
are exempt from stamp duty on issue, transfer and redempuon '




e Certazn bodies estabhshed funded or: reguiated by government (Com— .
= j _monwealth 'or :State) .are permitted 'to invest :cash: surpluses or. liquid
T -ireserves im, amongst .other . things," ‘securities of ‘a pubhc authorlty_

g ';constltuted by an: ‘Act—and ‘AIDC is such’'an auﬂmnty : :

The scope -of this- latter -advantage is, ‘of course, quite limited. By com-

: ipanson, virtually ‘all. funds managers and - trustees—whether _governmental,

_commercial or private—are authorised to place such funds on deposit with =

"' a bank or an ‘Authorised Dealer. That is why, even in the short-term market,
- AIDC securities have. to offer a higher inferest yield than do those of banks. . .
. The three factors mentioned above do not give AIDC any advantage m
. short-term borrowings made by taking deposits, either at call -or for a fixed

+.. .term. The Corporation makes some ‘borrowings of this type but it does not
. seek to_compete with the merchant banks for these kinds of funds. They are

‘not generally suited te -AIDC’s operations. AIDC is, of .course, at a dis-
advantage by compamson with the ‘official’ arms of merchant banks as Weil
a8 with banks in the taking of such deposits, .~ 7

E Collecuvely the three factors give AIDC a smaﬂ but 1mp0rtant advantage
Cin bormwmgs ‘made by dssuing securities for terms of (say) three months to
. three years. Without this the . Corporation would be hard pressed in trying to
-, carry . out |its’ development banking role in - respect of - Australian :dollar

. financings. Tt would have great difficulty in borrowmg in the domestic market

.- on terms whlch Wouid enable 1t to Eend to mdustry at acceptable rates of

- interest. . - '

"~ AIDC must be able 10 Iené in Iarger amounts and for longer terms than
are typical for merchant bank finance. It must offer industrial finance at

- much lower than finance company lending rates If it could not do both these_- o

things it would not be doing its job.
It will be -evident by their nature that the three factors which assist
' AIDC’s shorter. borrowmgs are of little or no benefit in ‘borrowing for terms
" of (say) four years .or longer. AIDC has v1rtually no advantage oyer prime
'corporate “borrowers in respect of the interest rates it must offer on stock
©issues with those Ionger maturities. That is why it usvally cannot provide
. medium to longer term development finance at fixed rates of interest. ' &
. AIDC is not guaranteed by the Government, and oﬂiczal!y it is not a bank.
CH At possessed either of these characteristics its “securities would become
. authorised trustee investments in all or most States. (With bank status this
‘would be automatic in all States.) That would give AIDC securities a wider
“access to the capital market and enable it to borrow at finer rates of interest.
S UAIDC securities are trustee investments in ‘the Austrahan Capital Territory.
“"However, for various reasons, the Corporatlon has not yet been a‘ble to obtam :
.th1s standmg in any of the States o

(c) Fore;gn borrowmgs
(i) Types of bormwzngs _
'AIDC has borrowed overseas by means of
— listed public issues of bearer bonds or notes;
— listed private placements of bearer ‘bonds or notes,
.~ private placements of unlisted bearer notes; L
'_ — drawings under Eurocurrency revolvmg credzt facﬁittes RIS
e fixed-interest bank loans; and - o
— short—term borrowmgs m the A51an dollar money market
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The Corporauon has a :fangf: of muitl»cunency Euro~cred1t facxkues whlch

o between them, provide for :drawings for periods from one ‘month to five years,

“The Corporation also has facilities or- unders‘eandmgs 1o enable borrowings

k '-from certain ‘overseas .expolt credit institutions in appropriate cases.

The single .instance where the Australian ‘Government ‘has horrowed over-

- $eas 'on behalf of the Corpordtlon under the Loans (AIDC) Act 15 descnbed_
: "m section A6 ‘on page 43,

a$15 mllhon issue of hsted savemyedr notes marketed as a syndmated private e

~ In 1976 AIDC made the first Austrahanwdoﬂar Emobond issue. fhls was

placement.

oo More: recently the Corpﬂration has eﬁectlvely obtamed A$ {unds sourced
from overseas borrowings, by borrowing in foreign currsncy and covering
. the ‘exchange wisks (m respect of boﬁh prmcipal and mterest) in the domestm

hedgmg market,

. (u) Borrowmg Status in varzous markets

In ‘the mturna‘uonai cap1tal market based on Londﬂa {tl@ Eurobend market),

and in the ‘domestic capital-markets of Europe and Japan, AIDC is typically
~classed as the equivalent of ‘a double-A wated US domestic issuer. “This means

“‘that, for exampie ATDC W(}uld normally pay interest at a rate between one-

cighth and Gne—quarter per cent per anmum hlgher than the Austrahan Govern~ e

: fmant ‘would pay.

Whilst . double-A 1.s not the highest ratmg, the coveted triple—A ratlng is

~"held by relatively few supra—naﬂonai organisations, ‘national governments and
- multi-national ‘corporations. ‘The Australian ‘Government is ‘a triple-A rated
~national credit. "That ATDC is’seen ‘as ranking one step lower reflects the fact -
that it is not explicitly guaranteed by the ‘Government. : '

AIDC has not formally applied for'a ‘bond rating in the pubhc US domestic

‘market. Tn informal discussion it has been vn‘tually assured 1t could obtam _
. arating not 1ower than -double-A.

- Some years ago the Corporatmn deferred pians to seek a Lommermai paper
rating, for short-term borrowings {up 1o 270 days.) in the “professional’ New

. York commercial paper market, pending a review of the ATDC Act which
was then comempiated The results of that review, which in. the event was
; _hmlted in its scope, have not yet been 1mplemented '

In the shorter—term international ‘money market, ie. the Eumcurrency

market including the sector now known .as the As;an dollar market, AIDC is

recognised as a ‘de facto’ bank, Tts medium-term Euto-credit facilities provide

for short-term borrowings at very fine margins above the London interbank

offer rate (LIBOR). Where no rollover facilty .is involved, .and the -Cor-
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poration simply borrows for a fixed short-term, it can do so in the Asian dollar

~market at the Singapore interbank offer rate (SIBOR}). .

This is so notwithstanding that AIDC is essentially a taker of funds from
the market, The Corporatmn wouﬁd rarcly have occasxon to piace funds in
the market. ; : .

- (iit) Exemption from mterest wzthkoldmg tax _ :

All foreign borrowings made by AIDC, ‘including pr;vate borrowxngs, are
exempt from interest withholding “tax. ‘Exemption is ‘specifically conferred
by section 1288A of the Income Tax Assessment Act, subject’ only 1o some

falrly simple condﬂ:wns which -are always complied with.




* A similar general e;xern'p'tion is ‘available to everyone for public borrowings.
-Thls recognises that issuing bearer bonds, which are the norm in the 1nter—_
k national market, is not feasible if interest wrthholdmg tax apphes N _
There are general provisions also for case-by-case exemption of ‘private
-borrowmgs where .the boirower .and. all ‘users of the fundq are Austrahan— :
.. owned ‘and . controlled entities (rather rigidly deﬁned) L
'+ The idea was to put predominantly Australian compames on a more equai
.'footmg with foreign corporations. Australian subsidiaries of foreign companies
- can obtain overseas funds through their parents. The parents can lend to them

privately ;and obtam tax credtts at home for. the - Wlthholdmg tax pard in -

Australia, : :

In practice it 1s drﬁcuit for many predommantly Austrahan compames 1o
“avail themselves of the exemption .in respect of private borrowings. - The
procedures for exempﬂon of these under the general provisions are “extra-

- ordinarily complex and tedious. They involve’ keeping track of the degree of
- foreign ownership (direct and indircet) of every user of the funds, throughout - -
‘the life of the_ borrmmng In turn thlS means trymg to tracc where 1nd1v1dual_ -

- dollars 'go. :
. -~Because assisting Austrahan ownchhlp and control is AIDC’S functron it

" ".3'mai<:es practical ‘sense for it to have the specific ‘exemption .of its private

“as well as _public borrowings. This saves a lot of unnecessary work for AZ{DC '

the compames it finances, and the TAX Department, = -

“'" There is probably no good reason why ‘the same exemp‘non should not be

B extended to'the ARDB. After all, it also was. formed to help Austrahan partlcn- :
' patron in large-scale development :

<1t would not seem to be 'in keepmg wrth the underlymg pohcy 1f such an

. exemptmn were extended to financial institutions which ‘lend even-handedly

to Australian and: forelgn—ewned enterprises alike. But it could well be that

“the - general provisions for exempting private overssas borrowmgs should
- be reviewed o see if they could be snnphﬁed SRRSO :

: ._3(1v) AIDC . not sub;ect to VDR

- The Varlable Deposn Reqmrcment (VDR) ig now the estabhshed method of
- restricting borrowmgs from overseas, with maturities longer.than two years,

.- when this is. necessary . for monctary policy purposes. Shortcr term borrowmgs
are regulated in other ways. |

AIDC borrowings, approved by the Treasurer and the Loan Councﬂ are
..ot subject to the VDR. The VDR does not app}y to any borrowmgs approved

- by the Loan Council,

" "The reason is that the Loan C()uncﬂ is a Commonwealth——State body set

~up under the Federal Constitution. Its decrsrons are bmdmg on the mdmdual

- Governments.

1t AIDC wishes to borrow overseas When the VI}R is in furcc: it has to
- obtain Loan Council approval through the Treasurer in the normal way . in
- accordance with the Loan Council arrangements for AIDC, Given that it
* ‘Obtained that.approval it would not then have to seek an exemption from
“the VDR under whatever pohcy gurdehnes are estabhshed to apply the borrow-
ing restriction selectively. :
“But AIDC has to have regard to Government monetary pohcy It would
- meither expect, nor obtain, approval for an overseas borrowing it the borrow—
- -mg was mcomlstent w1th government pohcy at the t;me '
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C THE DEVELO?MENT AND GROWTH OF AIDC’S OI’ERATIONS

.' 1 AIDC An !nstoncal perspectlve

(a) The formation of AIDC, 1970-71 . P
"AIDC ‘was born inian atmosphere of controversy, and at’ a time of capxtal

" shortage . within -Australia.” There were “apprehensions ‘that the new institution = = .
- would compete unfazrly Wlth ;mvate ﬁnancml mstxtutmns that it would soak up 3

- scarce ‘domestic funds. =~ :

‘As a consequence there was undue empha51s on overseas borrowmg in the S

.orlginal AIDC “Act, which required the Corporatzon 10 borrow - ‘principally ‘over-
. seas. Moreover, AIDC was left ill equipped for raising medium-term funds wzthm
Australia“at" costs appropmate to'a deve]opment ﬁnancmg 1nst1tut1on

“(b) Evolut:on of palzcy, 1971 74 '

o In the sensitive political env1r0nment of AIDC’s. early years there appears to have b

: 'been dn practlce an ‘even greater emphas1s on overseas sourcmg of borrowmgs
. ‘than the law strictly required. A legacy ‘of those véars is that forexgn borrowing
‘costs and exchange losses have eaten mto proﬁts and are only now woﬂong the1r
' 'way out of the system. .

‘Again, in the climate of. thOSe early years AIDC appears to have acted large}y
as.a lender of last recourse even though th1s is by no means a reqmrement 0f~—

~or the tenor of-—the legislation. .
- AIDC -opened its doors for busmesg 111 February 1971 For more than a year

it conﬁned itself strictly. to cases which. were ~brought. 1o it ‘where there were

*special ‘Teasons why AIDC finance was needed.. Whenever it was -considered that -
a .company was strong -enough to be .able to obtain its ﬁnanmal requirements
readily -enough from -the -capital market ‘or.other traditional sources, and AIDC
- was  therefore not really needed, the financing was declined, . R
: It was not until mid-1972 -that the :Corporation first approved 1oan (and_ -

eqmty) finance for a company in spite. ‘of it -being considered .on balance that the
'-company could probably have . obtained its finance elsewhere. Even here ‘there
~were seen to be quite special circumstances justifying the AIDC support. .

© This partlcular financing did ‘not proceed and it was only gradually that the
Corporatzon in time became more willing to consider financing the more finance-
able ‘companies within its charter. In the meantime it was, in effect, voluntarily
confining itself to the more dlfﬁeult and cosﬂy ﬁnancmg of Iower quahty, h1gher .
isk business, :

“Many of these ventures were moderateiy successfui A few were very success-
ful and returned good proﬁts to the Corporauon But others faﬁed badly, and
mvolved the Corporation in heavy Tosses. .

“The Corporatlon by 1973-74 ‘had, however, become somewhat Iess sensitive

: about accepting better quality busmess which presented itself. Tt was even, to
an ‘extent, seeking out good-business opportunities, And 1t had become more
selectzve inthe business which it would undertake. -

The failed and less successful ventures which AIDC had eaﬂier aSSisted with
development finance have been adequately publicised. All of those investments
against which it ‘has been necessary to make write-offs or. prowszons for loss
involved commitments made before 30 June 1974 R

(c) Policy revzew, 1974-75

In 1974-75 AIDC undertook a ma]or review of 1ts operatlonal pohcy It detern
mined both to take no add;tlonal forexgn exchange rlsk and to positively upgrade
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the average q'ua'lity of its operational loans and investments by iiniiting additional
- -exposure to . venture capital situations’ and dehberately mtmducmg a. substant;al '
_Zpropomon of good quahty commercml loans : . : I

- Tn respect of exchangc exposure the 1975 Annuai Report sa1d : :
o With world monetary copditions incréasingly unsett]eé the - Corporatzon has now

. adopted "a " general policy ‘of ‘matching the ‘currency risks .of ‘its borrowings:and -

on-lendings, Where borrowers are unwilling to ‘take the exchange risk -of a foreign -
corrency - debt,” AIDC “can ‘now ‘only “offer finance’ wnhm the Im‘uis of Its ‘own
'borrowmgs denommated in Aus’crahan dollars ' : . :

‘In the same Report the’ new operatmnal lendmg pohcy was descnbed a8 follows _
~ The balance of the Corporation’s project portfolio has been improved by substantial

_loans made to well-established industrial companies. The loans will contribute to -

- important development augmenting the strength of these Austral:an compames in -
a difficult finance climate. They also provide income for AIDC, and so increase

©its capacity to invest in new ventures. which, for a tlme may not meei the costs to ©o o

- the ‘Corporation of funding the investment.

- AIDC will continue to discharge its responsibilities in assxstmg new development
“There are obvious practical limits, however, to its capacity to underlake mvestments
with . Telatively high risk and delayed income return. o

- “Riskier venture capital situations, particularly smaller start-up s1tuat10ns operated

. by new management, are becoming a lesser proportion of the expanding total of
project mvestment Thzs is consxstent thh the strategy necessary for AIDC’s future

- growth. : : : : :

- : (d) Developments since 1975

A major step in the directmn of more actlve marketmg of AIDC was taken at
‘the beginning of 1977. Targets were set for new good-quality lending business,
‘and an active business development program was inaugurated. The object was to

“write enough sound and profitable business to be able to work past losses out

. of the system within a reasonable time; and then, with a contmu:ng and growing

base of sound commercial lendmg, be able to devote more time .and resources
to carefully selective investment in riskier venture capxtai sitnations W}thm an
: .overall sound and profitable financial structure.
. ‘In the past two years, good progress has been made towards thesa ends The
~major remaining problem area is the residual exchange exposme from pre—1975

" policies—and that is being substantially reduced.

‘It should perhaps be emphasised that present operating policies do not depart
‘at all from the principles of the AIDC Act. Rather they are producing a graduaﬂy
smore successful blendmg of the Corporation’s statutory functwns with the reqmre-
‘ment to perform them in a profitable manner.

The economic climate in Australia in the past four to five years has affected
‘most businesses. The demand for development finance has accordingly been
subdued through most of the penod though picking up in the last twelve to

e1ghteen months.
' But industry, of course, always needs finance. The key to meetmg this demand
'has been, as it always will be, to have a fiexible and innovative approach Whlch
can adapt to the needs of mdustry in varying econdmic circumstances,

This AIDC has always sought to do, It has, for example, developed its borrow-
. ing policies in conjunction with its medium-term lending at variable interest rates,
. 1o blend the needs of industry with the types of borrowing for which AIDC is
‘best suited. The Corporation endeavours to keep abreast of new financing tech-
. mques around the woﬂd and fo ﬁnd solutions to new financing s1tuatzons It
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' "azms to work in harmony thh banks, merchant banks and other ﬁnanc:ial busi- N
- messes; -and the success of this policy is ev1denced by the growing trend for these
" ‘organisations to ‘call upon the resources”of AIDC to com_plement funds they

" might be providing to mect the needs of their own clients. -

: The Corporation is now well established in the market—place both nationally
.__and internationally.. Tts. dual roles  of pursuing particular - national - objectives

through ‘its ‘essentially commercial: activities have -always been - recognised, and
are being mcreasmgly understood, ‘The - specific “strengths - and - limitations -of

AIDC, by comparison with the structure -and character of ‘other financial insti-

tutions, have defined for the Corporatmn lts own partzcuiar mche in the Austrahan '

B ﬁnanc:al commumty
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. Mr D. L. Elix, AM.
: _:Adela1de .

C MrT Seully

ANNEXE A ’I‘HE BOARD OF DIRECTORS OF AIBC

Name zmd place of res:dence

'Ssr Alan Westerman CB E
Canberra ' SRR
(Chairman) = - i

'MrR D G Agnew CBE

* Perth -

M LK Campbe]l CBE
P Sydney o i

Mr G N Crawford FlSh
L. Director, S
'Catermg Serwces ‘Limited a.nd various, prlvate o
_compames S
‘Secretary . to - the Departrnent of Industry and o
L '-j_Commerce S K

-' Chairman,” Edwards Dunlop and Company Ltd

' _Melbourne

CMEN.S. Cume CBE i

B Canberra

" Sir* John Dunlop, KBE. o
L0 and grouptof - companies;

L Bagnall Australia Pty Limited; Rothermans of
o Pall © Mall

L 'Sydney

: Prmczpal aﬁ‘i[zatzons '

_:Director,
.- Bxploration Limited, ‘Philips Industries Holdings -
- Limited; Chairman,. Stevedoring Industry -Con- °
_-sultative ‘Council; Member’
- facturing Council. : |
-Chau'man and D1rector Agnew Clough L1m1ted-
-and group of companies. T _
Chairman. and. Chief General Manager Hooker
* Corporation - Limited; = Chairman, = Citinational
: -_Holdmgs Limited; Deputy Chamnan “Network
“Finance Limited;

Ampol Petroleum anted Arnpol

Director, . IBM ~ Australia
Limited, Sydney Atkmson Motors L1m1ted :

.:'Partner, Irlsh Young & Outhwa1te Melbourne

Commonwealth Accommodanon and

Director,  Lansing

(Australaa) Limited; . ~Australian

- " ‘Fstates Lumted “Senior Adwser Banque de :

o “Mr L. T. F_roggatt _
- Melbourne "

.' . Sir Walter Leonard D. F C

. .. 'Sydney o

M D McLelsh
L Sydney '

b “Canberra

. Trade
- Group; Member,
‘Development of Offsets to Overseas Procurement. -

E Cha1rman and Chief Executive Officer, The Shell

o -_'Pans et des Pays Bas.

-Managmg Director, Kelvmator Austraha anted
- and group of companies; Member, Multilateral
Consultative -

Negonatlons—lndustﬂes - Consult
Industry Committee for -the

group ‘of . Companies in -Australia; Director,

- Liquified Petroleum Gas Limited; Austen and

Butta Limited; Dunlop Australia Lmnted Thiess

. Australia Limited; Australian Institute of Petro-— _ "
leum anted Woodside Petroleum Limited. -

_ Chalrman Ampol Petroleum anted and group

of companies; Director, Conzinc Riotinto of
Australia Ltd; Australian Institute of Petroleum :

Litd; Interscan Australia Pty Ltd.

' Secretary, Electrical Trades Union of Austraha -
N Chamnan Sydney Cove S
L Redevelopment. Authonty

‘Secretary, Department of Trade and Resources,

(N.S.W. Branch):

Chairman of Directors, East Austraha Pipeline -

. 'Corp Limited. -

: :Australian 'Manu— o




o _3 “New Ciuei Executlve

ANNEXE B T’HE AUSTRALIAN INDUSTRY DEVELOPMENT -
: COR?ORATION T

_"."I’he Australian’ Iodustry Development Corporanon has pleasure in announcmg

the appointment of Mr-J. R.: Thomas -of Adelalde South Australza a8 Chiet o

: Executlve of the Corporation. - _
CoSir Alan ‘Westerman, C.B.E. who' has lntherto served a8 ChIef executwe ofﬁcer :
as well as Chairman -of the Board of Directors in which the control and manage-
ment of the Corporat;on are. vested wﬂi contmue in office as Cha1rman of the
"Board -
RO ' £ Thomas an economlst by trammg and a banker by professzon comes
' _to ‘the ‘Corporation ‘at the height ‘of .a successful banking career embracing com-

- mercial banking, central bankmg, merchant bankmg and serVICe Wlth the Inter-

nanonai :Monetary : Fund (IMF). .
. Mr Thomas' commenced his career in the Commonwealth Bank of Austral;a
~and joined the Reserve Bark of Australia in 1959, His service with the Reserve

" Bank included a number of _years as Secretary of the Board and a four-year term_ :

E “at 'the TMF in Washington. - :
‘- For the past seven years Mr Thomas .‘nas been General Manager of Elder’s
- Finance ‘and  Investmient ‘Co. Limited, the merchant banking subsidiary of Elder

Smith Goldsbrough Mort Limited. Elders are .one of Australia’s leading pastoral'

‘houses with diversified trading, financial and mdustnal interests. As Chief executive . _.
.- of ‘Elders Finance Mr. Thomas developed and -extended the group’s ‘merchant -

'bankmg and. corporate ﬁnancmg services in financial centres throughout Australia.
“Mr Thomas commenced his career in . the Commonwealth Bank of Australia,

s The ‘Chairman’ and Directors of the Corporatlon are pleased to have obtained . - ¥

. ‘the services of a man of such. experience and stature in the ﬁnanc;al commumty E
-'.'to ﬁIl the Corporat1ons top executlve post e S STTIREE

o
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