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17 February 2012

Senator the Hon. Joe Ludwig

Minister for Agriculture, Fisheries and Forestry
PO Box 6022

ParliamentHouse

Canberra ACT 2600

Dear Minister,

TheAustralian Sugantustry Alliance (ASA) has been advancing phases of a comprehensive
review of sugar industry research, development and esten (RD&E3ince 20022010.
Focussed, effective research is vital fioe future of this industryand growers and millers

do contribute substantialy to research However, here have been risingoncerns about

the performance costs and returns to stakeldersof current sugar RD&&rangements

In October 2011, wevrote to advisethat ASAhad reached agreement on a substanBD&E
reform packagehat iscrucial for the Australian Sugar Industry. This integrated pacisage
structured toaddresamultiple issues anthe overarchingobjectiveof more efficient and
effective RD&E performance for the Industimplementation of thefull set of Sugar RD&E
reforms will provide a larger research programdfuture clarity for industry and government
investorsand for research providerOverall, the reforrswill deliver strongr outcomes for
sugar industry participant§ueensland and NSY&gions andhe broadereconomy.

Working with yourself and the Australian Government stadblisha new Industry Owned
Compmny, 'Sugar Researdhustralid, supported by a statutory levy to deliver research and
associated industry servicas,a pivotacomponentof the Sugar RD&E reform package

This letteraccompaniesur initial proposal and case for formation of an IndysDwned
Company(IOC)Part 1 provides context to the IOC proposal includieg issues andfforts

to achieve efficient, effective and sustainable sugar induRD&E. Part 2 outlines elements
of the Sugar RD&E reform package, stages of consultatiorstakieholders, and discusses
the importance ohow forming an hdustryOwned Company, Sugar Researdkustralia.

Part3 sets out the accompanying proposal for Sugar Research Australia to receive statutory
levies and addresses criteria and questions inlteey Principles and Guidelin8surces of
fundingand inancial projections are considered in Péurt

Keypointsof a potential Sugar Research AustréB&ALonstitution and Statutory Funding
Agreement are proposed in P&tASArecogniseshat the Augralian Government expects
elements of the IOC model to be incorporatetbistructuresdeveloped to address industry
circumstancesOur aimisto utilise current IOGeaturesand, where needed to put forward
particular arrangementfor Sugar Research Atalia consistent with IOC principles.
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Concernsvith sugar industnRD&E arrangementre substantiahndlongstandinglssues
includeresearchperformancein relation to investment, alignent of RD&Eactivity with

industry priorities gscalatingcosts and balance of contributionsection1.2]. Approaches

to addressing these issues have been considered by ASA over a number of years, including
initial discussions about a single organisation, an Industry Owned Confi@@ywith your
Departmert in 2008 and with Minister Burke in 2009.

ASA irtiated detailed phaseal reviewsin 2010. The Sag RD&E Reform package agreed by
ASA and by boards of foumggmembers CANEGROWERS and ASMC in Octoben¥t§,
a range ofequirementsand has achieveedqual funding support by millers and growers.
The reformshingeon formation of a single organisatioBugar Research Australidilising

the IOC model in partnership with the Australian Government, and backsthhytory levy

Achieving Sugar Researchstaliain the form needed by the industnyill be afurther key
stagein progressivesvolutionto vibrant, sustainable and setliant industry Benefitsto the
industry as a whole, an growers, millers and othestakeholderawill be substantial. Tree
canbe assessed in practical terms such as cost savingsstoager operationabutcomes
as theindustry actively addregscollectiveactionneeds through tothe realadvanceof
modernising structures and culturtn outline,expectedbenefitsinclude:

1 Stronger research performancéhe new Sugar Research Australia should work to address
performance expectationgpriorities and issues with efficiency. A key industry priority is
for R&D to contributestronglyto the return to a 36mt harvest in-Byears Researctbased
actionsincluding enhanced plant breeding and variety improvement through a stronger,
stable SRA with a robust SRA Research Funding Panel have potadgialdn say,30%
of the impetustoward this goalThis could translate tproduction valuencrease®f $150m
ayear by 2015section 2.3]

1 Industrysupportfor higher, sustainable R&D fundinbhe sugar industry is committed to
investment in RD&E and this support itself is evidence the industry sees future benefits.
However, cat and return is a major issye2]. With implementation of the reform package
and on formation of Sugar Research Australia, growers and millers will pay 70c/t (35c/t
each) for the first three years. This stable statutory levy ($21m on a 30mt harvégigwi
27% higher than fees/levies paid in 2009. The IOC will havepkigbrmance capacity
and would be financially sustainaljfert 4].

1 Cost savingand efficiency Administrativeand RD&E efficiencies in forminB/&as a
single industry owned researdrganisationshould be ateast $1.5m a year

1 Industry performance benefit3he sugar industry sees RD&E Reform and establishing
Sugar Research Australia as a key stage in its progressive evolution from regulated
structures to a modern, competitive, pi@ssional, profitable industry. This should attract
new, inventive industry participants and assist with succession. A furth20%®of
industry production growth could reasonably be attributed to modernisation.

1 Regional and community benefifEhe sugaindustry generates jobs along the supply
chain and adds diversity and vibrancy to regional communities. R&D also supports
industry participants as stewards of their operating environmen.
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A 2013timingfor formation of SRAs veryimportant for the industry and wider stakeholders
As outlined imour letters, the RD&E reform project is a comprehensine considered
exercise ASA has progresdestages of consultatioand reviewover2010 2011 and2012.
With these years ahteraction and aalysisalongan IOC development pathwathereis
now a level ofunderstanding momentumand expectation across the industmyith many
interestedand involvedn unfolding details

We arealsoconscious of Augus$eptember R13 as likelyiming for the Federal election,
and have this anthdustry needsn mind inarticulating a targeof 1 July 2013 for Sugar
Research Australim commence Thisgoalis,we hope achievablewith concerted effort
and interactionsas indicated in the targemplementaion timeline followingthis letter.

The timeline itself reflects the very substantial work ASA has already undertaken. Over the
nextsixmonths, ASA will progre$grther comprehensive consultation across the industry
and with your Department, plus a Defilih and Due Diligence process that will generate
more detail onanticipatedfunctioning of Sugar Research Australia and of the SRA Research
FundingPanel, includingrotocols, principles and a draft Cditation and Agreement

We are writing torequestyour consideration othis submissionn advance oformalindustry
interactionson Sugar Research Austratind statutory évyproposalsin particular, weseek

1 Ministerial inprincipleconcurrenceo the establishment of an IOC to receive statutory
levies and Commonwealth matching funds fbe provision of R&D anthdustryservices
for the Australian sugaindustry, subject to industry endorsement through a full ballot

1 In-principlerecognition ofkeyelementsof Sugar Research Australia and statutoryle
arrangementsas these will be featured in ongoiegmmunication actionand in the
Information Paperdor the industry ballot planned for August 2012

1 Support for participatiorof the Sugar Research and Development Corporation (SRRC)
preparatorydue diligence process scheduled for April to July 2012

1 Early opportunity to discuss with you any guidance or cong@ausicularly with a view
to working with the Australian Government to achieve the importadtuly 2013arget.
We alsolook forward toongoing active andseful interactions with your Department.

ASA, with CANEGROWERSthad\ustralian Sugar Milling Countbetherrepresenting
the great majorityof the industry supporsimplementation of thefull set ofreformswith the
pivotal formation of Sugar Research Australia as@@backedby a statutory levyto be paid
equally by growers and millerShismajorand importantrestructurewill advanceSugar as a
modern, sefmanaged industryAchieving the single focuss&dCwith an expandedesearch
pool will also facilitate consideradvestment in a wider range of longégrm research
addressing industry angovernment priorities andtrengthenthe whole ndustry.

Yours faithfully

%ﬂaf; @(“ |

Alf Cristaudo Quinton Hildebrand
Chairman Deputy Chairman
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Sugar RD&Ereform and Sugar Research Australia 9 timeline and key action s

20100
Mach2011

MayJul 2011

AugSep

Ocbber

NovDec

2012 targets
Januar012

February

March

April

May- June

Sugar RD&E reform review phase 1 including industry chiasuhiaiohl. ASA staterAehteving
Efficient, Effective and Sustainable RésdlaecAustralian Sugar Industidhdepodistributed ti
industry and wider stakeholders for input leading into phase 2.

Sugar RD&E reform phasen8ultatiod 00+ writténputs and interactid®+ meetingsBrisbane,
from Caimto Ballina, and in Canberra, including with SRDC, SRL, SRI, BSES leaders, stz
groups, CANEGROWEESHonagroups, ACFA, Pion&alana, ASMC, mill managers and grou
districproductivity services, DEEDI, CSIRO, DARPanstaff.

DAF and DEEDI meeting. Industry Owned Company formation guiganiggiipBrisFF

Reform Project Leader Dr SJ Wefmesantproposed packageuétralian Sugar Industry R
Reform Report, Reform proposals, Implementajidiseaaesbyindustry groups.

Australian Sugar industry Alliance, with support of CANEGROWERS, ASMC and Chairs
SRL, agrees to implement full Sugar RD&E reform package with-md|leal fgralirgg.

ASA statement and letters to indrstis, Ministers, researchers including RD&E reform reg
Field meetings serieSugar RD&E reform package sessions for leaders and associated St

Services Development Pro@@&8DRjiscussiondNov: Ballina NSW, Ing@anmisfail,
Bundaberg, Mackay, ProserpinBufdekinDeclngham, Far North, Mareeba.

Briefingsdiscussion8oards of ASMC, CANEGROVHEIFERSRDCSRIL, plusACFA

Field meetings serie$924.1 Tully, BurdekiKalanig Pioneer boards, Rocky Point td3W2.
13.1briefing DEEDI, DERM Queen§lagdingASDRBhaping and SABtwork building.

Working meetings and interactions for development of initial submission to Minister Ludw
RD&E Reform Implatagon Steering Committee (ISC) and ASA meletedsptarfthaliséASA
submission to Minister by mid February with associated wide industry communications/m
7.2. Working discussions with DAFF in C@ngmirzg industry board and groumpgstief

29.2. Initial proposal submitted to Minister Ludwig. Copies to stakeholders for information
Field meetings serieé&itning for wide grower, miller, productivity adwsesparticipation. Tow

hall briefings and discussiofull RD&E reform package, modern, restructured research, ext
advisory changepening of Sugar Advisory Services Developmenti @ G&BiRAsteps.

March 12Mareebal3Mossman, Gordonvale; 14 Innisfail; 15 Tully, 1@ $Bhetekin, Pdoserpine,
21 Mackay, &arina, 2BundabergyZhilders, Maryborou@Bi2bané Rocky 2 NSW29 Ballina

ISC meeting ireparation fdetailed reform stages including due diligence involving BSES, SF

Ongoing interactions wittstdits office and DAdEi®uUt submission amgrinciplagreement.
Onthebasis of principladvicdrom Ministegan IOC and key elements (subject to Industry b

i) Plan, agree and progrdfectve interaction processes for seeking industry stakeholder ag
establisiSRA withtatutory leyfprvoting, plus as needed for BSES and @& @iith poll entities

i) Aimto form interim Sugar Research Australia committ@¢o2@is2der application of Industry
R&D Priorities and Government Priorities across research, developroisainghprocesses.

iii) Commence SRA definition process (ISC, Industry, iISRAc) and associated SRA due di
(ISC, BSES, SRD@uding detail as needed for ballot and full submission to Minister.

Definition and Due Diligence stage ingtgdoigyuides and DARMBIvement at key points. Outp
to include indusBRA interface protocols, principles for tramstistrtmtureandmodus operanc
review of SRDBSESctivityncluding commerciajuasregulatory, listing and handling of asse
Plus proposed SRA Constitution, key points of Statutory Fundinipridjeseissiahs.

Sugar Research Aaistrand Sugar Levy Balllgtailed Consultation and Voting Plan to Minist
SASDP events in districts to introduce growers and newly networked advisors, explain ck

AustralianSugarndustry ¢ Initial proposal for an Industry Owned CompamyFebruary 2012



2012 targets

Julyi August
2012

September
De@mber

2013 targets

Jaruaryi
July2013

End July. Possible Sugar Industry Resd2ocndtable on forward RD&E structures, priorities
CSIRO, universities, goverregentciesConsider with iISRACc.

Preparation fBalloinformation of Industry Owned Company and associated Statutory Lew

- by 4 July. Develop/agree fieldrpro, speakers, to material for stakeholders, especially grov
millersother stakeholders, beneficiaries. Gafibitrprocesgthappointedgencyldentify
current/potential levy payers and invite registeraioddratientifjnechanismsing curreritsts

- by 30July Voter Information PaadyincludinghformatioRapersBallot Papers, key dates for
meetings and voting for current/ potential levypayers including voting entitlements if need
ballot website, Q&A, hoblpeative and updatédiilings 31.7 to 3.8 August north to south.

Field meetings serie§3o 2% August-ocus omdustry Owned Company, Sugar Research A
field meetings-15eventsacross Qld and NSWfith to soutimedia, wider stakehotohel newslette
coverage, leading into supervised ballohS¥aC changeMighincluddSEShanggoints

Ballot opensd® 13August 2012.

Ballot closer Sept. Conducted by independent agencybRéduept. Commatians.
Ballot results acdmmunicationgthindustry/othstakeholdem next stepscludinilinisters
-by20Sep. ISC to consider ballot outcomes apgropriatgroposetlllsubmission to Minister.

-by 24 Sep.Report oBallot results MinisteBased on industry supfmwrhal submission to Minis
seeking agreemeniQ@&formation am@y featurescludingdvance@onstitutigAgreemeroints
impact analysBublicise submissiiming includesveeksto5.11, for any obgtionsresponse

OctobeNovembetearly DedActive interactions Withister aridepartmemindinputgolegislative
processeaimindo achieve Industry Owned Confpaggr Research Australia, Joy2013.

- Aiming fadvlinister appmofimainitems in policy proposal andreg@licy approval from Prime
Minister/CabinBepartment prepares drafting instructions for legislation to enable the Mini:
a company to be the industry services body established by the legiglatiatisatidriaf an
existing government entity, and to put in place appropriate transitiofete i BiIFIs notes)

- Legislative development progresses irmelS&ROBYC and time for public and stakeholder inter:

Ongoingctiventeractions wiltepartment and Miniatelegislative processes proceed
- Draftinget ofegislatigmelease for public comnségps fantroduction into Parliarivemay2013

- Settle arrangements betweerotinenGnwealth and industry. Parties agree tegbastiifion
andnegotiation &tatutorffunding Agreement to finaliddteiay 2013.

Target JwR013 Minister declares the I0OC to be the industry services body ferR&d3.and
StatutorffundngAgreemerfinalised, signed and commences.

Ongoing. Sugar Research Australia detailed planning and action including: SRZRAterim L
Research Funding Panel with s®gsaarch Progratfanagement Umsinior staff structures,
Varietie& Bioseurity Unit, Professional Extefi§iommunications Uhiansfereangements.

Targefl July 2013ugar Research Austtafiatedperative.
Transitionand transfers implemeatent June to August 2088 ongoing developroEBRA
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Frequently used a bbreviations

ASA Australian Sugar industigna#i

ASMC Australian Sugar Milling Council

BSES BSES Limited

clt cents per tonne

DAFF Department Afjricultur&orestrand Fisheries (the Department)
DEEDI Queensland Departmegngbloyment, Economic Development and Innovatiol
I0C Industry Qved Company

mtpa million tonnes per annum

RD&E Research, Development and Extension

SASDP Sugar Advisory Services Development Program

SRA Sugar Research Australia

SRDC Sugar Research and Development Corporation

SRL Sugar Research Limited

Partic ular sources and references are identified in footnotes. Many more documents
and inputs were analysed in developing the Sugar RD&E reform package. The following
key documents have been referenced during development of this IOC submission.

A

> > > >

A
A

A

Departmewtf Agiculture, Forestry and Fisheries (DAFF): Guidance on Establishment and Operation of an
Industry Owned Company for the Purposes of R&D and/or Marketing, June 2011.

DAFF: Legislative Processes: Transition to and Establishment of a New SugarrincesBoR&DREd.
DAFFLevy Principles and Guidelieeised version late 2011.
Productivity Commission, Rirh] Research and Development CorpdRajmmsNo. 52.

DAFF Submissions to Productivity Commission inquiry into the AustralisRuGaiResemich and
Development Corporations Model, August 2010, Dec 2010.

Australian Government, Preliminary response to the Productivity Commission report on the rural Research :
Development Corporations, June 2011.

Welsman S3011Australian Sudadustry RD&E ReforReport, Reform proposals, Implementation points.
ASX, 2010, Corporate Governance Principles and Recommendations.

Constitutions and Statutory Funding Agreements from current Industry Owned Companies as models.

The following have als o been referenced during the RD&E review, including in relation to
the Australian Sugar Industry Statement  on Priorities for Research 2011 6 2014.

A

NationaResearch Priorities and GBalsl Research and Development Priatisal Strategic Rural
Research and Development Investment Plapug@tland DEEDprioritiedNational Sugarcane
Industry Research, Development and ExtensionpBisapgys and publications of industry
associations and organisations including BSES, SRDC.

AustralianSugarndustry ¢ Initial proposal for an Industry Owned CompamyFebruary 2012



Part 1 Sugar Industrntrends and researclchallenges

1.1 Sugarcanproduction arsdigasupply pressures
1.2 Industry concerns about research performance

1.3 Sugar industry research prioritiea@@ahd forward

Over more than a decade, the Austral ian Sugar Industry has moved from a substantially
regulated operating environment to deregulated production and se lling marketplace s.
Numerous statutory provisions, some protective, some restrictive , have been removed
These include, for the 95% of the cro p grown in Queensland , dismantling of statutory
cane production areas  in 2004, and repeal of sugar vesting powers and deregulation of
marketing of Queensland sugar from 2006.*

The Industry has been actively involved in these evolutionary developments incl uding
the many reviews and working groups . To some in the field, however, the changes were
a substantial challenge, with  a proportion of sugar industry partic ipants wanting all to
stay the same , the way it was in decades past

During th e regulatory refo rm period, the industry also faced a major cyclical downturn

In April 2004, the Australian Government  established the Sugar Industry Reform Program
(SIRP)in response to a crisis in the industry reflecting protracted low world market pri ces
and low production due to unusual seasons and pests and diseases. SIRP included funding
to assist many in severe financial difficulty  to consider their options . SIRP was also intended
to assist the overall industry in its commitmentto  reform and restr ucture toward viability
and sustainability. The package of assistance measures was conditional on significant
reforms and deregulation being accepted.

Government and industry actions included forming a Sugar Industry Strategic Overs ight
Group to develop a Strategic Vision for the industry. Based on consultation and review,
the Group reported in detail in 2006. The new Industry Vision was to be: 2

A commercially vibrant, sustainable amdia®ifraw sugar and sugardarieegbroducts

industry, thromgcommitted cane growers and millers being responsive to inteduatiestt and
market forcemndoperating in an open, deregulated industry environmant, svithina | i a 6 s
corporate governaffiganework.

The Strategic Vision Report inclu ded critical industry review of its  own ways and structures
that were slowing achiev ement of a vibrant, sustainable industry. The report noted that:

€ preservation [plastpractices and delay in adoption of innovative approaches has impeded the
industrg drive for international competitivénd@$s industry requires a cultural shift to develop
flexibility to respond to market forces and bee@iiensel!f

! For history of the industry and regulation: Industry CommiJgienrAd&t@aljan sugar induspgrt no. 19. The review
found: "The major factor reducing the efficiency of the Australian sugar industry which is subject to infleénce by government
Australia is the regulatory controls applying to the production and marketing of raw swifjqolirgpQradietsiam NSW.

2 Sugar Industry Oversight Group,Séfiegic VisiorReport to the Federal Minister. This report includes history of sugar
industry regulatory, market and operational environments and performance.
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The historic, often adversarial, relationship between grower®aagpediers: sigodnt

barrier toeform within the industry. However, the relationship between sugarcane growers and
millers is important. There is more interdependence between thgreugagemter and the
sugarcanmilling sector than in many other agricultimas$elationships, for various reasons.

é the industry needs to reform. This entails afundadmantalge t o a new O6cul tur
achieves real letegm economic benefitss reform would include changes to the soft infrastructure
of thendustrg [ a refdrins should extendfol t he partici pants in the

On industry structures the Group confirmed that effective research, development and
extension activity was fundamental to improved industry viability in the medium to long
term, and recommended the sugar industry take the initiative o}

€ [to]review of the appropriateness, efficiency and effectivenessuofiotdiestrand their
relevance in a deregulated, commercial envitofansate every deoisishould seek the
addition of real value taridastry. At present the structures fall into two groups:

a. industrynked organisations which are currently engaged irsproiddsor example,
Queensland Sugar Limited and Sugar T erimiiteyfs

b. research, development and extension organisations (includiRgsear8hgard Development
Corporation, Bureau of Sugar ExpeSitatéonns Limited, Sugar Research Institute and others).

Since 2006, the industry has been working actively to mode rnise its arrangements. . In
2007, the Australian Sugar | ndustry Alliance (ASA) was formed with CANEGROWERS and
the Australian Sugar Milling Council plus  established regional groups as founding members.

The ASA Strategic Directions Document 2010 further articulated an industry wide vision
for a successful Australian sugar cane industry in 2020 , as:

1 A growth industry
1 successfully competing in the world market
1 through profitable businesses
1 which have successfully diversified into sugar cane products
1 usig world class research and development
1 recognised as global leaders in environmental sustainability, and
¢ built upon dynamic and cooperative industry leadership.
Australian sugar industry participants continue to see research as vital, but equally, that

RD&Estructures must be effective , efficient and sustainable . This wasstated regularly in
consultations over 2010 and 2011 for the Sugar RD&E Reform reviews.

In this context, the following sections outline:

1.1. Industry features and challenges includ ing to increase production
1.2. Concerns with performance , costs and balance in current RD&E structures, and

1.3. Focussed sugar research priorities particularly for the 2011 -2014 reform period.
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1.1. Sugarcane production and sugar supply pressures

Global prospects for sugar are clearly positive. By 2030, world sugar consumption is

expected to increase by 53  %to over 250 million tonnes ayear. Asi a, the worl dos
consumerofsugar and Austr al i aod sestinationgwdlisntreasex ptoshare of

global consumption from 40 % to 49 %, more than doubling its sugar import demand. 8

The world su gar market outlook present s opportunities for the growth and economic
development of the  Australian sugar industry and its associated regional communitie s.
With Asian markets expanding, large -scale producers such as Brazil do not threaten this
potential . Nor does growth depend on uncertain diversification such as biofuels .

Australia is a Iready the major supplier of sugar  to the Asian region. M arket oppor tunities
and demand should increase dramatically so long as Australia can hold and build sugar
supply and continue sto be generally competitive

Current gross value of production exceeds $2.3 billion annually , mainly from raw sugar,
80% of which is export ed generating $1.5 billion export income. Al most al | Australia n raw
sugar sales, including those in the domestic market are on the basis of world prices.

Australian sugarcane producti on ieasterhaastinreed al ong /
from Mossman in far north Queensland to Grafton in northern New South Wales. The
sugar industry has supported communities in these regions for more than 150 years.

More than 17,000 people are employed during the peak production period each year.
The industry generates j obs along the supply chain and adds diversity and vibrancy to
regional communities. Industry participants, cane growers and sugar mill owners, are

stewards of their operating environment and work to minimise any impact S.

Figure 1.Sugar industry featuré20022011 ASMQueenslanghata

2002 2004 2006 2008 2009 2010 2011
Growers entities Queenslar 6,518 5933 4,925 4,350 4,335 4,287 3,911
Average entity harvest 63 67 77 82 79 68 90
Average can@nnes/entity 5,312 5844 6,725 6,935 6,410 5991* 6676
All Queensland cattea 84.6 87.4 87.6 84.4 81.1 88.0 74
All Queensland sugaa 12.4 12.7 12.3 12.5 12.5 11.2 9.9
Queenslarftarvesintonnes 35.16 34.67 3312 30.17 2816 25.77 26.11
Number of mills Queertla 26 25 23 23 22 2 21

* The 2010 year was affected by extreme  weather events.

Current Queensland mill capacity is about 33 million tonnes with usage of 80-85%. Since
2003, five Queensland mills have closed with reduction in crop size 0 Babinda mill closed in
2011, Pleystowe in 2009, Mourilyan 2006, Fairymead 2005, Moreton 2003.

NSW represents 4-5% of Australian sugarcane production with three operating mills

¥ ASMC analysis basadhultiple sources. Statistics: ASMC, CANEGROWERS and ABARE.
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Australia’s total sugarcane crush in 2011 was 28 million tonnes, compared to 38 mtin
2005, 37.5mtin 2002. Area of sugarcane planted and harvested has reduced by more
than 17% since 2002. All regions have contracted , although at different rates .

Figure 2. Area harvested change, and proportional shifts by regi@f@D@EBMC data

2002 2006 2009 2010 change 20029

QLD area hatr 416,233 379966 344,102 291,927 -17.3%
NSW area hat 20,650 17,542 15,561 14,162 -24.6%
Australiad 00 0 h a 436,883 396,508 359,663 306,089 -17.7%

Regional area proportion 2002% 2006 % 2009% 2010 % % shifts 20620

Northern 21.2 20.3 19.6 22.4 -1.6%
HerberBurdekin 29.9 32.1 33.3 29.2 3.4%
Central 28.1 30.2 30.3 29.3 2.2%
Southern including NSW 20.8 18.3 16.8 19.1 -4.0%
* The 2002-2009 trend is calcul ated as the 2010 harvest was affected by extreme weather .

In developing the Sugar Industry Research Priorities Statement 2011 -2014, ASA identified
three ke y industry issues to be addressed through R&D investment including , overall:

Industry growthi theneed to stop decline eadoluild to 36 mtpa inclubyn@R&D to increase vyield
and achieve step change in productivity.

Particular features of the Australian sugar  industry are also importantin planning sugar
research investment and in design of R&D programs and projects. For instance, in the
sugar industry, production from small farms and part -time growers appears relatively
more important than in large -scale rural industries where R&D planners and researchers
may be ableto leave aside consid eration of features of small scale producers.

Although about a third of farms deliver some 70% of cane ,* with less land planted, and in
a throughput dependent process, smaller farms are providing vital cane for mills ina
sector now operating at 8 0-85% capacity. Arguably, R&D and tailored extension aiming
to make cane farming easier for lifestyle and off -farm working growers could sustain the
industry, and communities, as much as  R&D lifting output of larger farms.

* ABARE, Hooper, 2088ancial performance of Australian sugarcane prodiiete 20088 research report.
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1.2 Industry concerns about sugar research performance

Since 2008, the Australian Sugar Industry has been  providing funding of  $15-20m a year
towards research, development and extension including variety development.

A further $4-5m a year is contributed by the ~ Federal Government as matchi ng funds for
eligible R&D expenditure by the Sugar Research and Development Corporation. Other
income currently includes $2.85m a year  funding from the Queensland Government.

These sugar industry payments towards collective RD&E  are sizeable for a smalle rrural
industry, as indicated by the Productivity Commission tabulations in 2011.° The funds are
currently expe nded through three industry  -backed organisations:

BSES) BSES Limitedwas formed in 2003 as a company limited by guarantee . This was
a privatis ation of the former Bureau of Sugar  Experimental Stations, a Queensland
statutory authority from 1951 and a Departmental section from 1900. BSES members
are a proportion of sugarcane growers and the nine Queensland milling companies.
BSES has arecord of s ugarcane research particularly in breeding and variet y improv -
ement . Since 2003, BSES has been looking to operate on a commercial -like basis.

SRDCOd the Sugar Research and Development Corporation was formed in 1991 as a
government -industry RDC on industry request . Industry pays a statutory levy of 14 c/t
(7clt growers, 7c/t millers) o n harvested cane to the Australian Government for the SRDC.

SRLO Sugar Research Limited, trading as Sugar Research Institute, was founded in 1949

on a mill levy funding basis . In 2005, staff and equipment were transferred to Queens -
land University of Technology (QUT)under an agreement . SRLhas continued as an organ -
ising agency. Mills pay the equivalent of 4-5c/t a year for R&D through SRL and QUT. °

For reasons reflectin g history and aims at the time , these three organisations ha ve been
structured with different objectives  , functions and operational platforms  that rang e from
government agency to quasi  -commercial.

Each entity considers its planning and activities are aligned to sugar industry goals and
priorities and that its work is contributing to industry advance. BSES and SRDC can point
to studies of returns on projects for the sugar industry , and this is not disputed.

The sugar industry, however, has been expressin g concern about alignment of RD&E and
with levels of return on investment for ma ny years . Since 2006, industry leaders have been
grappling with  the challenge of identifying and progressing reformsto these longstanding
structures with the aim of achiev ing effective, efficient and sustainable RD&E.

A series of reviews and workshops have examined RD&E issues from multiple perspectives.
These include the Oversight Group in 2006, investigative reports to ASA in 2008 and 2009,
the PJP report in 2011,” and the S ugar RD&E Reform report , also in 2011.°

® Productivity Commission 2Bl Research and Development Corpdiiaabisquiry Report, Canberra. Refer Table 2.3.

® Onsite R&D by mill companies also adeBntoaBear. Various mills Haotse research and extension support programs
such as variety testing, smut, irrigation and field trials, precisionraghi@rtineud control, productivity work, GPS
harvesting, Agdat, and sugar quality.

" Port Jackson Partners (PJP), Refdrming Sugar Industry RD&E to become more efficient, effective and sustainable
& Welsman SJ, 20Alstralian Sugar IndustrylRR&orrm Report, Reform proposals, ImplementatioiSpptetaber
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Consultation during the PJP exercise included field meetings and a workshop involving
industry and R&D leaders . They found 'strong indications that both growers and millers
may be prepared to increase their financi al contribution' but assessed both were 'unlikely
to do so in the absence of reform to address the six other matters of concern with the

current RD&E effort', being:

- differential funding contributions by growers and millers
- perceived inequitablecabot i ons of RD&E spend (especially b
- concerns over RD&E performance (outcomes and value for money)
- poor priority setting (money not seen to be spent in line with industry priorities)
-a lack of tr ansdpearseamenyd (ad | doicfaftiiconl toft o uinnds €
- an overall feeling by the industry that it is not in control of the RD&E effort.

These issues were confirmed during the Sugar RD&E Reform phase 2 consultation over

May to August 2011 [2.2]. A set of cases based on levels of BSESunding (40c/t, 60clt,

80c/t) assisted focus on industry priorities with cost -return as a consideration. These cases

also assisted discussions around 'wanting us to pay more for less', and questions of 'cost -
shifting’, as discussed in the Sugar RD&E Reform report.

Across the industry there is an expectation of efficiency and rationalisation with levels of
support for one industry research organisation (‘famalgamation of the  three R&D bodies
makes more sense than anything’, ‘too much doubling -up', we 'need one good strong
organisation'. ) There isstress on transparency , cultural change , and service equity .

In discussing returns for funding levels, a theme on priorities emerged: the collective
industry research organisation should focus on specialise d work for collective industry
benefit o that is, on what businesses including growers cannot do for themselves. Four
levels of priority for use of industry funding were identified from the many consultations:

1 Priority 1A. Research into breeding and ongo ing variety development
1 Priority 1B. Research and action for biosecurity and plant health
1 Priority 1C. Variety advances through GM techniques

1 Priority 2. Open access to research knowledge and know -how .
1 Priority 3. Cane farming challenges, longer term issue areas.
1 Priority 4. Supply chain/milling efficiencies 8 system research and development.

Lower, or low, priority for use of  collective sugar industry R&D funds, include:

1 Diversification in cane uses or mill products.

=

Farming practices and techniques dregional orlocal .

=

Repeated extension on 'best practice' farm systems, to groups or locally.

1 Direct advisory (one -on-one) for growers from the central R&D organisation.
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Industry concerns with historical and current RD&E arrangements can be grouped as
issues with research 'performance’, ‘cost' and 'balance’.

Sugar industry participants, like those in other rural industries, expect outcomes from
investment in research 0 actual, applied and visible results.  Although research funded
through SRDC, BSESand SRL isin use by industry operators, there have been ongoing
issues with strategic alignment  and with overall research performance

[While] there is a key undercurrent of support for major R&D activities, notably plant improvement,

GMvariegevel opment , bi osecurity and farming prac
industryarticipants are under great pressure, and that R&D is not delivering enough value to make a
difference o t heir survi val prospects. é ¢é

Results must be deliverel f or every dol |l ar invested in R&D,

NPV terms with the multiple reflecting the pe
industry believe that while the R&D portfolio is driving some posititheousdoenis significantly
less than its expected rate of return, and therefore something neeésgoricharsze2008

It i s about results €& results mundustrydeezo0iel el i ver

The industry has be en equally concerned about escalating costs of BSES operations and
SRDC administration. In 2008 this was raised sharply with ASA. Substantial change including
toward a single research entity began to be closely considered for multiple reasons [2.3].
BSESosses and its need for large funding increases reinforced concern sand catalysed
the 2010 and 2011 reviews.

Cost efficiency must be addressétie cost pressures facing the industry are enormous, and have
resulted in considerable rationalisation imltiéigumcesectors of the industry. Over the last few

years, several mills have closed, farming and harvesting operations have amalgamated to drive cost
down and more structural rationalisation is being planned in response to current pressures on return:
Industry participants expect the R&D sector to actively canvass similar options. In particular, they see
opportunities for board and administrative structures to be éatkepatisedSA 2008

The payment 'balance' issue has become more evident with rising payments and calls  for
more funding. Some mills object ed to BSES fessand paid less than expected from 2008 [Fig
3]. Achieving a reform package that would be supported by millers and growers with

retu r to equal funding has been a key objective of ASA and growers generally . Grower s
and groups have also stated concerns about equity  especially in local arrangements.

Figure 3. Sugar industry investment in RD&E through BSES and SRDC 2004 to 2011

2004 2005 2006 2007 2008 2009 2010 2011

QLD+NSW cane trus mt 37.0 38.3 35.7 34.2 32.1 29.6 27.3 28.0

BSES service fegrowers  cft 8 6 10 15 20 20 20 40
BSES service feamillers clt 8 6 10 15 17* 17* 22* 22*
BSES fee collected clt 16 12 19 28 37 37 42 62
BSES income from Indust $m 5.9 4.6 68 9.6 11.9 10.9 115 17.4
SRDC levy (&D) clt 14 14 14 14 14 14 14 14

SRDC income from indust $m 5.2 5.4 5.0 4.8 4.5 4.1 3.8 3.9
Total industry investment $m  11.1 10.0 11.8 14.4 16.4 15.1 15.3 21.3

From industry records. *Average collected th  rough Service Level Agreements between mills and BSES.
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1.3 Sugar industry research priorities 2011 -2014 and forward

Reflecting ASA determination to achieve focus and stronger R&D performance for the
industry as a whole , a key goal during the 2011 phas e of the Sugar RD&E review was to
develop and promulgate a clear and weighted set of industry research priorities.

With performance , costs and returns as key concerns, issueshave been raised around
alignment of industry funded R&D activity with industry aims, overall , in particular program
areas, and at times around major projects. At the same time, research planners were
guestion ing the clarity and usefulness of industry guidance.

Strategic alignment is criticahdustry stakeholders expect that EhprBj&ct portfolio will be
consistent with the industrydés key priorities
with the greatest value adding potential, adjusted for risk. There is a strong view that the process of
priority setiyy needs reform and that it needs to be driven directly by tRepisrdusisa 2008

The Australian Sugar Industry Statement on Priorities for Research 2011 62014 was
developed over mid 2011 and was endorsed by ASA in December 2011 after discussion
including by the CANEGROWERS and ASMC Boards.

This Priorities Statement was distilled from analysis of industry -researcher workshops and
review of research entity plans ,° government statements ,® and more than 100 interviews
and written inputs from industry  groups and individuals during  2011. All informed th e
analysis and confirm ed the importance of ASA developing a uniquely defined and
forthright statement of sugar industry research priorities and process expectations.
Three dimensions to the challenge of a  ligning R&D with industry priorities are identified:

A. KEY ISSUES for action through focussed research

B. TYPES ofesearch activity , and

C. RESEARCH PERFORMANCE and management.
The Statement on Priorities for Research 2011 982014, provides a weight ed set of priorities
for each dimension , for use in research planning and in reviews of projects and gaps.

In line with industry goals, overarching key issuesfor action through focussed research are

Issue 1. Industry growth 0 need to stop declineand b  uild to 36 mtpa.

Issue 2. Cost and profitability of sugarcane and sugar production, across
different types of farms and mills.

Issue 3. Environmental and regulatory pressures including water.

The sugar industry is placing high weight on focussed research  aiming to achieve
demonstrable outcomes that address these three major industry issues.

? Including: ASA Directions statement 2011, ASA Strategic Directions and workshop 2010, ASMC and CANEGROWERS
statements, ACFA inputs, National Sugarcane Industry Research, Develapnson Strategy 2010, SRDC R&D Plan
20072012, SRDC National RD&E Strategy Workshop Report June 2010, BSES Straeg& Plan 2008

19 National Research Priorities and Goals, National RD&E Framework draft guidelines, Rural Researcha@itte®evelopment P
2007 and 2011, National Strategic Rural Research and Development Investment Plan 2011, Qa&smslatsd DEEDI
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National guides on research priorities and rural R&D investment priorities have been
taken into account and in many ways this proacti ve sugar industry focus aligns with
national objectives. ™

At this time, the industry places low er priority on research into diversification (in terms of
biomass, fuel and other products). As part of achieving more focus in R&D, it is important
the indust ry be assertive in m aking this priority level clear. Reasons include  that:

1 sugar demand projections  and market signals confirm income and economic  -social
benefit to be gained from sugarcane production will be from sales of sugar [1.1]

1 industry funded researchers and programs have beens  hifting away from issues and
needs of the core  sugar industry d a factor behind strategic alignment concerns

1 expenditure on R&D in areas such as biomass, like company trials on alternate uses,
are not delivering  strong, positive industry impact 9 a part of the re turns issue,”* and

1 funding has been directed by governments to support renewable energy R&D & the
sugar industry envisages researchers applying for these funds for meritorious biomass
and biofuel research projects involving sugarcane.

The two page statement on  research priorities and aspects of R&D process is in Appendix 1.
Thishas been provided by ASA to research planners and key providers including SRDC,
BSES, CSIRO and QUTas firm guidance for planning and all ocation of industry funds over
2012 to 2014 and particularly while sugar industry RD&E is undergoing reform.

ASA anticipates research organisations  that utilise and distribut e sugar industry funding
will aim to apply these priorities . It is also anticipate d research organisations expending
sugar industry funds will develop criteria and measures to foster alignment of programs

and projects with these priorities.

Formation of an IOC, Sugar Research Australia, as a single industry research organisation

with a larger research pool, is expected to enable considered investment in a wider range
of longer -term beneficial research contributing to industry and government priorities and

a stronger Australian Sugar Industry and communities in Queensland and NSW

Itis recognised overall alignment would need to be assessed by SRAacross organisations |,
programs and projects. ASA is looking to form an i nterim SRA committee about April 2012
to assistinmov ing toward such an overview during 2012-2013.

" TheAustralian Rural R&D Priorities 2007 (DAFFacerrajluctivity and Adding Value (Improve the productivity and
profiability of existing industries and support the development of viable new industries), Supply Chain and Markets, Natural
Resource Management, Climate Variability and Climate Change, Biosecurity, Innovation Skills, Technology.

12 Recent reviews have conditime practical sugatustrgxperience after some years and considerable funding in trialling

the theory diere being potenidagjes c al e al t er n at -based industiies creats exort revérBiésoredacs s
Austr al i gdnypetrdleum enpadteancerevitalise existing industries (sugar, forestry, pulp and paper and chemicals).
However, [two studies] also recognise several challenges in establishing biomass value chains. The processes involved are
technically challengimgl the facilities are expensive to set up. Moreover, there are existing markets for both sugar and forest
products é As the economic case for establishing bioref
commodities, ensuring a stalustéedk supply for biorefineries may prove chakengieg Rural R&D Update Noyv 2011
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Part2. SugaRD&EC Industry ledreforms

2.1 Keyrefornpackagelements
2.2 Industrand stakeholdesnsultation

2.3 Importance of forming an Industry Owneah€om

The Australian Sugar industry Alliance RD&E reform  project formally began  in 2010 with
a substanti al review of BSESinancial structures , activities and circumstances . In March
2011, after this first phase of review involving many , ASA wrote to industry stakeholders and
government swith an ASA agreed directions statement , Achieving Efficient, Effe ctive and

Sustainable Research in the Australian Sugar Industry

A Reform Project Group (RPG) was established to steer next phases. The RPG include d
Chairs of CANEGROWERS, Australian Sugar Milling Council, BSES Limited, and SRL.The
Chair of SRDC was also initially involved. A Reform Project Leader was contracted to
undertake further consultation  with industry and stakeholders, to investigate multiple
issues, and to develop a Sugar RD&E reform package to meet a range of needs.

Industry objectives in this second reform phase included &

1 to develop a comprehensive RD&E reform package to meet grower and miller aims,
taking into account diverse stakeholder views

1 to advance a setof moderni sing reforms that would energise and focus research, and
attract equ al funding support from growers and millers  , and

1 to achieve a sugar RD&E restructuring and streamlining that would ~ warrant higher
industry funding , noting neither CANEGROWERS nor ASMC would agree to  the fee
levels of the size calculated to keep all the sam e as in the past .

In September, the RPG received areport  from the Reform Project Leader  on consultation
and investigations, plus a proposed Sugar RD&E Reform package and implementation

points. ** During October, the package was presented to and discussed b y a range of
stakeholders . Ongoing consultation has included meetings with all grower regional and
local groups and organisations , milling companies and co  -operatives , local productivity
groups, advisers, and boards and staff of BSES, SRDC and SR[2.2].

The full Sugar RD&E Reform package was endorsed by ASA on 27 October 2011.

These reforms, including formation of an Industry Owned Company, are vital for the
Australian Sugar Industry. The integrated package aims to address multiple issues to
achieve stro nger, more efficient and effective RD&E performance for the Industry.

The reforms should also provide a larger research program, as well as future clarity for
industry and government investors, research providers , staff and wider stakeholders.

B Welsman SJ, 2011, Australian Sugar Industry RD&RRptuotpReform proposals, Implementation points.
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2.1 Key reform package elements

Most industry leaders support the Sugar RD&E Reform package as a whole  because it
addresses industry expect ations in terms of pote ntial performance and cost structures .
ASA recognise sdifferences of opinion about aspects o  f the reforms but believes most
leaders see the integrated package as considered , workable and sustainable.

The package also achieve st h dalafice 8 o0 b | e CANEGROWERS and ASMC,
representing most industry participants,  agree d in October 2011 to fund a rrangements
equally for 2012 as reforms are implement ed, and to propose a statutory levy of 70 cents
per t onne (35 c/t each) for the first three years of Sugar Research Australia [3.2, Part5].

The main elements of the endorsed Sugar RD&E Reform package are:

1 The Australian Sugar Industry tak ing the lead in working with the  Australian Government
to form an Industry Owned Company , Sugar Research Australia, supported by a
statutory levy, with growers and millers contributing equally, and all levy payers as
potential voting members. The  goal is to bring activities of SRDC, a streamlined BSES
and aspects of SRL, into a single organisation, SRA, commenc ing 1 July 2013.

1 A SRA Research Funding Panel, reporting to the SRA board, to operate a larger
competitive re search pool by applying robust review to internal and external R&D
across the supply chain against  clear criteria including alignment with priorities.

1 Efficiency streamlining of BSES over 2011 -2012 to achieve a sustained reduction of 20%
on BSES 2010611 budget operating costs. Changes to include reorganisation of
activities to three  main sites, sale of assets, and a key restructuring of extension.

1 In parallel with BSES restructuring, an industry led Sugar Advisory Services Development
Program to build a network of local group and independent professional sugar advisory
providers . The proactive SASDP tobe supported by one -off funding of $2 million from
the milling sector , to run through 2012 and then transfer into the new structures.

1 Continuing and effe ctive interaction processes including with industry, government
and other stakeholdersto  achieve broad participation in an industry-wide ballot, and
working with BSES, SRDCand stakeholders on alignment of activities with goals.

Establishing Sugar Resear ch Australia, under IOC principles with features to meet sugar
industry needs, will be pivotal to sugar industry research -based futures. The importance
and anticipated benefits of forming this new | OC are outline d in section 2.3, leading into
Part 3 (Featu res of the proposed IOC), Part 4 ( SRAfunctions and p roposal for a sta tutory
levy), and Part 5 (SRA management and financial foundation).

The BSESoard and executive commenced restructuring and streamlining in November
2011. Major changes will be complet e by June 2012 and will achieve the 20% efficiency
savings target in the RD & E Reform package. Formation of the Professional Extension and
Communications Unit and cessation of one -to-one advisory activity from mid 2012 takes
into account IOC principles , as well as extension performance, cost and equity objectives
Areas of current BSES operation are considered in Part 4.

The Sugar Advisory Services Development Program (SASDP)is underway. Information on
scope of the program and progress is available at  www.sasdp.com.au
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2.2 Industry and stakeholder consultation

The Australian Sugar | ndustry Alliance understands and supports the requirement  to
demonstrate wide industry support for formation of an I0C that would rec eive statutory
levies and matching funds for R&D. In preparation for a ballot, and as a matter of course,
ASA is working to communicate actively with existing and potential levy payers , wider
industry stakeholders and other interested parties.

Within the t wo key sectors of the Australian Sugar Industry, growers (farmers, producers)
and millers (processors), there are a number of avenues of interaction and association,
through business and community ties in milling areas, to working for industry advance ment
at State and national levels.

Sugarcane growers need a mill in proximity to ensure first stage processing within a short
time after harve st. Unlike grain crops that can be transported, stored and exported before
processing, delays lead to cane deteriorat ion and lower sugar yields. The mill collection
area is a geographical, commercial and social grouping , as reflected in development

of co -operative mill structures over the last century. The NSW Sugar Milling Co -operative
for instance, processes about 5% o f the total Australian cane harvest through three mills.
There are now about 590 grower business es in the NSW cane region.

Mill region ties continue through practical and contractual arrangements, without statutory
harvest areas and with moves away from grower co -operative mill structures [Part 1] . Most
farmers belong to a regional grower association, as well as identifying with mill areas .

The following organisations take particular  positions within the industry.

CANEGROWERSSstralia, CANEGROWERSpresentabouB0% of curredit00 grower businessts
QueenslandNew Buth Wales T in Queensland throaghegional CANEGROWERS assogiatioalso
througlthe associat€@ANEGROWERS N&&bciation

Australian Sugar Milling Cot ASMC ragpsents 98% of current sagaprocessingapacityeight ofine
ASMC milling companigserating3 oP4 millsfrom Far North Queensland to N:
are member& number of mills also owropeadhteanefarmingnterprises

Australian Cane Farmers  ACFAmembership not stated. Estiessuggest up to 10% of growers r

Associath ACFA be members. Soofehesalsobelong teegional CANEGROWEBRSBpS.

Kalami&€anegrowers Adistricassociatiorentred around tRalamianillin the Burdekin regimg
is understootb represeib0170Burdekigrower$~3% of totgrowers

Pioneer Canegrowers Adistricassociation centred around the Pioneer mill in the Burdekin

estimated to represé®80 Burdekisugarcangrowerg~1.5% of total)

Membership of associations is generally high but fluctuates with industry circumstances .
Some larger -scale producers attimes a re not members of representative groups. One
small mill is not a member of ASMC butis attimes a member of CANEGROWERS. These
are included in general communications and are contacted when eve nts are arranged
in their locations . They would be currently paying the statutory levy for SRDC. ASMC is
also in contact with the one smaller processing entity thatis a potential levy payer ,and
is following early stages of other possible cane processing developments.

ASA is working intensively to consult, communicate and interact with current and
potential levypayers , industry and associated beneficiaries, and wider stakeholders [Fig 4].

1 CANEGROWERS Annual Reporf 2010 the Burdekimajor region with four mills, it is assessed CANEGROWERS
Burdekin represent$58%6 of Burdekin growers, Kalamia Canegrowers ref#¥%efti@beer Canegrowefb0.
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Figure 4. Sugar RD&E Refofeonsultation and communicatimnMarch 2012

2008 to 2009

2010to
March 2011

Mayo
October
2011

Novembed
December
2011

January
2012

February
2012

March 2012

See Timeline for
otheplanned 201
communications

ASAR&D Committesl investigatioasd interactioriscluding discussions thigepartment of
Agriculture, Forestry and Fishefi@88nand the Federaidtein Augus2009.

Sugar RD&E reform review phaskiding indusémd regionabnsultaticemd workshop late 201

March 2011. ASA staterAehteving Efficient, Effective and Sustainable Research in the Au
Sugar ldustry anBJP report distributed to ind@GMYEGROWERS regions, ADkiGills, ACFA,
PioneerKalamipresearch entities and providers (BSESa8ISRCDirectorsCSIROpluswider
stakeholdemcludingederal and Queenslstiisterand deparents.

Sugar RD&E reform phase 2 consuitaftations to provide written submissions and comme
the March 2011 documents were sent to CANEGROWERS regions, ASMC and mills, dis
services groups, Pienkalamigothers, plugsearcbrganisatiomsd providerdifectors and staff
ofBSES, SRDC and SRL, CSIRT and Federal and Queensland Ministageaoids

June: DAFF and DEEDI met with ASA. DAFF provided IOC guidance papers.

Reform Projeceader received oi@0 written inputs &oitbw on emaiteractionand undertook
over80 meetings in Brisbane, from Cairns to Ballina, and in Canberra, including with SRD
BSES leaders, staff and site groups, CANEGROWERS regi&@Gir4rdRipae&alamigsugar
mill managers and groups, district productivity servic€3UTSIFKEMAFF anBuPonstaff.

AugusOctober first presentation of proppselagéo Reform Projéatoupncluding Chairs of
BSES, SRDC and SRILFigfings and discussions with CANEGROWERS board and region
theASMC board and members, plus ongoing intdreaigiReP G and ASAeetings

Field meetings serieSudgar RD&E reform package sessigrasmermill and local serveaaers
and associated Sugar Advisory Services Development Program (SASDWifdiscassjiongs,
advisers, BSES staff

NoemberBallina NSW, Ingham QId, Innisfail, Bundaberg, Mackay, Prdaanqhithka).Ayr
De@emberingham, Far North, Mareeba.

Briefings / discussions: Boards of ASMC, CANEGROWEFED)B®B&d and all s&HL, plus
ACFAStart of BSES interface workisgsgseeting at least monthly

Media communicatipmpendix Aistributiorf @ey messages and Q&A for use in field discussi

Fieldneetings series Tully, Ayr Burdekin Kalamia CG, Pioneer CG, Burdekin CG, and Ro
BriefinqQueenslanidepartments DEEDI, DER&AGary

ASMC board and CANEGROWIERSigr discussions, meetings with B8BSlinated plit
communicatioregarding BSES structural chavigesmewscommunicatiof®ASDP discussions
Meeting with DAFF executives including LRS in Canberraandrebgaing. Assated briefings.
Meetings with BS&®! Bard Offer briefings SRDEMter te\CFAormalising invitation tol {ith
Briefings and SASDP discussions scheduled for Isis drea, &whdrthern NSW.

Advance media and communications/intyatizisto all growersdvance bfarch Field Meeting

59 March. Canegrowers Board, ASMC Board, ABAlRGrimdustry stakeholders.

Field meetings seried2to 29 March. A8d briefings and discussion on RD&E reform, axig
advisory changes, I0C stsarily cane growers, plus industry leaders, mill staff including
technical, productivity services boards and all staff, BSES staff, advisorgrseaygiieusioeis,
researchers, local media, local counditrgétittendances -3®%ofall cane growers.

12hMossman, t®1areeba, Gordonvalé;lddisfail; 15 ully, 1®Ingham; 1Burdekin, 2®roserpine
2BtMackay22dSarina, 28Bundaberg, 2Thilders, Maryborough,Ré&cky Pt, 2Ballina.
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Over the months, alongside rising support for the Sugar RD&E Reform package, some
objections have been notified , at times ahead of briefings scheduled for explanation and
to enable discussion of the reasons and benefits of  the package of changes

These points are assessed [Fig. 5] and will be taken into account during steps toward a full
IOC and statutory levy proposal to the Minister after a ballot later in 2012.

Figure 5.Questios or commentabout an Industry Owned Company astdtatorylevyi Februar2012

Point raised Comment

The plan risks demising RD&E structt Themajorisk for the sugar industiy holdingn tdaraditional
and fails to adequately address future structure®r a hybridrrangement for funding trestroia grasp
requirements of the industry performance or cost issGessiderable time has been allowe
current organisationbkftoveralperformance and outcomes.
A dngle, stable, funded Industry Owned Company with a la
research pool acastefficieaieswill provide a cerftvelonger tert
Ré&Dstrategandwill have the strength to address perfoneaies
and challengesithira largebudget2.3, Pag]

Focudson costuttingather than indust There is agreement for growers and millers to pay more an

growttand pandsto miller on change. through a statutory levy. Performance dedetsse key issues
to be addressed by any industtommitting participants to
payments into collective FDABIEGROWERSIASMGxpect
efficiencies abdildingfcurrent strengthshigher performance,

Our growers will pay mordaéourrent  Some have suggestagnm$l/tonne. This is usually linked to
setup, even $1 per tonne. requirement to see value for money and for millers to pay h
50c/from growers, 50c/t from millers. There is no evidence
sizeable group of growers willing to pay $1 a tonne as fees

This is coshifting with growers paying ASMC anGANEGROWERS have agreed to a total 70c/tont

more. cane harvested from 26dBepaid equally 35c/t by growers, 3
by miller® fund Sugar Research Austithigtreamlined activiti
fromBSES. Without mesturingnd formation of SRAlustry
would need to pay about 99c/tonne by 2013 (growers could
pay up to 65cBRAWiIll also deliver higher performing, more
and sustainabl e RD&E arWihhe
reform, money is left &éin the
on usage (rather than all grdoeérg chargedmuch higher fee)

Little consultation with gragts growers Growers have been involved incoasyltaticgessions to date.
Fidd Meetings series 2 will reach extensively intgriggions

No clear company structure pppgsed Key elements are put forward in part 3 of this initial submis
which will also be distributed to all stakeholder groups.

No potiy on whether industry bodies w Discussed in P&rtt is envisaged only levypayers would be
seek corporate membership. members of Sugar Research Australia, not industry bodies

Research priorities are incomplete.  Sugar Industry Research Pedriiee been developed.

Sugar Research Australia is intended Carrying désome R&Ban ben 10Gunctionin line withdustry
both fund and carry out R&D. needs. The SRA Research FundingsHarngs.3.a 53.c]

Industry eriisBSESand SRDC will be Sugar Research Australia would be a new organisation, wit

lost- merged into Sugar Research Aust culture ana focussedpllectivgoodRD&E purposacked by a
statutory leviKey activities, assetslamlitiesf BES,SRDGnd
aspects of SRL would move to SRA for stronger performanc
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Point raised

Costs of achieving an I0C to meet

Governmeand Departmemnadjuirement: to 20134 including due diligence over April to JUBeR6fita. of

Different models need to be reviewed
considered including from overseas.

No Plan B.
ASA's plan gleap of faith.

Comment

ASA has an Sugar Research Australia formation program r|

refoms and of forming an IOC are diséugsed2 Performance
benefitavillwelloutweigh costs to establish BRéienciesone
should recoviarmationosts in under €ays, with savings ongoir

Frontline models for RD&E strategic development and indu
organisational management are in Ayafalia.

Sugar industry extension chaongasbed professional extensi
with all resear@re based on changes in many industries ov
last decades, and tested models. The milling sector is prov
off $2m for the Sugar Adv&awiceDevelopment Program to u
a network of potential advisers because this is Vitalrandhestry|

Nine IOCs operate in Australian rural industries. It is a we
structure and many industries have moved from traditional
acheve industry ownership and stronger performance for th
of the industry, parsentity that witbrk with industry for the fut

Should the Industry Owned Company not be achieved, AS
CANEGROWERS #mel Australian Sugar Miiogci) will furthe
review usefulness of current entitkslin§RDC, to the industi
relative to substantial funding required of growers and millg
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2.3 Importance and benefits of an Industry Owned Company

Overall , the case for a Sugar IOC, Sugar Research Australia, asa legislated Industry
Services Body to deliver collective services  issimilar to many other rural industries & for
which industry and public benefits  have been demonstrated through many reviews

Benefits of a focussed Industry Owned Company backed by a statutory levy  arise from
attending to  issues experience d across rural industries These include: addressing failure

of the marketplace to provide needed collective services efficiently and continuously in
part due t o risk and d iffusion of returns ; offsetting consequent  under -optimised investment
in research ; addressing lack of strength and incentive to act as multiple small producers
and bringing in likely free -riders on research outcomes  [DAFF 2010]."* Rural R&D supported
by co llective industry action also has  collateral public benefits.

Establishing Sugar Research Australia in partnership with the Australian Government, as a
new IOC with features responding  to governm ent and industry needs, will also modernise
and substantial ly advance the Australian Sugar Industry as a whole. Just as other rural
industries have worked to establish an IOC to address structural , performance, cost and
return objectives, ASA studies have identified a set of reasons for an IOC and levy [3.2].

1 Sugar is a moderate size industry but supports three industry based research entities ,
BSES, SRDC and SRIlwith substantial payments . R&D is recognised as vital, but the
industry has issue with direction , operation and costs of current RD&E structures [1.2].

1 There has been enough time for the  Boards themselves to lift overall outcomes as urged
by the industry. That issues continue attests to structural problems and the differing
purposes and intentions of the entities.  Forms of reorganisation and merger  have been
investigated for nine years. Concerns with performance , costs and confusion of roles
and interfaces with industry  have magnified in recent years .

1 There is no 'centre' for top -level research strategy development, for whole industry
R&D strategy plann ing, or for working with Industry to grapple with current and
forward issues needing R&D investment decisions . This is amajor issue for Australian
sugar in its advance asa modern, deregulated, competitive, global industry e

1 Across the three entities, the re is, however, a ‘'money -go -round’ for income from
industry and plus, as identified in reviews, layers of process adding to costs, diluting
thinking, fragmenting effort, reducing transparency, and inviting gamesmanship.

1 Performance and i nefficiency costs include blurred government and policy lines,
duplicate surveys and consultation, layers of branding, circular project management
and P, separate extension and communication to reach one set of users, collection of
different levies and fees , plus the costs of three boards and administrations  .*

1 There is a notable level of industry support and expectation for one sugar industry led
research entity where focus, higher stable funding, efficiencies and synergies  work to
lift productivity, R&D performance and useful outcomes.

5 DAFF to PC inquiry into the Australian Government Rural Research and @eeeitjomendiel, Aug 2010.

% Important examples inchadmechanism to evolve variety breeding structuresfoygratioge, atbund wittheNational
Industry RD&E Strategycessandno focal point for industry involvertiee AFF Carbormaffning Initiative RD&E

" Reports from 2003 to 2011 estipeatational savirafover $2mpa (escalatettyinging SRDC, ISEhdBSES together.
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Alongside these key driv ers to achieve a single organisation, the sugar industry has
become increasingly aware of the importance of the Industry Owned Company model

Flexibility is a recognised strength of the IOC model, with industries movi ng into an 10C
structure to be able to address  wider needs within the IOC governance framework. This
evolution from RDCs running project programs  , and from statutory marketers, has been
supported by the Australian Government . The IOC structure, and respons ive flexibility
was noted in a DAFF submission to the Productivity Commission in 2010:

The RDC model has evolved so that today no two RDCs operate in exactly the same way. The
majority of RDCs are now ineustrgd companies that provide R&D, maricbtigea services

to their respective industries. The changes and variations between the RDi@sresflect the
industries they serve and the changes to government policy overmaemyiyeats.

Many rural industries have now utilised and sha  ped the IOC model, with assistance from
DAFF, to meet a range of needs, and the IOC model similarly offers the sugar industry a
mechanism to modernise its industry and research culture and come to grips with RD&E
performance and cost issues  in ways particu lar to this industry.

It is also important that the 10C facility offers the Australian Sugar Industry a pathway to
achieve full recognition of current and future industry payments for undertaking RD&E.

Over 70% of current industry contributions of $15 -20m a year for RD&E are paid to BSES as
a service fee [Fig 3, 1.3], some 25% as a statutory levy to SRDC and 5% from millers to SRL .
From year to year, the 14c/t  collected as a statutory levy for SRDC generally falls short of
the 0.5% of Gross Value of Pr oduction calculation as a basis for ~ Commonwealth  Matching
Funds contr ibut ed to match expenditure on eligible R&D.

This industry, with all others, appreciates the Australian Government's definitive  response
to the 2011 Productivity Commission 2011 to clear ~ uncertainty around matching funding
contributions and to reinforce commitment to partnering in rural R&D.

The Australian Government wil/l not adopt the
government matching contributions to the RDC<iimcanifinithe introduction of a new subsidy

above the cap. While it is clear that some aspects of the RDC model could be improved, strong
support for the model overall wgevewnmemtds hr
matchingontributienare a key pillar of the model, and thesk idat reducing the government
contributions would under mi eepartidithe goveonchent 6 s st r
industry partnership that underpins theAmadéhn government 1616.2

The statutory levy identified for the first three years of Sugar Research Australia, as a

single Industry research organisation, would be 70 cents per tonne (35c/t paid by growers ,
35c/t by millers). This is well above likely 'maximum for full matchin g' (around 19 -22c/t) .
With sizeable eligible RD&E activity, the Sugar Industry should attract full fund ing each
year . Such additional ma tching fund s, in line with other rural industries and the June

2011 Australian Government commitment, could average abo ut $2 million a year.

Sugar Research Australia would include a ~ SRAResearch Funding Panel and a robust
competitive process for assessing all R&D proposals against industry and national priorities
and performance criteria . Research po ol funding and proce s®s are discussed in 3.3.a.

AustralianSugarndustry ¢ Initial proposal for an Industry Owned CompamyFebruary 2012



26

This initial ASA submission seeks in principle support, subject to industry agreement at
ballot, forthe formation of Sugar Research Australia as an 10C, to receive a new Statutory
Sugar Levy to fund research, development, ext ension and industry service activities.

For a new levy, the initiator needs to show that industry benefits exceed the costs of
raising and funding the levy . Similar tests would also ap ply to forming the IOC . Benefits
can be assessed in practical terms  such as cost savings, or as outcomes of an industry
actively addressing collective needs not  delivered by market place operation , through
to more conceptual , butreal , benefits of modernising industry structures and culture.

Benefits in establishing Sugar Re search Australia with a statutory levy  include :

Stronger research performance. The new Sugar Research Australia as a focussed
industry service body, with a single priority setting process, and a changed culture,
should work to address industry performance expectations and issues with  efficiency
under current structures [1.2, 1.3]. A key industry priority is for R&D to contribute to the
return to a 36mt harvestin 3 -5 years [1.3]. Research -based actions including enhanced
plant breeding and variety ~ improvem ent through a stronger, stable  SRA with a robust
SRA Research Funding Panel have potential to provide, say, 30% of the impetus toward
this goal. The 2011 accepted cane harvest was 28 mt giving some $2.3billion of product
output [1.1]. If a 34mt harvestis achieved in 2015 (value $2.8b at flat sugar prices), 30%or
$150m of this value increase could be attributed to strengthened, focussed RD&E, plus
returns in years before and ongoing. The statutory levy on 34mtin 2015 would be $23.8m.

Industry support for higher, sustainable R&D funding . The sugar industry is committed to
investment in RD&E and this support itself isevidence the industry sees future benefits.
However, cost and return is a major issue  [1.2]. Calculations indicate d an unacceptable
99c/t wou Id be required in 2013 to run three entities , their activities, and to address the
BSES losscompared to the 55c/t paid by industry for the three entities in 2009 -10. With
implementation  of the reform package, and on formation of Sugar Research Australia,
growers and millers w ill pay 70c/t (35¢c/t each) for the first three years. This stable statutory
levy ($21m on a 30mt harvest) will be 2 7% higher than fees/levies paid in 2009. The IOC
will have high -performance capacity and would be financially sustainab le [Part 4].

Cost savings and efficiency . Administrative and RD&E efficiencies in forming Sugar
Research Australia as a single industry owned research organisation should be at least
$1.5m a year (5c¢/t on a 30mt harvest). There will be little or no additi onal costin
collecting the new Sugar Levy as current SRDC levy process es would be utilised [5.1.d].

Industry performance benefits . The sugar industry sees RD&E Reform and establishing
Sugar Research Australia as a key stage in its progressive evolution f rom regulated
structures to a modern, competitive, professional , profitable industry. Thisshould attra ct
new, inve ntive industry participants and assist with suc  cession. A further 10-20% of
industry production growth could reasonably be attrib  uted to mode risation din 2015
say $300m of the $500m lift crop value from higher production even at flat prices.

Regional and community benefits . The sugar industry generates jobs along the supply
chain and adds diversity and vibrancy to regional communities. R&D also supports
industry participants as stewards of their operating environment [1.1].
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The endorsed Sugar RD&E Reform package with formation of Sugar Research Australia
meets the challenge of multiple industry and stakeholder requirements. Other structural
approaches have been considered over the years, in the main involving a merger of
SRDC or SRL or both into BSESSome further variations in approach have been mentioned
recently. Consideratio ns relating to these are also outlined in Figure 6.

Figure 6.Approach

Cmsiderations

Merging SRDC, and eleme
of SRL, into BSEmitedo
creat a 'new BSER&ceiving
statutory and seevfee fursd
PJP report, March 2011

Amalgamation of SRDC wit
other RDGaEming teeduce
administration costs

Keep existingractures, SRC
and BSES, with SRDC colle
the compulsory levy for all
funds to operate SRDC ant
BSESSRDC would hare
agreement with BSES to ful

One stiutory agency, a sing
organisation as a Federal
Governmebbdy.

Industry concemto achieverastructurirtgat will modernise sugaearch
and introducd@cussethdustrgervice and collective good pup&ie&E
with substantial change fnanmendifferingbjectives, structures and cultur

Sugameeds aingleentityto build integrated RD&E performance, to mair
reseach strengths but vhihlevelcapacityo make evolutionary strategic
decisionw/ith industrincluding moviaeadrom traditional activjtess the
transparen@nd governansgstemsf an |I0@ithdefined industry interface

A'New BSE®8ould noteceive a statutory lewynatching fundsmdheBoard
wouldhaveo obtain monagingcommercial actions dildkiagndustrpriority
andservice purpases has been occurrifigs structure wouhdt securthe
benefits identified by Dag-the basis for an IOC andltenpuld not achieve
industry performamcéindingtabilitaims Administrative savings would b
smaller thematching fund loss&SA decided against this approach in 2C

The RDC and I0OC models are built on industry engagement and willir
R&D based on collective commercial and sociological interests (a cor
Miller reform reasoning in the 1980s). This is dechoyp&mnaibrace of the
models by industries in a logical way. Where there are synergies, mul
entitles have formed (grains, horticulture, meat/livestock). There is no
of sugar with another industry or an existi@RBa ovdrpkrformance
issues in sugar research would still be a majas issudd within industry g
and balance issuAsaSRDC submission toRhadutivityCommission stress
a single commodity mattel looking for internationally

This approach aims to keep current organisations as they are asing S
statutory bodys amechanisro raise higher compulsory funds and direc
proportion to BSES. This doeseabABA objectives to substantially lift R
performance through a strong focossgetnisingydustry owned entity thal
canprogranRD&E taddressnajoindustry challendes, 1.3, 2.3]

Cost efficiency objectives are also not met and adddfonginds would b
eroded by costs to maintain two bdttiekfferent aims and systEes
agreement to propose a statutory levy of 70 cents/tiateel agso forming
Sugar Research Australia takes into account multiple efficiencies in fg
steering a single new organisasi@et out in the detailed RD&E Reform

Under Sugar Research Australia, additional matching funds #oetfatiocs
larger SRA Research Fundingpeoingll internal and external research
competitive vigour. An SRDC agreement to fund BSES would lessen

The major industry groups representing most participants would not s

This may work for some indusdrigsy cost and performance issues amo
or more current statutory organisations, however even then, achieving
Industry leadership cofflet avider and deeper advantages including foc
industry service, modernisation, cultural change, and stronger aligned
SRDC is a Federal Government agency, but BSES is not, it is a comp
sugar industry and the assets shouldeantirdustry ownership. This ap
would not meet Sugar Industry objectives and would not be supportec
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Part3. SRA operations andrpposal fora statutory levy

3.1 Sugar Research Austiiahanciples and scope

3.2 SRAI initiaktructures and key activities

3.3 SRA and Levy Principlesllective benefit to the industry
3.4 SRAelementandactiviesi Levy and IOC criteria

Part 3 develops the associated proposal and request for the Australia n Government to
institute a statutory levy on participants of the Australian Sugar Industry including those
utilising sugarcane for a diversity of current and potential uses. These producers and first-
stage processors all potentially benefit ~ proportionally to their size from industry

investment in collective R&D and research ~ -based industry services.

Envisaged initial structures and operations of Sugar Research Australia are considered
with regard to criteria in the Australian Government Levy Principles and Guidelines at
2011, and with reference to patterns of activity in other I0OCs.

3.1 Sugar Research Australia 8 principles and scope

The functions of Sugar Research Australia are to be research and development and
research -based activities for collective industry levypayer benefit . SRA will not be a
marketing, trading or commercial organisation.

Sugar Research Australia w ould not be a strategic or policy organisation except to the
extent of developing overarching research strategy to address near and long term
needs, and undertaki ng at times, some forms of research that could contribute to
considered policymaking and regulatory development.

An industry aim in establishing SRA is to achieve a 'centre' for crucial top -level research
strategy development, for whole industry R&D stra  tegy planning, and for working with
industry on R&D priorities including around forward policy expectations.

ASA looks forward to arrangements with Sugar Research Australia that see professional
RD&E people 'in the heart of the dialogue about the industr y's future' including through
'rigorous review of research and extension programs and priorities to ensure that they
really included research and extension that, if successful, would allow the industry to

take significant steps forward'. @

Towards this, ASA has progressed the Sugar RD&E Reform program through measured
stages, with considerable and widening consultation and communication [1.2],and a
first-time articulation of Industry Priorities for research focus and research performance
particularly for the 2011 -2014 reform period [1.3].

18 Dr EJ Woods, 200#g research/extension/industry continuum: why does chakugsiratianrSocietySugarcane
Technologists conference. Dr Woods has been a member of the Rural Research and Development Council.
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A set of clear interface and operational principles w ill also be developed as part of
preparation for formation of SRA.  Newly stated principles are needed because the
industry is aiming to achieve a single research org anisation, an I0C, bringing together
activities of three different types of current entities, and also because ASA does not
envisage sugar industry associations directly holding positions or powers within Sugar
Research Australia (noting current IOCs vary  on such direct involvement).

Sugar Research Australia would be an industry research body, and once operative,

industry interface principles will need to be reviewed from time to time. ASA is vitally
concerned that sugar industry research , developmentand associated R&D extension be
effective, efficient , sustainable, and deliver advances for the industry and communities.

ASA is also concerned to avoid situations where the purpose, role and focus of Sugar
Research Australia becomes unclear, unwieldy or poli ticised. Meat and Livestock
Australia, for instance, recently clarified its purpose and mission. MLA reinforced its role
as a service company responsive to the industry, and equally that it is not an industry
lobbyist, a spokes -group, nor a regulator or en  forcer of regulation. **°

Over April to June 2012, an initial set of interface and operational statements will be
developed. These will work with governance and other points in the Constitution and
the Statutory Funding Agreement. This set of likely six statements should clarify :

1 Protocols on interfaces with industry  on research planning and priorities, including
consultation with the industry peak body (currently Australian Sugar industry Alliance
Limited) and guides for interactions with industry, govern  ments, policymakers and
others, such as on biosecurity. A Memorandum of Understanding including provisions
for consultation, planning, and resolution of differences , will be considered,

1 Principles on SRA income sources and activity . SRA will not be a com mercial body and
would not undertake actions for the purpose of profit or just widening company
business. Non-levy project income could be generated through joint R&D activities
consistent with research priorities, with such projects being evaluated agains  t robust
tests through the SRA Research Funding Panel.

1 Principles on commercial, semi-commercial or potentially commercial activities .
It is not appropriate for SRA to undertake activities that are or could realistically be
developed and deliver  ed by commercial providers. ASA recognises market failure as
a key test for IOC operations, and notes efforts by IOCs to define their roles. 2 ASA also
wants to encourage vibrant marketplaces that deliver services and innovation to

strengthen the sugar indu stry. This has been taken into accountin  restructuring BSES
field extension and in reviewing SRL functions  [2.1]. Some current BSESactivities have
commercial features. These will be reviewed over mid 2012.

1 Principles to establish and for operation of the SRA Research Funding Panel involving
independent experts, to conduct an arms -length competitive grants program with
selection of projects on merit against Industry and national priorities and through a
rigorous SRA selection and evaluation system.

19 Scott Hansen, MLA Managing Director, Address to MLA Annual General Meeting, 17 Nov 2011.
2 For instance, MLA MD address November 2081h'MuUAl d only be investing in

situat

[ wor king] or candét work, such as in projects where the

MLA needs to ensure it is not crowding out or hedinciegtive for commercial investment and delivery of services.'
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1 Princip les on Intellectual Property management and use . In endorsing the Sugar RD&E
reform package, ASA acknowledged the potential of opening access to IP created
through industry and government funding to encourage its application and further
development. Adopti  on of and building on R&D outcomes is increasingly seen in
industries as outweighing limited earnings ~ from IP.# The Plant Breeding Rights area will
need to be considered. PBR are an industry asset and a tool but equally, the industry
wants to facilitate ad  option of new varieties targeted to addressing disease and/or
increasing productivity.

1 Principles on quasi -regulatory or approval activities. BSES currently undertakes some
activities that could be described as regulatory in form, flowing from prior str uctures.
Such activities will be identified and reviewed during the due diligence period and in
discussion with agencies. SRA should be focussed on R&D and research -based
services, with approval or enforcement roles being carried out by government
agencies including possibly, local authorities.

Delineating a scope for the industry is important for forming Sugar Research Australia, for
collecting an associated statutory levy, and so for SRA membership [Part 5]. The definition
recorded in current regulations  (Primary Industries (Excise) Levies Act 1999 Schedule 24 )
is considered now too narrow for the modern sugar industry. 2

As a general principle, ASA considers that sugarcane production and processing

operations that should benefit from collective indu stry investment in RD&E, should also
be contributing through the statutory levy collection process. ASA proposes the following
definitions for the purpose of levy collection and identifying levy payers.

1 Sugarcane means stalks (whole or not) and/or leaves of any species of sugarcane
plant. (It is not proposed to include potential sugar beet growing).

1 Sugarcane production means any form of growing of sugarcane to its harvesting for
delivery to a processing plant or another person.

1 Grower means the owner of the sugarcane (or the last in a succession of owners) prior
to its delivery to a processing plant for processing.

1 Processing plant or mill means premises at which sugarcane is processed into any
subsequent product or form, but excludes premises accepting less than 1,000 tonnes
of sugarcane in a calendar year.

1 Processing means processing or milling of sugarcane for purposes of producing raw
sugar, ethanol, food products, stock feed, paper, biochemical, energy or any other
product. (It is not proposed to in  clude later transforming stages, such as refining).

1 Accepted sugarcane  means sugarcane accepted for processing.

1 Miller means a person who processes sugarcane through a processing plant
accepting 1,000 tonnes or more tonnes of sugarcane in a calendar year

# For instance, from the Winemakers Federation of Australia and Wine Grape Growers Australia submission to the Productivit
Commission, 20TMe WFA policy on intellectual propertydmtatcialization of IP is nkéethériver for wine industry

research. From the industry perspective, the criscaiassiing R&D is to make sure that any IP policy does not prevent the
timelydissemination of research results. Speed ofneateasearch results provideg¢lagest benefit to industry.'

Z PIEL Act Schedule 24 enables levies to be imposed on 'sugarcane produced in Australia and accepted at a sugar mill for
processing', where processing means 'for the purpose of predgeirig ra
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be received by Sugar Research Australia for use on research and

ASA has agreed this statutory levy, collected on the basis of tonnes of
for processing, would be paid equally by the sugarcane Grower and the Miller

accepted

(processor). All sugarcane Growers and Millers paying the levy at a given time
the potential members of Sugar Research
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Australian Government for a statutory levy to

development activities

sugarcane

would be

Australia [Part 5]. The other ma jor investor in

Sugar Research Australia would be the Australian Government

Envisaged arrangements aiming to deliver strong outcomes to, and take into account
and protect the interests of, the SRA members, the Australian Government and other key
stakehol ders are outlined in Parts 5.1 and 5.2.

3.2 SRAJdinitial structure and key activities

Noting the sugar industry objective of forming

a single industry research organisation

to

bring together important activities from current entities , the Sugar RD&E Reform review
phase 2 considered activities of BSES, SRL and SRDC with IOC criteria in mind [2.1].

This confirmed need for a

set of activities within Sugar Research Australia as collective
services. Envisaged SRAfunctions and activities on formation can b
Figure 7. For more understanding of
SRDC see data and analysis in

e categorised as in

2010-11 activities, staffing and costs within BSES and
the Sugar RD&E Reform Package r eport. *

Figure7. Sugar Research Austrdlianticipatekey activities andlerents

Function

Activities

SRA structures and units

The Sugar Industr
research program

SRA research

Variety
Development

Professional
Extension

Biosecurity
services

Governance

R&D strategy, planning, competitive
research funding, program manageme

Research and Developrmgi@RAunded
through the SRA Research Funding P
competitiveoolandevaluatioprocess

Researchased evelopment of sugarca
varieties for distributioncamadmerciake

R&D dissemination, extension for ado
industry wide, interactions, need feedl

Researchased biosecurity testing,
monitonig and interactions services

SRA planning, management, reporting

SRA Board
SRA Research Funding Panel

Program PlanniagdManagement Unit
- overview @l industry research includi
millingpossible advisory committees

Plant breeding researchers, Farm sys
researchers, others undertaking funde
research projects bigpsecurifyadoptioth

Variety Development
ard Biosecurity Uttt

Professional Extension and
Communications Unit (PEC)

Variety Development
and Biosecurity Uit

SRA Board and Executive

* Unit to include competitive
# Including as initial activities, research

research program and project manag

er groups moving across from a restructured BSES
groups would be compet ing for future funding through the SRA Research Funding Panel pro

# These units would be initial SRA research and development  operational activities

ement functions similar to aspects of SRDC [3.4.a] .

[3.4.b]. Under SRA these
cess.

[3.4.c,d and Review Report ].

% Welsman SAustralian Sugar Industry RD&E ReReqort, Reform proposals, ImplementatioiSpptr2811.
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Sugar Research Australia will be a new research organisation different in purpose,

structure and approach to BSES. The important BSES changes will focus BSES strengths
and enable a strong transition to the |l OC . BSES has commenced restructuring and
streamlining including forming the Professional Extension and Communications Unit,

as "an important new way of extension de livery and knowledge sharing "2

Further restructuring and bringing together of BSES, SRDC and SRL  activities would
occur leading into SRA formation , including establishing the SRA Research Funding
Panel and a Program Planning and Management Unit. ASA sees the proposed interim
Sugar Research Australia Committee be  ing proactive inresearch planning transition.

3.3 SRA and Levy Principles 8 collective benefit to the industry

The new IOC, Sugar Research Australia is to be a research and development indust ry
services entity, backed by the proposed statutory Sugar Levy for expenditure on
research and development and on R&D associated activities [3.2,3.4,5.1.b, 5.2.c, 5.2.d].

The importance and anticipated benefits of a new I0C and a modern, focussed and
high -performing sugar R&D culture are discussed in 2.3.  This section extends those points
with reference to key criteria in the Levy Principles.

A summary of alignment with  the Levy Principles at this stage is provided at 4.2.a. The
main criteria to be sa tisfied are: market failure, net industry benefit (industry benefits

must exceed the costs of raising and funding the levy) and that the application and

collection of the levy is practical.

For Australian rural industries, failure of marketplaces to provi de the levels of R&Dthat
have boosted competitiveness in world arenas, is well demonstrated . This is afoundation
of the RDC-10C model - and a reality for Sugar as much as a ny industry.

The overall case for collectively funding industry -backed organisati ons (RDCs, I0Cs) to
carry out and coordinate conduct of research and development to benefit industr ies
and the public was clearly stated in a DAFF submission to the Productivity Commission
inquiry in 2010.* Key DAFF points, in extract , include:

The Austtian rural sector comprises a diverse range of industries, apenattdriy a myriad
ofsmalfamily businesses. The market failure in the provision of socially aftRizd.Eils
likely to be more severe than in many other sectors ohthigab@nincentive for individual
businesses to invest in R&D on their own is less.

It is difficult to apply property rights to the technology and knowledge fronmaR&Exriarthe
An associated issue is that the public good mese@ai outputs means it will not be possible to
charge others who-sugle ntgldbe ocwtupist and so o6free

Since private returns will be less than social returns the result will be underinvestment in research.

Much research is rextludable, sinagth knowledge easily transferred and reproduced it is difficult
to exclude anyone from acquiring it.

% Media release, 4 Jan 2BSES moves on Sugar RD&E Ref@hisswill see formation of an 'Industry Owned Company
streamlininthe sugarcane industry's R&D functions under onesirategitzally rollinghe programs of BSES LirSitiegyr
Research and Development Corporation (SRDC) and Sugar Research Limited." Mr Paul WrigApB&ttixGhairman.

% DAFF to PC iriguinto the Australian Government Rural Research and Development Corporations Model, August 2010.
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Other forms of public support and interventions for business R&D, suthxasahecRgitn
and intellectual property rigigtsiot well suitedhe ruradectorwith its myriad of small producers.
The levy and matching funding arrangements, through the RDC rtioelgloatiowsent to
encourage rural R&D to a similar extent it is encouragedrelbandmreomy.

Some rural R&D projedto generate unmeasurshloveeffects on the restled economy.
For example, R&D aimed at water use effiggepgyate, but also substantial social benefits.

Research is inherently risky, can be very costly and may take many yeabefdeligstitd

with an even longer lag time for the outcomes to be felt by the industry and the wider community.
Investment is on the basis that results are cumulative and will lead to further research and eventually
adoption by industry. Tang time lag can be unattractive to commercial investment, and therefore
it is appropriate for government and industry to work together to address thionrrketdailure.

These DAFF assessmentsof market failure and associated collective action are based on
three decades of experience with RDCs-IOCs and many reviews and apply to Australian
rural industries and sectors generally, including the sugar industry. 2°

The sugar industry has features that reinforce issues of market failure and the need for
collective action ,in modern forms, as the industry further evolves. For instance , the sugar
Industry, like most facingw orld competition , need sresearch advances such as new
varieties or disease management systems  to flow openly and quickly into wide adop tion.
For sugar, with distances, logistics and size of crop in a region affecting mill viability, this is
vital for both production and processing businesses.

Extent of market failure might be questioned where there are large -scale operators that
might be able to develop and fund R&D and other services. Again, other I0Cs provide
examples of industries in which general ~ market failure for R&D and services has been
demonstrated even whe n, as in sugar, a number of large companies  operate .¥

Sugar is also an industry where sugarcane growing and processing are vitally linked in

location and time . Traits of the cane plant require fast, local milling, and the miller has

limited options for supply. Much R&D around cane growing, including plant breeding,

variet ies, and biosecurity activity will benefit both growers and millers & a reality reflected
in miller concerns about performance of current entities and the future of the industry  [2.3].

Mill companies have in -house R&D program s, but even the largest mill compan y would be
unlikely to venture into collective good research for all the reasons set out by DAFF

% The case for market failure in collective/generic marketingneeksbyveltal industries even though arguably 'marketing’

is an activity any besmcan undertake. For inst&ustralian Pork Limited, Submission to the Minister for Agriculture,

Fisheries and Forestry to Increase the Marketing Component of the Pig Blecigbtet Arewrydividual pig producer

would not efficiently profit investment in generic pork promotional éctiditiesdividual producer making investments in

these areas would find their returns dissipated by free riders. They would also find their ability tonmaesem an efficient
compromised by the lafcécale of their smaller funding capacity. This removes any motivation for individual producers to make
such investments, generating the market failure that APL was designet to overcome.

% The pork industry has very large scale producers and mopesataie The red meat industry has major corporate
productiefeedleprocessing groups. In both, market failure has been evidenced as basis for collective R&D and marketing.
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a. Efficiency and benefitof a statutory levy

Disparity of contribution to collective action is also a form of market failure relating to
industry structur es, and this isan issue the Australian Government supported RDC, IOC
and statutory levy facilities are intended to address .%®

By agreement in 2011, growers and millers are looking to utilise ~ the 10C to bring about an
effective restructure of sugar RD&E, and to a statutory levy to secure higher and stable
funding for sugar research and development and associated services. Industry issues
with current RD&E arrangements include performance, cost, and balance in payment of
contributions [1.2]. There is currently, a mix of industry charging and  payment systems:

1 The SRDC has been operating for 20 years as a government -industry RDC. At present,
14c/t (growers 7 c/t , millers 7c/t ) is collected through statutory levy processes, for SRDC
usage. This levy is collecte d and tran smitted by the mills  [3.2.d] .

1 BSES Limited uses a service fee to obtain industry funding for  itsrange of activities . This
evolved from a State levy , the n continued with BSESeformation , as BSES explains:

Historically, industry funding waisl@dao BSES (the then Bureau of Sugar Experiment Stations)
viaa levy imposed on growers and millers by the Queensland GoYeitadate 1990s,

industry funding moved to a voluntary service fagowheseand millers were expected to pay
thesame cents per tonne contrib@idiection of the teeccurs differerély

Growergpay their service fee via a deduction from their cane payment from the mill. This is by
agreemensince 1996 each new variety released by BSES has been grdnsech&BiR.tfat

if the grower doest enter into a service fee agreement&8E&Slect a PBR gmuint royalty.

The PBR has been set higher levél maKkinglthe paymeuwf the service fee more attractive for

most growers. For the 2009 s¢hsmmvas approximately 988tection of the service fee.

MillersThere is no such incentive for Mills to pay and collection is generally via a negotiated Service
LevelAgreemenBSES August 2010

With rises in BSESxpected service fees, variability in paymen t has also increased .Ina
voluntary system , this would amplify at higher fee levels . Reasons put by mill groups in
negotiating Service Level Agreements with BSES include concerns with performance and
returns at industry and local levels. Grower groups are also concern ed about equity.

FHgure 3 [1.2] shows total industry funding for SRDC and BSESand patterns of payment
over 2004 to 2011. For 2012, while RD&E reform is being progressed (with the aim of
growers and millers equally funding  Sugar Research Aust ralia through a statut ory levy),
ASMC and CANEGROWERShave agreed that growers  and mills will pay equally for RD&E

The 2012 payment is calculated as 60 cents per tonne (30c/t each) toward BSES and SRL
together . With the 14 cents/tonne (7c/t each) for the SRDC, growers and millers will pay
37c/t each. #® Of this, BSES, with streamlining underway, will receive atotal 55c/t.

2 DAFF August 200h:1989 when the RDC model was established, theeratibnar t he gover nment 6s i
recognition of the spillover benefits to the community, the substantial risks in some investment, andridengbtential for ‘free
The policy principles behind the design of the RDC model [iAthedegitbgate level of spending for R&D should continue

to expand as long as the expected social benefits for further funding were greater than or equal to thésddhktional social cos
beneficiaries from research should pay in approximately the samte fregmhefits recehtbd appropriate form of
government involvement is that whi ch wo Wdsdesebrehasdisky, 0 t he
diversification in the tDAPFeaguesthatthesame mtiocale and prsdiplesd existforo n's i
government involvement in rural R&D investment today."
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In 2009, BSE$lanned to increase income by charging growers a higher and rising PBR
(Plant Breeders' Rights) fee . PBRIlegal backing was to be used to enforce payment.
Grower and miller representative s disagreed for a series of reasons. | ssues around
theoretical use of PBR-based charg ing to fund a sugar industry research entity include:

1 PBRis intended to protect IP, to determine the va  lue of a variety and to fund commercial
plant breeding and variety development . The PBR facility is not for funding wider RD&E
activities characteristic of advanced rural industries . These generally need to be supported
through collective funding, a core r eason for the research statutory levy model.

1 need for a n active marketplace that provides  growers with choice of suppliers,
varieties and price levels & history and sugarcane breeding economics mean this is
unlikely in Australia in the near or medium term

In Australia, some major grain crop seed varieties are sold in competitive marketplaces
with PBR fee provisions. A range of seed companies use different terms and prices and
provid e options for growers as customers .* Sugarcane variety development and gr owing
has particular features that need to be taken into account [3.4.b].

A statutory Sugar Levy is assessed to be the most efficient and practical industry funding
mechanism for the Sugar Research Australia [10C for a set of reasons [2.3, 3.4,5.1.d]. A Levy
on accepted sugarcane, paid equally by grower and miller, collected and tr ansmitted
by the mill , as for SRDC, will also minimise red tape for most industry businesses.

ASA reco gnises the need for further modernising by encouraging m arketplace vigour

an d efficient mechanism sto deliver services 0 as being implemented  for some activ ities
as part of reform [3.4]. In the future, if special variet y options are developed, such as GM,
there may be PBR fees for those varieties , but not for general funding of SR A.

More broadly, ASA is not fixed on initial activiti es cont inuing in SRA indefinitely , and
expects there will be changes in SRA functions over 5 -10 years. Overall, the challenge
will be to secure performance benefits f rom collective action well ahead of costs.

2 For SRL, funding is provided for projects and consulting by mills. Estimate of mill contribution via SRL to research and
development ircemt years is 4 to 5 cents per tonne. R&D performance, returns and costs are issues [1.2].

% See lists at www.grdc.com.au/director/events/grdcpublications/pbr_epr, and http://varietycentral.com.au/. For barley, ther
appears to be over 30 active vgrimtined by 10 different organisations, at least four distributors, and a range of fees.
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& summary

Figure8. Levy Principle

Subnissionresponse points at February 2012

1.Proposed lewyustelate to
a function for which there is a
market failure.

3.3. SRA anstatutorievy- collective benefit including by addressir
market faile in provision of researchdaparitgfcontributiof3.3.a)

3.4. SRA kefunctionattivities market failure and associated reas

2. Consultation and orggoin
contact witthe Department

2.2 Industry and Stakehotagrsultatiancluding Rige4
Letters to Minister &wpartmerniarch, October 2011, January 2(
Industry meetswgith Minister: October 201dlas appropriate
Meetings with DAFF: June, August, QotbbeFebruaryl20

Intendedngoingnteractiorisrefer Timeline and Key Actions.

3.Support by industry bodies
representirgxisting/potentialy
payersand stakeholders.
Allreasonable attempts to infor
relevant parties of the propata
opportunity to carant.

2.2 Industry and stakeholder consaltét@hruary 2012.

The Australian Sudadustry Alliance including CANEGROWERS
the Australian Sugar Milling Counciergmgs90%of industry
participantreinitiatorsf tlis proposal for §ar Research Australia &
the new statutory Sugar Levy.

2.2 Figure @onsultation and communic#isa.Appendix 2.

4. Assessment of extent, nature
source of any opposition tlettye
andanalysis of opposing argtim

2.2. Figure 5. Initebdatiorof points raised in opposition.

An expanded analysis to be inclutietLihsubmissiovhen more
information and datavailable

5. The initiator must proeide:
estimate of the amount of levy
be raisedh clear plan of how thg
levy Wl be utilisednd benefits tc
levypayersquitabl\demonstrate
acceptance by levy payers.

For mitiaresponsepointgto be expandediire posballosubmissign
Part4. SRA financial foundation and projections

3.4 SRA structure and activiitlesvy and IOC criteria

2.3 Importance and benefits of an Industry Owned Company
5.1 SRA Constitutibparticular elements.

6.Anoutline of how the levy is 1
be imposed and collecied
demonstriain ofigreemerdt

For mitiaresponsepointgto be expandedpastballosubmissign
51.d. Levy basis, collection, Member voting rights
3.3.a. Efficiencgind benefit ostatutorievy.

7. The levy imposition must be
equitable between levy payers

51.c Members of the Comp&@uygar Resear Australia
51.d. Levy basis, collectiafipvoting, compangting.

8.Levyrelated tanits of value of
production of the industry

3.1 Sugar Research Austigtienciples and scope
5.1.d. Levy basis, collectiomljovoting, compawngting

9. The levy collection system n
be efficient and practcal

5.1.d. Levy basis, collectiomljovoting, compawngting
3.3.a. Efficiencgnd benefit ostatutorievy.

10.0Organisation/s to manage
expenditure of levy moéies

The prposed new Industry Owned Company, Sugar Research /
would manage tvependiturefallthe levy monies.

11.The body managing expend
of levy monies must be accour
to levy payers and the governn

3.1 Sugar Research Australimgdles and scope
5.1 SRA Constitutibparticular elements
5.2 SRAStatutorifunding Agreemémarticulaglements.

12.Initiator must provide details

future review of the levy

5.2f. Sugar Levy and Levy Polls.
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3.4 SRAfunctions and acti vities d levy and IOC quidelines

The Industry Owned Company  structure supported by statutory levies is utilised by
Australian rural industries to provide a range of collective benefit activities, including
RD&E, marketing and associated industry services.

The effective use of primary industry levies and charges can greatly assist producers. By pooling
their physical, financial and research resources, industries can work together to find better farming
methods and demand for their products. Manylof Aastrda t r adi t i on al pri mar:
levy system and the support it provides for research and development, promotion and marketing,
residue testing and plant and animal health programs. The system has enabled those industries to
hold their ovin highly competitive world mérdetse Gover nment 6 s r ol e, t hr
of Agriculture, Fisheries and Forestry, is to work with industries that want a levy system to ensure the
efficient development and implementation of levy proposal$napldd¢e pn effective collection

system for them at minimumLeegtPrinciples and Guidelines 2011

Levy Principle 1 requires demonstration of market failure as part of the basis for  instituting
a statutory levy to fund activities carried out by an | ndustry Owned Company. Current
IOC models also indicate the potential scope of IOC functions and of Research and
Development Activities that would usually attract matching Government contributions
[3.3.c] . Market failure and associate d concepts are explai ned in the Guidelines .

Market failure refers to a situation when a market left to itself does not allocate resources efficiently.
é Where markets fail to provide socially desir
there may be a casedther forms of government action.

Governments assist with induigteylevy funding of research, promotion and other industry programs
because: the nature and dispersal of program benefits are such that a private investor would not pro
from supplyg themé [and]evies represent a source of funds with low enforcement and collection
costs, largely because industry participants recognise the benefits of cooperative behaviour.

The justification for government intervention in industry restetfieinestitts are a ‘public good'.
él f O6public goodd characteristics-fumdedmi nat e t h
effort would be worthwhée. Principles and Guidelines 2011

Research based activities are  often foremost example s of collective action  achieving
returns for industries as a whole or significant parts . BSESurrently carries out collectively
funded functions saidtob e seen by government agencies as of national worth , and it is
intended these should continue efficien tly and effectively under SRA.

Agricultural RD&E is often an area of Omarket
can be pooled and allows the delivery of products and services that are beyond the capacity of an
individual to pay. Exéas are the breeding program, GM varieties, biosecurity, cropping systems
devel opment and group based extension. A furt
ri dersé6 ( bot hBsEptingteatt eugus200and mil |l er s) .

Said another way, on 'market failure', those proposing a statutory levy need to show why
the benefits cannot be captured by individual firms acting alone , and why collective
action is the best solution. It is noted that m any industries have met these criteria in cases
to sup port statutory levies for marketing , eventhough @mar k e tseemgtd be an activity
that ¢ ould be undertaken by producers and/or processors operating commercially .

In these context s, envisaged activities of Sugar Research Australia are considered below.
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a. R&D planning and program management 8 SRAResearch Funding Panel

Strategic R&D planning and operation of the sugar industry research funding program

will be a primary function of Sugar Research Australia. The industry recognises the value
of, and nee d for, a substantial competitive grants program. An open call R&D grant

system is a feature of most RDCs and 10Cs, though nota formal requirement.

Competitive grants programs attract skilled researchers , including from CSIROand
universities into thinkin g about an industry's problems . Competitive programs also
leverag e investments by those organisations and supporting governments in research
facilities . A larger, transparent R&D program with robust evaluation on merit, including for
alignment with industr y and national priorities, should harness ideas, hone proposals, and
build wider interest and capacity in sugar R&D 0 and these are all ASA objectives.

Accordingly, the integrated Sugar RD&E reform  package include s-

1 forming a Research Funding Panel within SRA. The Panel would include independent
experts and be staffed to conduct an arms  -length competitive grants program, with
selection of projects on merit against Industry and national priorities, and assessment
criteria. The Panel may operate advisory co  mmittees, such as for milling research.

1 channelling all SRA funded research through the SRA Research Funding Panel
competitive call and review processes 0 the same procedures would apply for
research proposals generated and to be carried out within SRA or with partners or by
the potential range of R&D providers. The industry through SRA would directly fund
variety development, biosecurity services and professional extension and commun -
ications , with balance of activities evolving over time through SRAstrategic planning .

1 onus on the SRA Panel and the SRA Board to make a research pool process work as
intended by industry, to ensure transparent R&D project review, selection on merit
against plans, and reporting for stakeholders including government.

Afte r formation of Sugar Research Australia, t he sugar industry competitive research pool
would be substantially larger than current SRDC programs for two important reasons:

1 inclusion of industry and associated funding for research currently paid to BSES  (for
2010-11 estimated on BSES and SRDC data to be over $ 7m for R&D projects excluding
variety development and biosecurity activities) , and

1 forming Sugar Research Australia as an IOC  industry services body should mean the
industry achieves recognition of the full payments it has been , and will be, making for
RD&E. In most years, t he 14c/t levy collected for SRDC does not reach the matching
funds limit of 0.5% of GVP (gross value of production  of sugarcane cut for cr ushing).
0.5% of GVP translates to about 20c/ t, varying by year. Industry payments of 70c/t
towards RD&E are much higher and should attract full Commonwealth matching
funds, an estimated research funding increase averaging about $2m a year.

Additional efficiencies achieved by bringing BSES and SRDC activities and aspects of SRL
into Sugar Research Australia should release further funds for the research pool. 8

1 The Sugar RD&E Reform package estimates overhead/administrative cost reductions of about $1.5m a year from forming
research organisation. SRDC overhe&&{Dpnsts were near $2m in its-20udget ($8.1m was allocated for research
projects). Synergies should add to savings and enable a greater proportion of industry and government funds to enter the p
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Figure9. Indicative building of a Sugar Research Australia R&D funding pool

201611 SRDC, BSES budgets R&D projects $n SRDC fundefim Larger research pool $n
SRDC levy for R&Dxfter o/h $2m 3.4 3.4

SRDC Govt contribution * 4.7 + 4.7 = SRDC pool $8.
BSES QCanes R&D estimate 7 1.6 +5.4

BSES QCrops R&D estimate 4.4 14 +3

Additional Govt contribution +2m = SRA pool $18.5

An indicative picture  developed on 2 -10-11 data from the SRDC Operating Plans and BSES data for BSES QCanes
and QCrops research project fund  sestimate s. SRDC funds to these areas are subtracted so not to double count
the potential research pool.

All SRAand external researchers w ill be challenged to ensure their projects compete
in terms of meritand alignment . High standards would be expected from all research
providers for proposal s, conduct of research and proj ect management.

Over 20 years of SRDC operation , BSES has been the largest recipient of SRDC funds for
arange of reasons, as a research group and in collaboration swith other providers.

The future balance of internal SRA research is expected to evolve , and arguably can
only evolve for the clear benefit of sugar levypayers, through decisions of the new
Industry Owned Company , ie. by the SRA Board guided in part by research planning,
process and project performance evaluation by the SRA Research Funding Panel, and
by the Industry though operation of interface protocols.

Questions have been raised during interactions ab«
research being within the one organisation. Some research groups suggest this could
mean bias in decisi ons on research project funding grants.

The Sugar RD&E Reform package includes the SRA Research Funding Panel and process
in recognition of the benefits of a genuine  competitive research funding program . ASA
understands that the co -ordinating of research projects by a range of providers is the
more common arrangement for RDCs and IOCs . However, the [10C model is flexible to
industry and government needs, and associated considerations include that:

1 Carrying out research is an identified function of RDCs und er the PIERD Act, and of
Industry Owned Companies as listed in  arange of Statutory Funding Agreements.  *

1 Industry IOCs and RDCs, including SRDC, allocate  quantities of funds directly to various
RD&E and internal activities, alongside their competitive res earch cycles.

1 A number of IOCs also carry out R&D on research stations gifted to their industries or
using their staff, though likely not to the scale envisaged for initial functions of SRA [4.3.b].

1 Exploratory reviews including discussions with governme nt indicated that a single
entity could fund and carry out research , with arrangements for competitive review,
transparency and feedback [eg. Wallis, Botha, Kenny, Crane 2008].

* For instanceng AWI SFA 2010, 7.2 states:péesof activities which may be determined to be Research and Development
Activities include: é the carrying out, and thhe coordin
PIERD Act s12 Powsteges similarly, as do othAsSF
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A different question arises , more around criteria for official recognition o f a Competitive
Grants Program for the purposes of calculation of Government block research funding
particularly to universiti es.Inclusion as an o fficial Competitive Grants Programs raises
interest of researchers and can engender commitment to new researc h for an industry .

The 2011 Australian Competitive Grants Register  criteria include particularly that:

1 funds must be provided on a nationally competitive basis and clearly be
for research only

1 the funding scheme must be nationally advertised and available to universities
throughout Australia , and

1 the funding scheme must have awell  -defined mechanism for competition
and selection by a well -qualified panel.

The SRA Research Funding Panel and competitive program arra ngements should meet
all these criteria, potentially more so than some smaller grant schemes.

Sugar Research Australia would also include an appropriately staffed Research Program
Management Unit to:

1 support the SRA Research Funding Panel in developing  and applying robust project
assessment and selection systems, plus associated performance evaluation

1 manage the SRA research project program including competitive call rounds
1 take over program management of ongoing projects from SRDC, SRL and BSES
1 particip ate in managing IP arising from sugar R&D  consistent with IP principles

1 develop informative reports as required and useful for industry, government,
researchers and other stakeholders , and

1 work with the Professional Extension and Communications Unit in facilit ating the
promulgation and adoption of knowledge and know -how arising from funded
research, and in incorporating industry priorities and feedback into research.

The operation of the SRA Research Funding Panel and this Unit is expected to align with
criteria for research and development activities eligible for matching Commonwealth
funding contributions .
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b. SRAresearch o plant breeding , farm systems, biosecurity

Rural industries in Australia are characterised by collective funding of both research and
research organisations . The form of public/industry research organisation has shifted over
the last century, with less RD&E being conducted by State government s through State

research stations and laboratories,  and more by universities and CSIRO .* BSESs part of
this pattern. It was formed from the Queensland Bureau of Sugar Experimental Stations in
2003 with a history reaching back 100 years.

Agricultural research by private companies aiming for sustained profit does not feature
strongly in Australia. This is alsothe case for sugarcane based industries worldwide

In sugarcane industries internationally similar bodies to BSES have existed for very long periods.
Industry own®JD&E organisations funded by levies (compulsory or voluntargjrremain co

These arrangements reflect the interdependence of growers and millers (one cannot exist without
the other), the high degree of regulation in which most sugar industries have or continue to operate
(reducing in Australia), the need togtioegsoduct (sugarcane) quickly after harvesrmo on

storage) to avoid deterioration, the cooperative structure of many sugar millers, the absence of real
competition amongst growers for price and market share (they are willing to shamadnnovations)

the long lifecycle of sugarcane varietal impr@assaext.o

Today, BSEShas capacity for and carries out research into plant breeding and variety
improvement , biotechnology , farm systems and biosecurity . The industry is concerned
these activities continue within initial functions o f SRA.However , ASA isequally concerned
such research delivery should evolve under S RA over coming decades to be carried out in

the most efficient, high performance manner to deliver strong returns to the industry [Part 1].

The market failure question would be reasonably answered in the same way for collectively

funded research carried out by BSES  or SRA, orby entities such as CSIRO or universities.

For the sugar industry, as for much rural research, the market left to itself will not allocate

resources efficiently, and does not provide sociallyiedR&B)i rabl e |
There is no potential commercial provider of most research carried out by BSES.

SRA research in plant breeding, variety impr ovement, farm systems, biosecurity and
areas such as adoption science, would compete through the SRA Research Funding
Panel process with proposals from public research entities (that also exist as a recognition
of market failure) . Some projects may include commercial partners such as mills.

The SRA Research Funding Panel would be charged with achieving strongest outcomes

for the industry and governmentas  an investment partner.  Further in carrying out research
and research -based activities, SRA would be in  tending to not compete in marketplace s
with commercial entities  if they emerge

Any commercial -like activities currently within BSES will be considered against principles
during the definition and due diligence period  [3.1].

% mround $500 million of the total annual spending on rural R&D in Australia is sourced from industry and the Australian
Government through the rural RDCs [including |1 OCs]. €& C
impacted tfe DC s . Most notably, the state governmentsdé R&D bud
spending and their traditional role in extension has declined. Extension is now delivered through a wide range of pathways,
whichthe RDCsandpriga pr ovi der s h av ©AFF sulcnissiva to Rroductvity Commissiom2010t . 0
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The SRA Research Funding pro cess will also facil itate proposals for joint R&D projects
involving funding from other sources and aligned with priorities of the industry, SRA and
associated parties. This would include Queensland Government financial support for
research applied for sugar industry and public benefit.

Plant Breeding and Variety Developmenta re changing arenas. In recent decades

major Australian grain sindustries have moved to distributed commercial arrangements
based on Plant Breeders Rights for funding latter stages of the process with some re turns
to assist core breeding. ThisPBRmodel does not translate well to sugarcane [4.2.a].

Experts see plant breeding and variety improvement  segmented into five sets of
operations from the research activity working along the chain to distribution :

systems research to underpin and develop new germplasm

germplasm development and research testing as a basis for new varieties
variety development

proving and bulking up of  varieties for commercial release , and
marketing and distribution .

Core and applied sugarcane breeding and variety improvement research would be
progressed through projects reviewed and funded through the SRA Research Funding
Panel. BSES has a strong record of research in these areas ,** and it is vital to maintain
these capacities and the  foundation germplasm collection through  optimum
arrangements for the Australian sugar industry as a whole.

Research -based variety development and distribution activities are discussed in 4.3.c.
To an extent different  criteria apply and variety distribution is not a current BSES function.

The sugar industry needs sugarcane variety improvement to continue in Australia as part
of the in itial functions of an effi cient, focussed IOC . Thisisbased on realistic assessment of
potential market activity and risk, and the importance  of collective research action

Characteristics of the Australian sugar industry and cane production need to be taken
into account in considering  variety improvement  chain models in other plant indust  ries
and their applicability or future potential here.

Recent years have seen agribusinesses (DuPont, Syngenta and others ) interested in variety
improvement for the huge Brazil industry , but the circumstances oflong lead -time sugar-
cane breeding in Australia are more challenging 0 as described by a leading plant breeder

A There are currently no successful commercial sugarcane varietindbealapéfionsanto
bought Canavialébreedingompany in Brazil, dixer years ago and had one veseady for
the marken 2010 that they had to withdraw

A Everywhere in the wahld breeder of sugarcane varieties is involved in bdlkingwatiah
Mostsugarcane breeding programs are done at industry or government owhedliadlgties.
progranis conducted at the University of Texas with full funding from industry and public sector.

% Broadly, BSES aitnsapply biotechnology and plant functional biology strategies to develojrnyadetiaw dolaictivity,
sustainability and competitiveridse Australian sugarcane ineigtripcus amreating sugarcane with new and improved
commercially important traits. These iHeltmieide tolerandeught tolerance and efficient use of water and shibrégen
rotation cropgest resistance
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A The largest breeding activity in Brazil (more than 65% of all their varieties) ¢otees from the
University Network forDbeelopment Sugarcanindusry (RIDESA) which was initially
established through an agreement signed between seven Federal Universities (UFPR UFSCar,
UFV, UFRRJ, UFS, UFRPE JURdtartip theRIDESA prograrasfully funded by the
governmentoday commercial companies prodti@angand sugar are also membeherO
breeding activities in Brazil are funded by the Hrdpsiygtion of varietieometimes
handld by individual major playeiits(in Brazil) but in most cases by the insdhdians

A Therehavebeen manattempts to takariety bulking and distribtdgianstandlone commercial
businesddowever, this has always failed due to the limited nmesgetisilhg in Australia or
South Africand high risk associated with the bulking frosgsocedsappessoon after
variety release and often the particular variety never gets taken up in signifiEsehquantities.
with a very exciting new technfmiorgpid bulkingAustralilne business plan eventually
pointed to high risk and market failure

A A major issue with sugarcane breeding and variety development is that unless the process is
carefully monieala runaway disease problem can arise in a very short period of time. This can set
an area back for more than a decade due to the slowftiraavep.

A There is only one wheat breeding commercial compampef boteght the entire germplasm
collection including final stage selections from Adelaide and raised capital for a five year period.
Then they had to raise another major ancapitattMow t en yeaupbdafhey &ahe
talking about a positive cash flow after another five years.

A Most grain commodities are serviced by big International breeding companies which then only test
seed in the different localities. Studéiemtmated a very high cost to start a sugarcane breeding
venture in Australia.

The difficulty in establishing commercial breeding companies is well illustrated by wheat
breeding in Australia. Today there are three breeding and one very specialised wheat

breeding company in Australia. They compete for a market share and derive income

from PBR royalties. GRDC is a sponsor of research in these organisations. Australian
experiences with wheat breeding indicate complex partnerships, government support,
realistic PBR endpoint royalties with choice, and eventually foreign investment are key to
establishing a breeding company , even for a very high volume major crop. Perspectives
on this could be provided with comparisons to Australian sugarcane circumstances.

Of note also are DAFF observations on Australian and global research marketplaces :

The relatively small scale of the Australian market for rural R&D, indiypéiilitigls in the use

of R&D, may also be a source of difficulty. In sooomdieas in Australian agriculture differ

from those in the USA and EU whielggemarkets for R&D0he expected return from one

dollar of R&D willdreatest in the largest market. Firms undertaking global rural R&D will compete
forreturns from thergest markets neglecting a relatively small market like counstitédiasif

differ from those in the USA antAEE submission toRneductivigommissic?010

ASA does not see initial SRA activities as fixed including areas of research. Sugar
Research Australia should provid e the strategic 6 ¢ e n tfor fugarcane R&D strategy
including long term programs to maintain and make best use of Australian plant
breeding capacities and germplasm resources inthe changing global context.
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c. Operational R&D activities o Variety Development and Biosecurity

Variety improvement has its &ront end din germplasm improvement,  plant breeding
crossing and selection activities.  This is highly specialised and dependent on breeding
expertise, plus specialised infra structure, databases and characterised germplasm ,and
isan integral part of an efficient and effective sugarcane breeding R&D program

Based on definitions and examples in current Statutory Funding Agreements itis assessed
this spread of functions relating to sugarcane varieties would be eligible R&D activities
for calculation of Commonwealth matching fund payments [list5.2.c]. Most plant RDCs
invest both collective and government funding in these types of activities.

With sugarcane variety development closely linked to breeding research , Similar points
apply regarding market failure and low commercial operator potential [3.4.b]. Variety
development is a process leading into commercial adoption, with significant parts based
on routine methodologies, or  have a very long horizon (a cane variety can take 10 -13
years to industry release) and these activities cann ot be logically packaged and
assessed as R&D projects by the SRA Research Funding panel.

For these reasons, t he Australian sugar industry is commit ted to variety development as
an initial and ongoing SRAfunction , to be funded from Sugar Levy income. SRAshould
run the variety development function effectively and efficiently and with an eye to
encouraging commercialisation of stages should opportunit ies arise. Associated
research , such as investigations into new techniques , would go through the Panel.

Proving, using local trials , is a link to research and development through to bulking up
and distribution . These are distributed activities in Australi a and internationally through
local level collective groups and growers supplying seedcane commercially. Bulking up

of varieties for commercial release, and marketing and distribution, are also distinct
stages in the varieties supply chain. BSES plays litt le role in these operations.

Market failure questions do not arise for distribution stages as SRA will not be involved in
these, except to the extent of advice on R&D advances available to all through the
Professional Extension and Communications Unit. Onc e a variety is released by the
breeding group to cane growers they continue to bulk and distribute varieties for their
own use but also for others. Bulking and distribution generally starts with local group
services through initial vegetative planting. Som e local groups are purchasing tissue
culture plantlets (a research innovation).

The door is also open for other groups, or large growers, to start with tissue culture plantlets althoug!
t hi s has nAproptica kf growegeriefate sigmdntincome from sebiegdcane

Thefact that sugarcanallkscanbe easily multiplied and classical seed sales do not exist, are the

main reasons why there is no true commercial venture for sugarcane anywhérernactise=world.

a grower onlgquires oneaditof a new variety and he can multiply his own stocks after that.

The only way you can potermtialliye a market opportunity is by some form of an endpoint royalty

on the area planted to a variety or even better on the tonnagegonoalveeiety. Any start up

commercial venture willdeemthea k of not getti ng Paottetionofat e O s al
variety identity (DNA fingerpriatidghen policing of identity of consignments arrivinly at the

gate would be ary costly procemsd erodes the commercial viability very(fuickliye

endlesslgasier in the case of a GM vailietse testing for the presence of the transgene would

be simplérplant breeder 2012
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The sugar industry also has an ongoing re quirement for research and development
associated biosecurity activities . These include:

1 monitoring for the pre sence of pests and diseases
1 preparedness for incursions of new pests and diseases

1 ongoing research on the specific characteristics of key pests and diseases, including
the development of  diagnostics for their identification , and

1 with industry representatives , providing inputs to government regulatory requirements
that affect the industry

BSES has long carried out these functions and the  industry anticipate skey elements of
this activity continuing within SRA.  Any functions with a regulatory aspect will be reviewed
during the definition and due diligence period from April 2012 [3.1]. Some may need to
be transferred to appropriate agencies.

Biosecurity monitoring and preparedness for  the sugar industry w ill not be instigated by
commercial providers in an active marketplace. It is anticipated that over time, SRA

would consider any options arising for provision of the se services. Any research proje cts
associated with biosecurity would be proposed to the SRA Research Funding Panel and
assessed through the research pool system.

ASA notes that many Industry Owned Companies provide R&D based services and
these can be included in definitions of research and development activities [5.2.c], as
appropriate for Sugar Research Australia as a research 10C.

The operation of the Variety Development and Biosecurity Unit functions within SRA
would be funded direct |y from Sugar Levy income . An indicative allocation was
included in the RD&E Reform package based on structures before streamlining [Part 4].

These service functions would be subject to the management reviews that SRA would
conduct as part of its  professional management [Part 4], and would be included in  all
reports for government, industry and other stakeholders .
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d. Professional Extension and Communications

Restructuring of sugar industry extension and advisory structures and particularly the
BSES extension focus to achieve modern, wider  -reaching exte nsion of all sugar R&D is
a major element of the Sugar RD&E reform package. The RD&E reform report explains
the consultation and analysis behind the package recommendations.

After consideration of industry priorities for investment, issues with extensio n performance
and equity, multiple reports and papers, modern models in other rural industries, and the
market failure criteria for activities carried out under a stat utory levy, a three part set of
refo rms was put forward and endorsed by ASA as a key part of the package.

1 Forming a Professional Extension and Communications Unit (PEC) in a tighter BSES,
then moving into SRA. This will embed professional extension with all sugar research.

The PEC Unit is to develop packages of research results tailored fo I user groups,
growers, advisers, mills and others in the supply chain, and to design and conduct
extension group events

In a new statement for the sugar industry, primary accountabilities  of the PEC Unit
will be firstly, to ensure all grower s, mills, productivity service groups, and all specialist
service providers, can freely access R&D knowledge, know -how, and group events .
Equally, it will be charged to interact to ensure upward flow on problems for research,
on usefulness of R&D, and con straints to wide adoption.

1 Bymd-2012, <cessation of BSES | ocaftrammggdofsor y
reasons including costs, distribution and equity, stronger potential extension and
advisory for the industry under new arrangements, and that th ese are activities that
can be and increasingly are provided by professionals and groups commercially.

1 Plus an industry led Sugar Advisory Services Development Program to operate to the
end of 2012, aiming to  build local cane advisory capability and wider field advisory
networks while the BSES restructuring progresses. The SASDP is being supported by a
one -off $2m contribution from the milling sectorin recognition of the importance of a
wid er, upskilled spectrum of advisers o harnessing field agronomists , commercial and
agribusinesses advisers to encourage adoption of research findings (packaged by the
PEC Unit), overall , towards achieving industry growth objectives [1.3].

BSES is progressing the formation of the PEC Unit as a transition to SRA, and is making
arrangements for stopping BSES local advisory activities by mid 2012. The PEC Unit will be
led by anew senior executive manager with capacity to deliver innovat ively on the
primary accountabilities . Itisbeing positioned to translate strongly into Sugar Research
Australia on formation . This will embed extension with all sugar funded and associated
research @ a single professional unit communicating with all industry participants.

While new for sugar, t his PEC Unitparallels groups and systemsin R DCs and IOCs. The
operation of the PEC Unit within SRA would be funded directly from Sugar Levy income
[Part 5] . Any PEC Unit initiated research projects relating to, for example, adoption by
growers, would be submitted to the SRA Research Funding Panel. PEC Unit activities
would generally align with  definitions for eligible R&D for matching funding.
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Part4. SRAnanagement andinancialfoundation

Structures within Sugar Research Australia would be detailed as the formation of the
company approaches a nd can be expected to evolve with company development.
Key functions within initial arrangements would include :

Sugar Research Australia

Board of Directors — SRA Research Funding Panel
- Executive management - Research program ma nagement [3.4.a]
- Corporate

Research teams [3.4.b]

Variety Development and Biosecurity [3.4,c]

Professional Extension and Communications  [3.4.d]

ASA anticipates the SRAboard and executive plus the SRA Research Funding Panel
would ensure all required and agreed planning and reporting  under the Constitution,
Statutory Funding Agreement and protocols with the industry, is useful, informative and
timely .* Plans, reports and Performance Reviews  would be developed with reference to
appropriate guidance frameworks [5.2].

Sugar Research Australia would also ensure  ongoing meetings and communications with
industry, government and research and other stakeholders to achieve the company
purpose. Itis understood that the chair of each IOC usually meets with the minister twice
a year to discuss Company performance, and the Chief Executive Officer should meet
guarterly with officers from the Department to discuss matters relating to performance

under the Statutory Funding Agreement.

With reference to mo dels in other industries, principles and processes for interactions with
industry stakeholders, particularly the peak body, the Australian Sugar industry Alliance,

will be defined in protocols ora Me morandum of Understanding [3.1]. It is anticipated
forma | interactions should occur at least as frequently as with the Department.

The Australian Sugar Industry has invested significant funds over the last years towards
achieving real and effective reform of industry RD&E structures and performance [1.2].
ASA, and foundation members, CANEGROWERS and ASMC,  firmly believe RD&E reform,
including formation of Sugar Research Australia  , is fundamental to a modern industry
moving strongly forward. Funding has been identified to  cover costs associated with
establishing the IOC and transitional arrangements relating to SRDC and BSES.

Sugar Research Australia income sources and financial estimates are considered below.
The Minister, and ASA, are concerned to understand that SRAshould have guaranteed
sources of funding sufficient to ensure it continues to be functional and solvent.

% ]0C Statutory Funding Agreements generally require development of a Strategic Plan three yearly, an Annual Operational
plus a Risk Management Plan, Fraud Control Plan, and an Intellectual Property Management Plan. In addition to Annual Re
an independent Performance Risvieguiredefore each levy poll or at set intervals, and a Compliance Audit report annually.
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ASA endorse ment of the RD&E Reform package in October 2011 included agreement
that on formation of  Sugar Research Australia, growers and millersw ould pay 70c/t as a
statutory levy (35c/t eac h) for the first three years of SRA operation. Thissecure levy would
be 20% higher than fees/levies paid by the industry in 2009, but less than pre -streamlining
costs of running the three separate industry R&D entities, BSES, SRDC and SRI2.3].

SRA isexpected to be financially stable  based on this and ongoing  levy income. An
overarching expectation of the sugar industry, and government in partnership, is that,

like all IOCs, SRAmust manage within its income and budget. There would be opportunity

to pre sent a case for levy increase safter reviews andviaa Sugar Poll.

A picture of SRA income, expenditure and reserves based on SRAstarting in 2013-14 and
out to 2016 -17 isprovided [Fig.10]. These are estimates. Calculation factors include:

1 Ata cane har vest level of 30 million tonnes a year the Sugar Levy income would be
$21m each year . Thisharvest level was used in the RD&E Reform report and in earlier
financial analyses. In 2011, the accepted cane harvest was 28.0 mt after effects of
extreme weather in 2010. The industry anticipat es a return to 30mtin 2012 , and has a
priority of again achieving 36mt over the  next 3-5 years, lifting levy income  [1.3].%

1 SRA would receive other income. In particular, it is anticipated SRA would attract full
potential Commonwealth matching funds [4.3.a] . For these estimates an average 20c/t
is used, or $6m a year on a 30mt harvest.  Important contributions from the Queensland
Government for joint R&D projects should continue after review this year . The industry is
puttin g forward a case for $5.6m a year, with additional funds to be added to the SRA
research pool. (For Figure 10 arounded $3m ayear is used.) Interestincome on reserves
and other earning sis estimated as an average  $2.5m a year . Further income may come
to SRAfor joint R&D projects , an estimate d $1.5m a year.

1 The 70c/t Sugar Levy figure isbased on analysis of cost structures in the Sugar RD&E
Reform report, ¥ and implementation of the BSESestructuring and streamlining , which
is occurring including in va riety development and biosecurity. BSES and SRDCcost
data inform these estimates, however, SRA  will be a new organisation , not BSES or BSES
plus SRDC. The 70c/t includes allowances for inflation averaged over the three years.

1 Operating expenditures are estimated for SRA Corporate, Research Funding Panel and
the Variety/Biosecurity and PEC  Units 6 not for SRA research er groups [Fig.10]. The SRA
Research Funding Pool would be the source of funding for  both external and SRA
research activities . The Sugar RD&E Reform report, using BSES and SRDC data estimated
some $11.4m of BSES research projects in 20 10-11 were funded by BSES fees SRDC,
DEEDI and other income [Fig.10]. BSES research areas are also being stream lined as part
of Sugar RD&E reforms. If SRA research groups do not attract competitive funding through
the Panel process (the Panel , like all IOCs, taking into account  the need to support long er
term research with various providers) , their size will need to be adjusted.

Srong research by BSES groupsshould continue under SRA  contributin g to industry
and national R&D. During 2012, BSESrojects will likely be defined for Panel review .

% At a sugar price of $520 a tonne, payment for sugarcane is about $43/t. The current 2011 poolRiRfarhiee is $495
levy of 70c/t would be much less than 5% of the value of the pRminamydadustries (Excise) Levies ActlI®99

¥ Welsmarg011AustraliaBugar Industry RD&E Reform Rear8.4. Escalation factors used in this and the PJP report
are combued here. From a 201(Mase, in 2012 1.042, 2043 1.086, 20413t 1.131, 2044 1.179, 204% 1.228.
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FigurelQ Indicative SRiAcomepperating expenditureand reservefirst three years.

SRAincome source dunction- estimates 20132014 20142015 20152016
Income $m $m $m
Industry statoryevy payments 7@siB80 mtpa 21 21 21
Commonwealth matching fungedbiyinRD&E 6 6 6
Queensland Government contribytiofetts 3 3 3
Joint R&D project income 15 15 15
Interesbn reserveand other earnings 2.5 2.5 2.5
SRAcome totals A A A
SRA operating expenditure
SRA board, executive, corpBratieane 3.0 3.0 3.0
SRA Research Funding RareUnit 12 13 13
Variety Development and Biosgetighitystations 7.4 7.7 8.0
Professional Extension and Communications Ui 1.9 2.0 20
SRA costs, initial functior 13.5 13.9 14.3
Potential SRA Research Pofdr competitive RD& 20.5 20.1 19.7
Realistic research program 18 18 185
SRA operating result for the ye 25 21 1.2
SRA cash reservebased on $25m at start of*Sk 27.5 29.6 308

Figure 10 is a realistic financial projection for ~ SRA over its first three years. It shows SRA
managing within a likely flat income level for three years including by holding corporate
costs. At year 3, a case for a levy increase could be considered [5.2.1].

The financial picture includes conservative estimates. A 31-32mt crop is foreseeable in
latter years in part due to R&D and extension/advisory effort , with higher income from
industry and government s. There could be more funding from joint R&D projects . Such
income would also expand the SRA Research Pool as proje cts would be assessed through
the Panel. If there is a smaller harvest this will need to be managed by the SRA board.

All SRA functions and activities should meet criteria for Research and Development

activities that qualify for Commonwealth matching Fund sincluding the SRAUnits [5.2.c,
3.4.a]. However, sugar contributions will be much higher than the potential matching level.

In 2013-14, about $30m of SRA expenditure should qualify, of which about $6m could be
matched on the 0.5% of GVP basis. *

% SRA reserves at 1 July 2013 are calculated as $12m BSES cash (BSES estimate rounded), $4.5m cash from sale of Bunc
and Herbert assets 588 SRDC cash. The financial base does not depend on sale of these assets by a set point. The aim is t
optimise industry returns. A proportion of BSESareseeiegnd will be used for transition to SRA.

% Statutory Funding Agreements incluaheitsvon Commonwealth matching contributionsafieainthappropriated

the 10Gs the lesser d3.5% of gross value of production in Australia in the financ0Y%eaf,aandunt that, for the

financial year, is spent by the Companyioh acters t hat qual i fy ¢é aForSugamResearclt h and
Australia and the Sugar Indih&®y5% of5VP would be the limiting measufer most industries.
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Part5. Features of the proposed IGCSugar Research Australia

5.1 SRA Constitutioiparticular elements

5.3 SRA Statutory Funding Agreéempamicular elements

With nine Industry Owned Companies, a number operating for over a decade, the |IOC

model is well-developed. By applying the IOC model, different rural industries are able
to deliver on industry and government expectations for governance, strong, focussed
management and delivery of research, development and industry services.

The IOC model req uires and facilitates arrangements to ensure both levy payer and
government interests and expectations are accommodated and protected.

In developing the framework for Sugar Research Australia put forward in this initial
Ministerial submission, the Australi an Sugar industry Alliance intention is

1 to align with Australian Government requirements and with working IOC models
including by taking guidance from key elements of a number of IOC Constitutions,
Statutory Funding Agreements and other governance docum ents that would support
achieving sugar industry and government objectives, “and

1 in areas where sugar industry needs have particular features, to introduce cases for
these activities or arrangements again aligning with key 10C principles.

Industry conce rns with current structures in terms of performance, costs and balance are
discussed in 1.2. The importance and benefits of forming an Industry Owned Company
at this turning point of the Australian sugar industry evolution are considered in 2.3.

A primar y and widely supported industry objective is to bring together the activities and
assets of BSES and the SRDC plus some activities of S RL, into a single, focussed industry
research and services organisation that will achieve substantially stronger outcomes for
the industry with flow on benefits to regional communities and taxpayers [Parts 1 and 2] .

This objective is key to structures and arrangements put forward in Parts 3, 4 and 5 of
this submission.

0 Features of most current Industry Owned Companies have begrTten€ioestitutions and Statutory Funding

Agreements of Australian Pork Limited, Dairy Australia, and the Australian Egg Corporation have been pgaltigularly reference
the recent Australian Wool Innovation Constitution (2009) and Statutoee memdi(RDAQ) and associated governance
documents. Aspects of the sugar idshsstdytrading company Queensland Sugar Limited have also been reviewed.
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5.1 SRA Constitution 9 particular elements

The Sugar Research Australia Constitution  will address the usual requirements of a
Constitution with regard to the Corporations Act, as well as specific needs for effective
SRA operation from perspectives of the  company and industry levy payers.

A full Constitu tion is to be drafted during the definition and due diligence period mid
2012 for discussion with Industry stakeholders, potential levypayers and Government A

Key elements of an SRA Constitution are considered in this initial submission, including
proposed company structure and functions, membership and board composition. The
intended SRA 'modus operandi' is illustrated through all Parts of this submission.

a. Form of Company

The Industry Owned Company would be established as Sugar Research Australia
Limited, a company limited by guarantee under the Corporations Act 2001

Sugar Research Australia Limited will comply with Corporations law requirements:
1 Australian accounting standards will be followed.

1 Directors will be required to act in the best inter est of the company in performing its
functions to deliver on its objects for the overall benefit of the Australian Sugar
Industry, and not in sectoral interests of parts of the industry.

1 The Board of Directors will be accountable to Members of the company, who will be
those growers and millers paying the Sugar Levy who have registered with SRA.

1 SRA will fulfil requirements for accountability to stakeholders through annual general
meetings, annual reports and other reporting and consultation as agreed or as
needed and appropriate.

As a company limited by guarantee:

1 The liability of members will be limited, for instance to a contribution of up to $100.

1 There will be no dividends or distribution of assets to members. The income and
property of SRA will be app lied solely towards the promotion of the objects of SRA
as set out in the Constitution.

ASA recognises the statutory levies and Commonwealth matching funds would be

‘public monies' appropriated to the Department for payment to SRA as the declar ed
industry services body for the provision of research and research -based services for the
industry. ASA also understands the Minister is accountable for ensuring the funds are

used for the specified purposes and efficiently, effectively and ethically.

“L with reference to current IOC Constitutions as models, the SRA Australia Constitutideditolilithelexpacses

definitions, natureeompany, liability; objects, no distribution, powers; membership, associate mesrgiamsgyotyings,

proxies; levy/voluntary payments and records; general meetings, proceedingsypbliéssdskitiobase, appointment,

election, selection process; board proceedings; interfaces with industry; plans, accounts, reporting; assetiywinding up, ind
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b. Objects and functions

Proposed Objects for Sugar Research Australia Limited ( in each case for the benefit of
the Australian Sugar Industry (Sugar Levy payers)) are:  *

1 to receive funds from the Commonwealth of Australia being proceeds from the Sugar
Levy and contributions by the Government to research and development in relation to
the sugar industry and account to the Government and Parliament of the
Commonwealth of Australia and Members for expenditure of such funds

1 to seek funds from other persons fo rresearch and development, innovation and
associated activities for the benefit of Australian Sugar Industry participants

1 to manage funds SRA receives and any risks related to expenditure and funding

1 to investigate and evaluate requirements for research and development and
innovation and research  -based services in relation to the Australian Sugar Industry

1 to carry out, and co -ordinate and provide funding for, research and development
activities and research -based service activities in relation to the Au stralian Sugar
Industry

1 to facilitate dissemination, adoption and commercialisation of results of research and
development activities in relation to the Australian Sugar Industry

1 to manage, develop, utilise and extend intellectual property from research and
development activities, and to receive proceeds , ifany, of such activity

1 to provide research -based services to Australian Sugar Industry participants and other
agreed associated activities in the interests of the Industry.

Where:

Research and Develop ment activity means an activity that

- is carried out by Sugar Research Australia, or with its support, for the purposes of
Research and Development, and

- relates to the Australian Sugar Industry and is for the benefit of the industry and the
Australian community generally.

Research and Development (R&D) means systematic experimentation or analysis in any
field of science, technology, economics or business (including study of social or
environmental effects of adoption of new technology) carried out wit h the object of:

- acquiring knowledge that may be of use in achieving or furthering an objective of the

Industry, including knowledge that may be used for the purpose of improving any aspect

of production, processing, storage, transport or marketing of s ugarcane or its products, or

- applying such knowledge for the purpose of achieving or furthering such an objective.

Research -based service means an activity with a basis in R&D carried out by Sugar
Research Australia, or with its support, as a service  to the Australian Sugar Industry.

[on R&D activities, see 5.2.c]

2 Modelseferenced fdefinitionand other features includétséralian Wool Iratisn(AWIConstitution 2009, Avstgory
Funding Agreement 2@k&tralian Pork LimiAgL)Constitutid?009 , Meat and Livestock Australia (MLA) Constitution, and
Dairy Australia (DA) Constitution and associated Statutory Funding Agreements.
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The functions of Sugar Research Australia will be research and development and
activities associated with R&D . Current arrangements for these  activities are being
restructured as the indust ry moves towards envisaged formation of SRA. In SRA, these
functions will be directly representative of industry interests as identified through
extensive consultation and analysis, and reflected in the Sugar RD&E Reform package
endorsed by ASA in October 2011 [Part 2].

Intended SRA functions are discussed and aspects defined and illustrated in Parts 3 4
and 5 of this submission. More detailed information will be developed by mid 2012.

Sugar Research Australia will:

1 not be a marketing, trading or commer cial organisation

1 not be a strategic or policy organisation except to develop research strategy to
address near and long term needs, and to undertake at times, research that could
contribute to considered policymaking and regulatory development

1 not mak e grants, or otherwise provide financial assistance, to a body that represents
sugarcane growers, millers or the sugar industry generally (any SRA action to acquire
property, goods or services from or to fund projects with such a body must be on
ar mo s th]transparent and competitive terms)

1 not engage in Agri -Political Activity.

Where:

Agri-Political Activity is understood to mean engaging in or financing any form of

external or internal political campaigning, or activity intended to exert politica | influence
on a Government or to advantage a political party or political candidate over another,

but to notinclude  an activity required or authorised under the Corporations Act 2001

(Cth) or another law.

c. Members of the Company, Sugar Research Austr  alia

For Industry Owned Companies, all statutory levy payers and in some cases, other
financial contributors , are to be the company shareholders/owners/members.

For SRA, financial contributors would be 'growers' and 'millers' paying the statutory levy
eq ually, plus the Australian Government providing matching funds using the established
formula . Other income would mainly be as R&D project linked collaborative inputs ,
including anticipated contributions from the Queensland Government .

Sugar Research Austr alia will be a new research and services company with important

and different positioning in the industry compared to commercial and representational

entities. Growers and millers have worked together to reach agreementon  RD&E reform
including for equal p ayment of a statutory Sugar Levy for funding of a single research
company and larger R&D program. This is a major and tangible advance for the industry.

Membership and voting systems  need to be structured to involve grower and miller
levypayers ata numbe r of levels as members and active contributors to SRAprocesses,
noting t he industry spreads across districts with cane growing businesses located around
one or a few mills, and varying priorities, issues and histories.
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These factors and practicalities  are taken into account in putting forward bases for voting
in Sugar Levy polls, company membership and voting in relation to company business.
Two classes of members for SRA, 'growers' (Group G) and 'millers' (Group M) are nominated,
with working definition s as follows, where 'person’ would usually be each business entity:

A person is eligible to be a Group G Member of Sugar Research Australia if the
person paid the Sugar Levy during the previous Financial Year on sugarcane
produced and accepted by a process ing plant for processing.

A person is eligible to be a Group M Member of Sugar Research Australia if the
person paid the Sugar Levy during the previous Financial Year on sugarcane
accepted by a processing plant they operate.

With the Sugar Levy based on  a single measure of 'accepted sugar cane' [3.1,3.2.d] and
paid equally by the grower and miller in each circumstance, the total Sugar Levy

collected from 'Growers' and 'Millers' each year will be equal. If cane is not accepted it

would not be counted for either part of the Sugar Levy.

The initial number of potential Grower members could be up to 5,000, with initial potential
Miller members as 10 -11 companies. As with other IOCs, levypayers would need to register
with SRA to formally become Members of the Company.

Sugar Research Australia would use reasonable and regular endeavours to ensure levy
payers who are not registered as members are advised of membership entitlements
and how they can register to be a member of the company.

Sugar industry policy a ssociations should not be S ugar Research Australia members , nor
at this stage is there considered to be need for an Associate Member facility for ~ SRA. As
an industry owned research organisation , SRA will interact routinely with many groups.

d. Levy basis , collection, ballot voting, company  voting

The Australian Sugar Industry has established systems for recording tonnes of cane
accepted for processing by plants, and processes for collecting  fees and levies. In the
case of the SRDC levy, proceeds are forw  arded to the Department. Total @  uantities of
cane accepted  are known and mills have records of tonnage and for each grower
business. From time to time, a new plant may need to be introduced to the system.

The proposed new Sugar Levy would be calculated on annual 'tonnes of accepted
sugarcane' ['sugarcane accepted for processing’, 3.1]. * The statutory levy would be
payable to the Commonwealth Government at the point that sugarcane is accepted

from a grower by a processing plant and paid for.

The Sugar Levy would be a new levy, collected in the same way as the current SRDC

levy (which would cease). For the first three years of Sugar Research Australia, ASA has
agreed a 70 cents a tonne amount paid as an equal levy on 'growers' and 'millers' at 35
cents at onne each [2.3]. Financial projections are discussed in Part 5.

3 The term 'accepted is established in cane supply contracts between grosseveedirasnmilisurrent regulations.
The definitiomill be considered closely during development of a proposed SRA Constitution.
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As occurs now, the processing plant (mill) accepting and paying for the sugarcane would
collect 70 cents per tonne for  the Commonwealth, and would deduct 35 cents per
tonne from sugarcane  payment proceeds being returned to the grower.

The Levy Principles and Guidelines emphasise equitable arrangements, including in
distribution of benefits from the levy, imposition of the levy, and through ballots that are
representative of actual and pote ntial levy payers. The Guidelines identify two possible
voting counts for levy polls, one vote per business entity or an allocation of votes based

on amount of levy paid (or payable).

For the initial industry levy ballot envisaged in 2012 and for future Sugar Levy poll voting
[5.2.f], in both cases aiming to involve all levypayers in voting, and taking into account
features of this industry, ASA puts forward the following arrangements:

1 For Grower levypayers , votes cast would be counted on two bases:
(i) one vote per cane growing business (based on ABNSs as identified by the grower).

(i) one vote per tonne of accepted cane in the prior harvest year (based on
tonnage identified by the grower).

1 For Miller levypayers , votes cast would be counted on two bases:
(i) one vote per mill company (a company owning one or more processing plants, 3.1)

(i) one vote per tonne of sugarcane accepted and paid for by the mill company.

With reference to the  Levy Principles and Guidelines for the purpose of showin g 6 d emon
strated industry supportd for introduction of or

Majority support would be calculated on votes cast by those who choose to
participate in a ballot process, with indicative target levels of

50% of the Group G votes cast counted on the ABN basis, and
50% of the Group G votes cast on the tonnes of cane basis, and
50% of the Group M votes cast on a mill company basis, and

50% of the Group M votes cast on a tonnes of cane basis.

This voting calculation  and counting basis reflects structures within the sugar industry and
that for this industry both growers and millers  would be contr ibuting via statutory levy
toward Sugar Research Australia. The balancing of by -business measure with tonnes of
cane grown or processed, gives weight to the smaller entities in the industry, particularly
among growers but also for processors, while recognising amount of levy payment.

Systems for collecting grower votes with ABN and tonnage information will be developed
and test ed in the months leading to the first poll. The sugar industry has arrangements for
recording tonnage information. Procedures used by other IOCs will be considered

including approaches for random checking on information on voting returns.
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For Sugar Research Australia company proceedings , alongside all Members being
advised of and able to attend and speak at a general meeting, a delegate based
system is envisaged |, similar to that operated by Australian Pork Limited, and also as
understood by growers throug h arrangements for Queensland Sugar Limited.

1 Group G members would have 1 delegate by omild]l a |
in that mill area (where a mill area or region is defined by current contractual links
between growers and each mill and can chang e over time. A region such as the

Burdekin, with four mills, would have four of the 24 delegates).

1 Group M members, mill companies, would appoint one or more delegates for the
number of processing plants  [3.1], they operate that processed over 100,000 ton nes of
accepted cane the prior harvest year.

It is intended that the Delegates vote on all company business required to be taken , or
taken by SRA decision, to a general meeting, except any matters reserved to a vote of
the Members by the SRA Constitution  or the Corporations Act.

1 A majority on an ordinary resolution would be 50% or more of Group G delegate votes
cast, plus 50% or more of Group M delegate votes cast. As in general meeting
practice many such decisions are likely to be voted on a show of ha nds.

1 A majority on an special resolution would be 75% or more of Group G delegate votes
cast, plus 75% or more of Group M delegate votes cast. 4

Such a delegate -based arrangement is understood in the sugar industry and particularly
by growers. It provides for a group of members (elected by areas for this purpose) to

focus on the business of Sugar Research Australia, and to contribute actively to general
meetings. SRA would likely also use the delegate group as a forum for R&D interactions.

Providing for a delegate per mill area and mill also recognises the investment by mill
companies in the regions in maintaining mills in operation. A region such as NSW would
have three Grower delegates and a Mill delegate or delegates with three votes at
general meetings

Details of the delegate approach will be further developed over mid 2012, including on
points such as rotation of and voting for Grower delegates from mill areas.

Where the Corporations Act requires a Member vote, such as for removal of a director
by ordinary resolution (s230D), it is envisaged this would be counted on the same basis
as the levy poll.

“ asic.gov.au (5.1.2012): Ordiespjutions are not specifically defined in the Corporations Act and require only a simple
majority to pass (i.e. more than 50% of the members present at the meeting, either in person, or by proxies). Some matters
which an ordinary resolution isesufice: electionélection of directors, appointment of an auditor, acceptance of reports at
annual general meetings, strategic, commercial decisions, increase or reduction in number of directorsgreSpecial resolutions
defined and required foiquaat decisions (eg. change Constitution, change name, share arrangemenis,leasting up).

75% of the votes cast by members entitled to vote on a special resolution must be in favour of the ressdtion for it to be pa
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e. A skills-based board, selection of Directors

ASA recognises that a new Industry Owned Company must have a skills -based board.
This is a key part of the Australian Government criteria for supporting formation of an 10C
to be a designated industry services body receiving proceeds of a statutory levy. DAFF
guidance refers also to ASX Corporate Governance Principles and Recommendations
2010 regarding a skillsbased board.

Fundamental to any corporate governance structure is establishing the roles of the board and
senior executiveBrinciple 1, with a balance of skills, experience and independence on the board
appropriate to the natuekextent of company operatiBriaciple 2sx 2010

The ASX also provides guidance on board structure and Director selection, including:

1 A majority of the (skills -based) board should be independent directors, and the chair
should be an independent dire  ctor. #

1 Establishing a selection committee to progress a formal and transparent selection
process from a diversity of candidates, for appointment and re  -election of directors.

1 The board should be of a size and composition that is conducive to making
appropr iate decisions. The board should be large enough to incorporate a variety of
perspectives and skills, and to represent the best interests of the company as a whole
rather than of individual shareholders or interest groups.

In the case of IOCs ba sed on statutory levies and members being all levy payers, the
best interests of the company are expressed broadly. For instance, as by APL:

The board is responsible for ensuring that company funds are used to best advantage for the long
term benefit ofigtralian lexpaying producers and the industry more hrstitilgs to create

member value by constructively engaging with management to ensure tthevapppopidie

execution and monitoring of the company's agreed stPatagiesite 2012

ASA also recognises that rural industries are characterised by representational structures,
and at times the distinctiveness of an IOC needs to be reinforced. Emphasis on skills -based
independent directors is increasing and it is understood this will be g iven weight in

Ministerial assessment of new and future 10C governance proposals.

Across |OCs there is general agreement on capacities expected in a skills -based board.
With reference to  current Statutory Funding Agreements, it is envisaged that:

ForSugar Research Austral i a,woad riedrkaibbatddhatBas ed Boar ¢
can demonstrate collective expertise against each of the following:

corporate governance including in chairing a company

sugarcane growing

sugarcane processing for any product

R&D, technology, technology transfer, commercialisation and adoption

conservation and management of natural resources

administration of research and development, and

finance and business management.

> > > > > > >

5 An independent direistoiot associated with a substantial shareholding (Corporations Act s9 indicates substantial to be 5% of
more of voting shares), or a prior executive employee of the company or an associated group, or a material supplier or custom
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Current I0Cs endeavour to achieve skills  -based boards through various mechanisms
reflecting industry histories and objectives. Australian Wool Innovation, Australian Pork
Limited and Dairy Australia, for instance, have quite different arrangements.

In developing this Sugar Research Australia submission, ASA has taken note of these and
other models, and experience with sugar industry organisations , including BSES Limited,
SRDC, SRL, andQueensland Sugar Limited

Proposed arrangements  for Sugar Research Australia Directors and their selection are out -

lined he re in some detail as these are points of focus for industry participants, stakeholders
and Government. In developing a full proposed SRA Constitution, all facets of Director
appointment process, rotation, election timing, vacancies and other  contingencies will

be considered and addressed, and expressed in appropriate terms.

1 Number of Directors . Unless otherwise decided by voting at a general meeting,
SRA would have a minimum of five and up to nine directors , With 7 to 9 being the
expected num ber. A Director need not be a Member.

1 Skills. The Board must ensure that the Board as a whole has a balance of appropriate
and identified skills and experiences, having regard to the nature of the business and
affairs of the company. Broadly identified sk ills are listed above. The Board is also to
review and publicise skills and experience it needs each year.

1 Director Selection Committee . At each, or each second, Annual General Meeting,
a Director Selection Committee  will be formed to operate in advance of the next
AGM. The Selection Committee will  be five people , a Chair appointed by the SRA
Board from one of the Directors not retiring, plus two elected by Group G delegates,
and two elected by Group M delegates. Details of election arrangements will be
developed during drafting of a proposed SRA Constitution.

1 Function of Selection Committee . Each Selection Committee may take any action
that it thinks appropriate to advertise vacancies and using a transparent process, to
identify persons suitabl e for appointment or re -appointment to the office of director.  If
the Chair is a retiring director, the Selection Committee should also identify a person
suitable to take the role of SRAChair. The Selection Committee isto  be assisted by an
independent Di rector recruitment specialist. = The Committee is to choose from candi -
dates those persons who will in its view best ensure that the SRA Board collectively has
an appropriate balance of skills and experience in areas identified.

1 Appointment . In usual circu mstances, the Selection Committee w  ould nominate the
number of directors needed to fill vacancies (including from retirement on rotation,
likely after three years) and these nominees will be appointed by the Board.

1 Chief Executive Officer. The Board may a ppoint a person as Chief Executive Officer for
a specified period, and/or on specified performance terms.

It is important for the Australian Sugar Industry, and is the intention of ASA, that the Sugar

Research Australia Board be positioned and able to op erate professionally & to achieve
objectives and to ensure funds are used for the long -term benefit of levy pay er members,
the industry broadly and its communities. Protocols for Industry and SRA interfaces will be

developed during 2012, and po  tentially a Memorandum of Understanding [3.1].

AustralianSugarndustry ¢ Initial proposal for an Industry Owned CompamyFebruary 2012



59

Ultimately, Sugar Research Australia Members will be responsible for  assessing the
strength of performance of SRA and its Directors through:

1 voting at Sugar Polls on the level of statutory levy and key SRA forward activ ities [5.2.],
with that voting weighted to recognise smaller entities among all levypayers

1 attending and speaking at general meetings of the company, and

1 involvement of grower members in election of delegates from their mill area and
interaction with tho  se delegates.

f. Assets and winding up

The Australian Sugar Industry is looking to achieve an effective, sustainable research
organisation built on assets and capacities in current entities. On formation of Sugar
Research Australia as an| OC and i ndustry services body , it is anticipated the majority of
assets, liabilities and continuing staff of SRDC and BSES as well as key activities and
programs would be moved to SRA. Over 2012, there will be careful work to identify key
steps and appropriate and nece ssary agreements and arrangements.

An IOC will be a Company limited by Guarantee with assets owned by Members.

1 The SRDC is a government entity and it is understood there are tested processes,
including legislative changes that would enable transfer of it s assets to SRA

1 The BSES Constitution has steps for interaction with BSES members on  company
changes. On BSES Board decision particular assets should be transferrable to SRA as
a like company. BSES assets could be about $30m, depending on valu ations. In the
main, this accumulation of assets has been paid for by the sugar industry through
payments of levies and fees, but not through collection of a Federal statutory levy.

The Sugar Research Australia Constitution would  reasonably include a clau se relating to
assets and liabilities appropriate to a Company limited by Guarantee. For instance;

If the company is wound up, any surplus property must not be paid to members but must be paid or
transferred to another corporédiptine objects of wiich e si mi | ar t o the comp.

(b) the constitution of which prohibits the distribution of its income and property among its members.
Dairy Australia Constitution

The Statutory Funding Agreement to be settled between DAFF and the industry for SRA
will include provisions in relation to application of statutory levy and matching government
contribution funds including in case of cessation of the company. Definitions of Funds vary

in some Agreements and approaches to the handling of some elements would need to
be discussed with DAFF including handling of assets and liabilities and future use of
assets for the benefit of Australian Sugar Industry participants.
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5.2 SRA Statutory Funding Agreement @ particular elements

Effective formal arrangeme  nts and interactions among the Australian Sugar Industry, the
Australian Government, and Sugar Research Australia as an I0C backed by legislation
including for a statutory levy, will be key to SRA'songoing performance.

It is recognised that Commonwealth legislation is required for the IOC to be declared the
industry services body and receive (under a contract) Commonwealth funding to provide

R&D and services, and that the Minister is accountable to Parliament for ensuring the

statutory levy and matching R &D funds are used for the stated purposes and spent
efficiently, effectively and ethically.

Under this legislation, Sugar Research Australia would enter into a Statutory Funding
Agreement (SFA) with the Commonwealth to enable it to receive levies and match ing
funding for eligible R&D.

ASA understands the SFA is to set out obligations on the I0C including:

1 the broad accountability framework applying to Sugar Research Australia, reflecting
government and industry expectations and requirements for good pract ice in the
management of and reporting on the use of public monies

1 reporting requirements to the Minister to facilitate his/her accountability to Parliament
for the expenditure of the funds provided, and

1 obligations to implement a framework of good govern ance practice, drawing on the
ASX Corporate Governance Principles and Recommendations.

Recent |IOC Statutory Funding agreements, including Australian Wool Innovation 2010
and Horticulture Australia Limited 2010, as mentioned by the Department, have been
referenced in development of this section of ASA's initial Ministerial submission.

Particular elements of a potential Sugar Research Australia SFA are discussed below
including around governance, application of the Funds, “® planning and reporting, the
statuto ry levy sought by the industry, and levy polls. These sections further illustrate
intended SRA modus operandi.  *" Aspects link to pointsin 3.1 and 5.2.

It is envisaged a full Statutory Funding Agreement could be drafted in discussion with
DAFF over mid 20 12 and for iterative development to assist achieving timing targets

6 Generally defined3IFA as: Statutory Levy Funds collected from industry participants, Commonwealth Matching Payments
eligible R&D, income earned or derived from the Funds, proceeds from sale or disposition of assets acquired from the Funds.

47 With referee to curredtgreements as models, the SRA Agreement could be expected to include clauses on: definitions, teri
and operation, expectations relating to the SRA Constitution and Corporate Governance, Payment of the Funds, Manageme
the Funds, Application of thés-@uspension or Termination of payments, Repayment, Access to Records, Strategic Plan,
Annual Operational Plan, Other Plans, Reports and Meetings, Review of Performance, Compliance Audit, Acknowledgemer
Disputes, plus associated Schedules incl@bstsdlocation, Program Framework.
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a. Governance expectations

Key elements of proposed Sugar Research Australia governance arrangements are

discussed in 5.1, including SRA objects and functions, identification of Memb ers and
basis for voting rights, and a skills -based board with selection processes references to
the ASXCorporate Principles and Recommendations and to IOC models.

The Industry notes, and agrees with, important Government expectations that o}

1 Sugar Research Australia would need to do all things necessary to remain
representative of the Industry's R&D and research  -based services interests.
Development of protocols around interfaces with Industry is outlined in 3.1.

1 SRA must use reasonable endeavours to  ensure levy payers who are not members
are advised of entitlements to become, and how they may become, members.

1 SRA would set in place processes for evaluating performance of the board and its
committees and would envisage these developments being discu ssed with the
members and the industry as well as the Minister.

b. Government payment of funds

ASA notes clauses in Statutory Funding Agreements regarding payment of funds to the
IOC, subject to the contract in the Agreement. A similar clause is anticip ated in a Sugar
Research Australia SFA, potentially along the following lines:

Payment of Funds

In consideration for the Company agreeing to assume certain obligations as specified

in this Agreement, the Commonwealth must, subject to this A greement, pay the Sugar
Levy Funds and Commonwealth Matching Funds to the Company.

The Commonwealth must pay Sugar Levy Funds to the Company as arranged.

The Commonwealth Matching Funds will be an amount equal to 50% of the amount
already spent by the Co mpany on Research and Development Activities, provided that
amount:

- does not exceed, in a financial year, 0.5% of the amount determined by the Minister to
be the gross value of production (GVP) of sugarcane in the financial year, and

- does not exce ed the total Sugar Levy funds received by the Commonwealth.

More generally, the Australian Sugar Industry anticipates the same criteria regarding
Matching Funds for Research and Development Activities being applied to the sugar
industry as to the many ot hers receiving this vital support, noting at least two large
industries will progress levy polls in 2012 with possible levy increases.

In June 2011, the Minister ruled out across -the -board phased reductions in matching
funds, confirming the importance of investment in rural research and development, and
not indicating any change in the application of Matching Fund rules by sector [2.3].

SRA Research and Development Activities are discussed in Part 3. Financial calculations
are considered in Part 4.
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c. Application of the funds & planned initial SRA activities

The Australian Sugar industry Alliance is progressing a comprehensive industry RD&E
reform project. The integrated reform package agreed by ASA in October 2011 is
outlined in section 2.1 of this su bmission,* and industry and stakeholder consultation in
section 2.2. The importance of the IOC for the sugar industry is discussed in 2.3.

Considerable analysis backs envisaged structures and activities for Sugar Research
Australia, including reference to  criteria for IOCs and definitions of types of activities.
IOC and Levy Principles are recognised, as are flexibilities in application of the IOC model

to address needs of industries. It has been indicated that custom or ideology should not
limit proposit ions. Where the sugar industry has particular features and needs, as it does,
ASA explains proposed particular arrangements for application of the funds [Part 3].

Overall, funds received by  SRAshould be used for the carrying out, and co -ordinating
and providing funding for , research and development activities and research -based
activities in relation to the Australian Sugar Industry 0 as set out in Objects proposed for
the SRA Constitution and definitions based on IOC models [5.1.b].

Sugar Research Au stralia, like other IOCs, should comply with requirements for expenditure
of types of funds as will be specified in the Constitution and the Statutory Funding
Agreement. For instance, along the lines of the AWI SFA o}

1 Sugar Levy payments are to be spen  ton research and development activities, other
activities or both for the benefit of Australian Sugar Industry participants, and

1 Commonwealth Matching payments are to be spent on research and development
activities for the benefit of Australian Sugar Ind ustry participants and the Australian
community generally.

A key industry objective is to achieve an effective, efficient and sustainable single research
organisation that brings together a range of important activities of three current entities.

Key Sugar Research Australia activities on formation could be categorised as:

1 Research and Development strategy, planning and program management

1 Carrying out research particularly into plant breeding, farm systems, biosecurity

1 Development of sugarcane varieties for distribution

1 Professional Extension and Communications 8 dissemination, adoption, feedback
1 Biosecurity services based on research and development , and

1 Sugar Research Australia governance, planning, management, reporting.

These working categories of SRA activity are considered in relation to the Levy Principles
and Guidelines in Part 3. SRA activities are expected to evolve over time.

8 Welsman SAustralian Sugar Industry RD&E ReReqport, Reform proposals, Implementatioispptr2®1 This
report includes descriptions of activities of current organisations, particularly BSES.
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It is assessed that these would accord with the definitions of Research and Development
Activities utilised in Sta tutory Funding Agreements . For instance, the HAL SFA 2010 clause
7.4, or as from the AWI SFA 2010 &

7.2.1 Research and Development Activities: examples of activities which may be determined to be
Research and Development Activities include:

(a) the devgbment of workforce skills, education and the training of people to undertake Research and
Development and apply the outcomes

(b) the building of strong research and development leadership capacity and encouraging diversity of
people across the Industry

(c) the investigation and evaluation of the requirements for Research and Development and, on the
basis of such investigation and evaluation, the preparation, reviewing and revising of Research and
Development plans

(d) the carrying out, and the comndiaat! funding of the carrying out, of Research and Development

(e) the monitoring, evaluating and the reporting to the Commonwealth and the Industry, on Research
and Development

(f) facilitating the dissemination, adoption and commercialigasatiobtiesearch and

Development or of practices or technological developments that have been designed or adapted to
improve the operation or efficiency of the Industry

(9) the dissemination of information related to any aspect of Research emig \Riestlopm

electronically, by print or by any other means

(h) improving the accountability for expenditure on Research and Development activities in relation to
the Industry

(i) the development in the Industry of an awareness of the contaipubiemiddt oy Research

and Development in improving its efficiency and competitiveness

(i) the collection of statistical information on the Industry

(k) such other activities as may be approved I
()engamg directors, employees, consultants and agents of the Company and in meeting administration
operating or capital expenses (including, but not limited to, lease costs, legal and other professional

expenses and the cost associated with the condutalfRiod) reasonably necessary or
appropriate to be incurred by the Company to support its activities in relation to paragraphs (a) to (k); and

(m) any activity incidental but considered important to an activity referred to in paragraphs (a) to (l).

d. Management of application of funds 0 Board and SRA Research Funding Panel

Australian Sugar Industry participants and the Australian government will equally expect
Sugar Research Australia to plan to expend levy and matching funds in a manner that is

cons istent with the Constitution, Statutory Funding Agreement, and directions on priorities
and weightings identified through interface processes in protocols or an MOU  [3.1].

In discussion with DAFF and the Industry after this initial submission it may be de cided to
specify some uses of funding in Sugar Levy Poll papers. If so, and if supported in the Poll,
this would also be recorded in the Agreement and subject to reporting.

In addition, expenditure will need to accord with the SRA Strategic Plan and Annual
Operational Plan, and with designated Guidelines and Priorities, and other directions
communicated by the Minister, as well as guidelines relating to  program and financial
management of the levy and matching funds.  Both the Government and Industry will
expect SRAto apply funds in a manner that is efficient, effective and ethical.
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ASA, through interactions with SRDC and Governments generally, understands the
necessary and important weight placed on professional and accountable program,
project and financi al management. As an Industry Owned Company backed by
legislation and a statutory levy, SRA will need to ensure capacities in the Board and
staff to service these requirements.

Different management systems are operative within SRDC and BSES. One objectiv e
for the single research organisation is to ensure efficient and effective operations at
strategic, program, procedural and detailed levels, with savings in overall costs.

The SRA Research Funding Panel will be a key and unique feature of Sugar Research
Australia management of application of funds. ASA envisages further articulating the
role and process of the Panel during the definition period from April 2012, ideally

involving experts on the proposed interim Sugar Research Australia committee.

The SRA Research Funding Panel will be key to the development and professional
conduct of a larger sugar industry competitive research funding program including
shaping of research programs and robust evaluation of proposals from all providers
including within SRA, and ensuring alignment with  priorities [Part 3.4].

The onus will be with both the SRA Board and the SRA Panel to make the research pool
process work as intended , including to ensure transparent R&D project review, selection
on merit against p lans, and to report fully for stakeholders including government.
Provisions articulating this responsibility will be developed, in discussion with DAFF, for the
Constitution , the Agreement and/or a Memorandum of Understanding.

e. Plans, reports and revi ews of performance

SRA will develop plans and reports as required by the Corporations Act, Constitution,
Statutory Funding Agreement, protocols and/or MOU with Industry and as needed for
effective communication with stakeholders [3.1]. These will include:

1 the SRA Strategic Plan and Annual Operating Plan as required in the Agreement

1 associated plans including for ~ Risk Management, Fraud Control, and Intellectual
Property Management

1 Annual and other reports in accord with all requirements.

Consultation wil | be expected with the industry, Government and other stakeholders ,
with attention to issues, priorities and processes. This will be a key to ensuring SRA meets
expectations including of spending funds for the benefit of Australian Sugar Indust ry
participants and of the Australian community [5.2.c], and that activities remain
representative of the Industry's R&D and research  -based services interests.

Formal Performance Reviews as expected of IOCs, usually three yearly, will be new for
sugar in dustry research management, and welcomed by ASA. While evaluations of
research are conducted, neither SRDC nor BSES undertake performance reviews in the
terms set out in Statutory Funding Agreements, i  ncluding evaluat ion of performance in
meeting obligatio ns under the SFA, and of delivery of the benefits to sugar industry
participants and the Australian community generally foreshadowed in plans.
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f. Sugar Levy and Levy Polls

ASA understands arrangements for statutory levies are set out in various instr uments
including, for some industries, regulations on frequency of levy polls and how they are to

be conducted, with reference to this in the SFA. * These provisions appear to link to issues
in the history of forming the I0Cs. Other industries with IOCs un  dertake levy polls, in line
with the Levy Principles and Guidelines , only when itis decided to seek a levy increase. *°

Having considered models for polls, plus background to this industry and the RD&E
reform process, ASA proposes the following features with regard to a Sugar Levy poll :

1 The initial Sugar Poll to be conducted in 2012 in relation to formation of Sugar
Research Australia with a target commencing date of 1 July 2013, plus a new
Sugar Levy and associated changes.

1 Atthe end of thet hird year from SRAcommencement,a formal Performance Review
is to be c ompleted with subsequent Performance Reviews to be conducted each
third year.

1 Cases for change to the Sugar Levy, or components if any, are to be put after a
Performance Review

1 The Performance Review findings plus Board assessment and response are to be
presented to the SRA delegates .

1 If there is no recommendation for a levy change, delegates may accept the
recommendation or decide to call for a Sugar Levy poll.

1 If alevy changeis recommended , and this is supported by the delegates, the change
would be taken to a Sugar Levy poll under the Levy Principles and Guidelines.

1 A Sugar Levy Poll is to include three levy options, one of which is to be a zero levy.

1 Each Sugar Levy Pollis to be overseen by an independent returning officer.

It is proposed that the Sugar Levy Poll criteria be referenced in the Statutory Funding
Agreement with details in a Schedule, including specifications of process for review of
features of the Sugar Levy Poll arrangements. The procedures would include  the
establishment of a Sugar Poll Advisory Committee before each Poll.

For the formation poll, b ased on implementation of the Sugar RD&E Reform program,
including restructuring of BSES Limited and S RL, CANEG ROWERS and the Australian Sugar

Milling Council, through the Australian Sugar Industry Alliance have endorsed initial
Industry funding for Sugar Research Australia, on formation, of 70 cents per tonne for

three years, collected by statutory levy, half from the grower, half from the miller  [5.1.d].
Associated financial projections are developed and discussed in Part 4,

9 In partiular, th®airy Poll (Dairy Produce (Dairy Service Levy Poll) Reguatiuhth2966! Poll (Wool Services
Privatisation (Wool Levy Poll) Regu2éidns

* For instance, an Australian Pork Limited Forum in Nov 2009 decided to progessspd@agaicConsultation and
voting took place over-8ep 2011. A proposal for increase was submitted to the Minister 3 January 2012.
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Appendix 1. Industry priorities

The Australian Sugar industry Alliance (ASA) is providing this statement
on research priorities  to research organisations as guidance for
planning and allocation of Industry funds over 2011 to 2014.

ASA antic ipates implementing major and vital reforms to sugar
RD&E arrangements and performance by 2013 -2014. Processes will
need to be further developed for incorporating Industry priorities into
R&D planning, iterative consideration of proposals including longer

term investments, and extending and branding research outcomes.

This statement has been distilled from analysis of industry  -researcher
workshops and review of research entity plans and government
priorities (30 documents), as well as more than 100 intervie ws and
written inputs from industry groups and individuals during 2011.

Three dimensions to the challenge of aligning R&D activity with
Industry priorities have been identified in this analysis:

A. KEY ISSUES for action through focussed research
B. TYPES of RESEARCH ACTIVITY
C. RESEARCH PERFORMANCE and management.

ASA is providing a weighted set of priorities for each of these dimensions

of research planning and for reviews of current projects and gaps. Itis
anticipated research organisations expe nding sugar industry funds will
develop criteria and measures that ensure alignment of programs and
projects with these priorities.

The Industry is not listing sub -elements or themes as there is a need for
focus on top -level objectives. The challenge isw ith research entities in
planning, and researchers in proposing projects, to show how strong
outcomes should be generated for the industry. Overall, the Industry is
looking for a higher proportion of larger projects, targeting step change
results, rather t han numerous smaller incremental change projects

A. KEY ISSUES for action through focussed research

It is generally acknowledged that the Sugar Industry R&D spend has

been spread over too many topics. In part, this echoes work -shops

where participants t ry t o 6écover everything and

Over 2011 -2014, while RD&E is restructured, Industry R&D funding

should be focussed on inventive programs and projects designed by

researchers to address three major, linked, issues.  The single major

challenge is the r eduction of industry size by 18 -20% since 2002, to a

point where a number of mills face viability questions.

Issue 1. Industry growth o need to stop decline and build to 36 mtpa.

Issue 2. Cost and profitability of sugarcane and sugar production,

across different farms types and mills.

Issue 3. Environmental and regulatory pressures including water.

To sharpen focus, the Industry is placing a low priority on use of Industry

funds for research into diversification of cane uses and new products.

Funding ou tside the Industry is accessible for such commercial RD.
KEY ISSUES for research action Priority weighting
Industry growthi need to stop decline and build to 36 mtpa ir 40%
by R&D to increase yield and achieve step change in prod
Costand profitabilitypf cane and sugar production, across d 3540%
farms types and mills, including by R&D on efficiency alon
Environmentand regulatorpressures including by R&D into 1520%
chemicals, and technologies/systenesitartifimental sustainak
Diversificatiérbiomass, fuel, new products. 0-10%
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B. TYPES of RESEARCH ACTIVITY

Appendix 1. Industry priorities

C. RESEARCH PERFORMANCE and MANAGEMENT

Many think of priorities in terms of types of research and associated

anticipated outcomes, so Industry views on strategic alignmen
include a level of expectation around weighting of forms of R&D.

Research managers also think in terms of balance of research type.

Based on consideration of multiple Industry and researcher

t

statements, the following weighting for Industry investment in types of
research is provided as guidance for research planners and
researchers in use of Industry funding over 2011 to 2014.
TYPE of R&D | A description Priority
weighting
Variety delivery of new more proguativeties to the industry
development | appropriate disease and insect resistance, miling ¢  25%
quality, and usages such as biomass where weight

Plant Breeding plant breeding research including DNA marker: 20%
I molecular technologies/ varietiesseat! and tissue propagati 0
Biosecurity breeding trials for disease, disease study, quaran{ 5-10%
Environment, | sustainable cane production, future cane producti
water, farming| systems, innovatways of facilitating adoptidarmn 25%
systems
Milling and milling processes and systems, transport, harvest 1015%
supply supply arrangements, including quality
Social, people| development of individuals, networks and social ¢ 10%
and adoption | industry, regions, communities
Analtical chemical analysis of sugar and other cane produc

. 0-5%
technologies | InfraRed
Alternate cane| Investigation of alternate uses for sugarcane biorm
uses, biomass| including fuel, by products from cane, other sugar| 0-5%

by-products

Rural industries expect outcomes from investment in research. In
general, Australian rural research tends to the applied, with industries
expecting researchers  to put forward well -designed projects with a
strong likelihood of both research success and user uptake. A level of
risk is recognised but overall, useful outcomes must be achieved.

Industry participants want R&D strategy and funding usage to be

aligned with priorities and to make a difference to industry p rospects.
It is reasonable to expect 80%-+ of projects to deliver forecast results,
including at key stages taking into account timelines for some R&D.

ASA is looking for increased performance, greater accountability and a
more rigorous evaluation of resea  rch. The Sugar Industry has been
grappling with research  decision -making processes, multiple entities
and costs. From 2011, the Industry is placing high priority on RD&E
reform. With further development of industry -research interfaces, a
range of tools in cluding economic evaluation of risk  -returns, research
success and adoption could be used to develop cases for higher risk
projects and longer term programs. Potential of collaboration across

industries is also recognised but this is a low priority for 2011 -14.
RESEARCH PERFORMANCE expectation Priority weighting
Results achieved and deliverdeimonstrable HIGH
Industry outcomes from 80%-+ of projects
Strategic alignment with priorities HIGH
A single R&D project review pathaag High
project portfoliohwiinimal duplication
Robust and efficient program management High
Transparency of process and projects High
Industrywide benefits (75%+ of mill areas) Medium
Higher risk, blue sky, lotgrm research Low, pending new structur
Collaborabn across rural industries Low, pending new structur

AustralianSugarndustry ¢ Initial proposal for an Industry Owned ComparmyFebruary 2012




Appendix 2.

Refer www.canegrowers.com.au www.asmc.com.au/

UPDATES ON RESEARCH REFORM PROCESS

17 February 2012: Sugarcane growers urged to attend
important research reform meetings (ASA media release)
Sugarcane growers and everyone interested in a strong
future for the sugar industry are being urged to attend
meetings in their local district in March to learn more
about reforms underway for research in the Australian
sugar industry including local approaches to extension
and services. é

24 January 2012: 2012 marks year of sugar research
reform (ASA media release) 2012 will be a watershed year
for Australiads sugar
and development (R&D) model create a single and
sustainable sugar research organisation with a larger
research funding pool. &

04 January 2012: BSES moves on sugar RD&E
reforms: necessary for strong future (BSES Limited
media release) BSES Limited today announced its plans
for transitioning into the proposed new RD&E structure for
Australiads sugarcane
through the Australian Sugar Industry Alliance (ASA) and
to be implemented over 2012-13, aim to revitalise,
strengthen and streamline research, development and
extension to ensure

21 December 2011: Research reforms start delivering
for sugar industry (ASA media release) This week, sugar
cane growers will receive a letter from BSES Limited on the
changed service fee arrangements for 2012. The service
fee is collected by BSES from growers and millers to fund
a range of activities including plant breeding and variety
development. é

15 December 2011: ASA leaders outline vision for
sugar research reform (ASA media release) A single,
streamlined sugar research organisation will modernise
Australiads sugar industry
keep the industry competitive and sustainable, Australian
Sugar Alliance Chair Alf Cristaudo said this week after
key industry meetings. é

14 December 2011. Sugar extension changes to
bolster advice access (Item Queensland Country Life)

The network of potential local sugar cane advisers is
being bolstered to expand the range of one-on-one
advisory services cane growers can access from 2012
through productivity groups and commercial providers.
The Sugar Advisory Services Development Program
(SASDP) will operate through 2012 to upskill all types of
potential advisers in suga

12 December 2011: Reforms to modernise sugar
industry R&D underway: progress report (ASA media
release) Ref orms t o the Austral
research and development model have begun, paving the
way for a single, sustainable and streamlined industry
research organisation with a larger funding pool. é

28 October 2011: A new era for sugar industry R&D
announced today (ASA media release) The Australian
sugarcane industry today has revealed a comprehensive
plan to strengthen and streamline the research,
development and extension (RD&E) function. The
changes more than doubl e t
funding R&D from $10 million in 2005/06 to $21 million in
2013/14, creating certainty in the delivery and funding of
core RD&E activities. é
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4 January 2012

BSES moves on sugar RDAE reforms: necessary for streng future

BSES Limited today announced its plans for ransitioning inte the praposed new RDAE structure for Australia's
sugarcane Industry. The changes, developed through the Austraian Sugar Indusiry Alllance (ASA) and to be
implemented over 2012-13, aim to revtalise, strengthen and sireamiine research, development and extension fo
‘ensure the indusiry's cantnued wiabilfy.

“Tnis impartant reform packags spens a new era for sugar ROSE." sald BSES Chair Paul Wright, following a
BSES Board mesling with industry keaders in December 2011, He added hat the reforms are diffiult, but cribcal
stops f Australia & & retain its s1atus 85 8 worid-class. leade in the praduction of sugar n an incressingly
competitive workd stage.

BSES has stressed INal [1s r01ganised plant braeding program will MAINtAIn 118 ETVery of word-ciass vanetes.
ASinge RED plan wil 8180 Spport mere Tocused on-fam &nd mling [E8€arch &nd GevelopmEnt.

The most sqnifcantchanges i e & new Professcnal Exension and Communiestions (PEC) Lnitzeing
formed within BSES. The PEC will use a vanety o
Harger number of growers.

Sarer Bccass 10 RAD WNGisaga. KNG, IOUP EXIANAIN SC1VILES S0 VAN SETGS e NGUsty wll s ot
ihe heart of the PEC UnL. The Unit will providé the best mills. procuctiviy
‘services, and savisers specialising In e Sugar Incusiry,”saxd Mr Wright. ‘This i an mportant new way of
‘extension delivery and knowisdge sharing

The major bensfit from the reform will be a secure level of funding backed by a stalutory evy.” says Mr Wright

T il 500 tha formatian of an ‘Industry Owned Campany ~ streamining he sugarcans indusiry’s RED

functians under one umbrelia - sirategicaty rolling-i the programs of BSES Limited, Sugar Research and
(SRDC) and Sugar Research Limited,

“This funding mechanism will give Us & more 0lkd PIAIGT 0N which 1o plan and deliver an industry prisrities, and
10 achieve eMficiencies. Amaigamaten of BSES, SROC and SRL Should recuce operationsl costs. &nd streaming
project selection processes’ sais Mr Wright

The delivery of Iocal axtension is the next big-tick 3
axtnsion i ciicalfor Grewhrs, hd 4ACh Can-growing ared will naw S S0 Selvar e ci prefered ¢l
Sialon model MW il TAnsnbcmbMese R arrangements s & SUppOrted by he INSUSTY's Sugar
[PNtS In this program wil form &
Patvonof Stvaort and provice Teecaack to eacn providers on emergr\g naustry ssuss.

“Tne Australlan sUSIcans Industry wants 1o continus 1o (ead the Chargs in sugar production on the warld stage -
‘and s wil Grve U the 1ools and INction 10 00 Just tnat. A Strong ROSE AUnclion Is critical to the success and
1he future of the industry.” concluded Mr Wright.

to

For Intarviews and infarmation contact: Mr Paul Wright, Chalr BSES Limited. gh 07 3331 3333

These statements and indicative reports follow.
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Media Release
15 December 2011

ASA leaders outline vision for sugar research reform

A single, streamlined sugar research organisation will modernise Australia’s sugar industry
by funding more research to keep the industry competitive and sustainable, Australian Sugar
Alliance Chair Alf Cristaudo said this week after key industry meetings.

The creation of a single research organisation is one part of an industry research reform
package, endorsed by the Australian Sugar Milling Council (ASMC) and CANEGROWERS
through the Australian Sugar Industry Alliance in October.

The reforms will revitalise, strengthen and advance sugar industry R&D by creating a
dedicated single research body, called Sugar Research Australia. They will also allow
existing funds to be used more effectively, maximise government contributions and deliver
better research performance aligned to industry priorities.

Mr Cristaudo said these vital changes would address current performance and costs, and
would open opportunities for the industry.

“The highest risk for the industry is if we don’t take action to reform sugar research. Our
vision is for a new, strong sugar industry-owned research organisation from 2013 working to
steer a research program of over $18m a year for industry benefit,” he said.

ASMC Chair Quinton Hildebrand said that under the new model, funding was assured for
activities essential for industry viability, including plant breeding, biosecurity, and variety
selections and development.

"With this restructuring, the sugar milling companies have agreed to contribute equally with
growers for ongoing sugar industry research, variety development, biosecurity and
professional extension,” he said.

Mr Cristaudo said the new Professional Extension and Communications Unit in BSES, and
later SRA, will be a fundamental platform for extension, ensuring sugar research reaches the
field.

“| see this unit greatly strengthening the industry and ensuring research information reaches
a much larger number of growers through group events, a network of local advisers and
open and free access to electronic, written and media tools,” he said.

A streamlined BSES will provide most of the staff and activities of Sugar Research Australia.
Other activities will come from SRDC and the sugar milling research agency SRL.

Sugar millers are also keen for effective research and extension, contributing $2 million to a
Sugar Advisory Services Development Program during 2012 to upskill and expand a network
of field advisory service providers across sugar industry regions.

“By implementing these reforms we will streamline who does what, hand the direction of the
R&D agenda back to the industry and ensure growers and millers contribute in balance, and
most importantly get full access to research knowledge and advice across the industry,” Mr
Cristaudo said.

ENDS. For more information and interviews:
Alf Cristaudo: contact Suzi Moore CANEGROWERS, 0427 641 239
Quinton Hildebrand: contact Jim Crane, ASMC, 0400 991 931
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4 January A2

BSES moves on sugar RDEE reforms: necessary for sirong Tuture

BSES Limitad 1oday anncuncad ils plans for transitioning inlo the proposed new ROAE structure for Australia’s
sugarcane Industry. The changes, developed through the Australian Sugar Industry Alllance (ASA) and 1o be
mplamentad ower 2012-13, am to revitalise, strengthen and streamiling research, development and exiension to
ansure the Inostry's continued wviability.

“This impartant reform package opens a new era for sugar RDAE,” said B3ES Chair Pawl Wright, faliorwing a
BSES Board mesding with industry leaders in Decamber 2011, He addad that the reforms are difficult, but critical
sleps if Australia is o redain its status as a world-class leader in the praduction of sugar on an increasingly
compaiilive world siage

BSES has stressed that ils reonganised plam breading program will maintain its delivery of word-cass vanaties,
A single RED plan will also support mone focusad on-fanm and milling reseanch and e velopment.

The most significant changes will sae a new Prafessional Extension and Communicaticns (FEC) Linit Baing
formied within BSES, The PEC will use a varety of knowledge-transfer iools to ensune ressarch nesults reach a
larger numbesr of growers,

Belter access o RAD knowledge, know-how, group extension activities, and events across the industry will be at
ihe heart of the PEC Unil. The Unit will prowvide the best and up-to-date iInformation bo growers. mills. productivity
services, and advisers specialising in the sugar Industry,’ sasd Mr Wright. “This is an important new way of
extension delvery and knowladge sharing.’

“The majer benafit from the reform will be a securs level of funding backed by a statutary lawy,” says Mr Wiright.
This will see tha formation of an ‘Industry Crvned Company” = streamining the sugarcane industny's RED
functions under one umbrella = siralegicaly rolling-in the programs of BSES Limited, Sugar Ressarch and
Dwvelopmant Carporafion (SRDC) and Sugar Research Limibed,

“This funding mechanism will give us a more solid platferm on which 1o plan and deliver an industry priorities, and
1o achieve afficiencies. Amalgamation of BSES, SRDC and SRL should reduce operational cosis. and streamiine
project salection processes’ said Mr Wright.

The delivery of local entension s the nexi big-ticket-Hem for industry 1o flesh cul, "Continued access o advisory
axiension is critical far growers, and sach cane-growing area will now design and deliver (her own prefered lacal
exiension model,’ br Wright said. ‘Transition lo these new arrangements will be supparbed by the indusiry’s Sugar
Advisary Services Development Program (SASDE). I is envisaged that participanis. in this program will faerm a
nebaork af advisors and provide feedback ba research providers on emearging mdusiry jssuas.’

The Australian sugarcans industry wants o continue to lead the change in sugar production on the word stage -

and this will give us the tools and direction to do just that. & strong RD&E function s critical to the success and
the future of the indusiry,” concluded Mr Wright

kel Uikt

For interviews and infarmation contact; Mr Paul Wright, Chair BSES Limited, ph 07 3331 3332

AustralianSugarindugtry ¢ Initial proposal for an Industry Owned ComparmyFebruary 2012
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Big changes underway
for sugar industry R&D

THIS year will be a watershed year for
Australia’s sugar industry as reforms
to its research and development (R&D)
model create a single and sustainable
sugar research organisation with a larger
research funding pool.

Endorsed by Canegrowers and the
Australian Sugar Milling Council (ASMC)
through the Australian Sugar Industry
Alliance (ASA) last October, the reforms
aim to strengthen and advance sugar
industry R&D.

The reform package comes after a year
of consultation with industry leaders, and
responds to concerns that the current
system is not financially sustainable, and
needs strengthening and focus to deliver
the research the industry needs to remain
internationally competitive,

Without this reform, it is estimated
growers and millers would need to pay 99¢
a tonne of cane in 2013 (compared to 55¢
a tonne paid in 2009-10) to keep research,
development and extension in the same
form as in 2010 with the three existing
industry research bodies.

ASMC CEO Dominic Nolan said the
formation of a single research organisation,
called Sugar Research -Australia, would
allow grower and miller funds to be used
more effectively, will maximise government
contributions and will deliver research
performance better aligned to industry
priorities.

“The reform package will be progressively
implemented over the next 18 months into
2013,” Mr Nolan said.

“Work this year will revitalise,
strengthen and streamline sugar research,
development and extension, and ensure
the industry can continue to fund activities

AustralianSugarindugtry ¢ Initial proposal for an Industry Owned ComparmyFebruary 2012

crucial to industry viability.”

Canegrowers Steve Greenwood said
the reforms would focus sugar industry
research to address industry priorities,
including continuing strong focus on plant
breeding and variety development.

“BSES has announced its support and
BSES changes are underway including
opening positions in the new Professional
Extension and Communications (PEC)
Unit,” Mr Greenwood said.

“These developments will be a fitting
mark of the Australian Year of the Farmer
for cane growers.

“With these reforms, we will equip our
industry with the right level of R&D
investment, rising to"$21million in 2013-14.

‘The reforms will streamline who does
what, and ensure growers and millers
contribute equally, and most importantly
get access to research knowledge and
advice equitably across the industry,” Mr
Greenwood said.

ASA was organising an important series
of field meetings across sugar regions
during March 2012 to communicate with as
many growers and others as possible about
the changes and what they mean for them,

“The reforms are already delivering, in
that cane growers will pay a 2012 BSES
Service Fee of 30 cents per tonne which
is less than the special fee paid in 2011
while the R&D review was underway,” Mr

Greenwood said.

Sixteen ‘New Era’ Sugar RD&E Reform
field meetings will be held from March 12
to 29, starting in Mossman and travelling
through to Ballina NSW. All cane growers,
millers and industry participants will be
invited, with details to be advised later this
month,

Page 1 of 2
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[l PAUL MILTCN BUTLER
butlerp@tpd newsltd com.au

THE Australian Sugar Industry
Alliance (ASA) wants to radically
restructure Research Development
and Extension in the Australian
sngar industry, according to the
Australian Cane Farmers' Asso-
ciation (ACFA).

The Australian Sugar Industry
Alliance (ASA) was formed by
Queensland Canegrowers and the
Australian Sugar Milling Council
(ASMC),

“The ASA has already spent
more than $lmillion of industry
money on consultants, vesearch-
ing the proposed restructure,” the
ACFA’s northern region dirvector
Don Murday said.

“It plans (the ASA) to remove
the one-on-one extension services
from BSES (the principle sugar-
cane research facility since 1900)
by June 30, but the one-on-one
extension services are ntrinsi-
cally linked to research as they
are mutually informing, This link
only functions properly within the
organisation that ig doing most of
the sugar cane research.

“Removing one-on-one exten-
sion from BSES is like a company
sacking its sales team. The infor-
mation linkages are broken - it's

AustralianSugarindugtry ¢ Initial proposal for an Industry Owned ComparmyFebruary 2012

absurd.”

The ASA proposes to create a
single entity, merging of BSES,
SRDC (the independent Austral-
i Government funding body)
and SRL (the mill owned research
facility).

The single entity would be
named Sugar Research Australia
{SRA)

“This means farmers will need
to find eonsultants and pay them
$180 per hour to access research
that they have already paid for,”
Mr Murday said.

“But consultants are scarce and
expensive, so the ASA wants to
sell-off millions of dollars of BSES
assets and plunder SRDC and SRL
reserves in ovder to attract and
train consultants and agri-business
suppliers to service farmers.

“Consultants will be ’fed
for free’, so in summary, ASA
proposes to use industry money
to feed industry information to
private consultants rather than to
the farmers who pay for it.

“Once industry assets are liqui-
dated and spent, there will be no
available funds to train further
consultants if the first effort fails
to meet the industry’s needs. And
no one, other than the ASA, thinks
this will work.

“Farmers will alzo be required to
pay for half of the milling research
which provides no financial rettumn
to farmers.

“And all BSES members will
eventually be asked to vote on
this, however, rank-and-file
farmers are not being informed.
Meanwhile. the board of BSES is
fully complying with the wishes
of the ASA without consulting
BSES members.”

The Commonwealth Govern-
ment will also require all cane
farmers in Queensland and NSW
to vote on whether to merge SRDC
according to Mr Murday.

“The restructure iz happening
under the radar and the ACFA is
concerned the ASA is attempting
to engineer a fait accompli,” Mr
Murday said.

“The ASA says that it is con-
sulting farmers but only elected
representatives (on the payroll)
are included.”

The ACFA will be holding meet-
ings in all sugar regions, inform-
ing members on this issue and the
next meeting will be next Monday
at 7.30pm at the Mossman Sugar
Mill (in the training room).

Call Don Murday on 4098 1635
or Gerard Puglisi on 4098 8002 to
book,
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Canegrowers
given boost

[l PAUL MILTCN BUTLER

butlerp@tpd.newsltd.com.an

LOCAL canegrowers have
backed a new research and
development body for the
sugar industry.

Sugar Research Australia
is a streamlined organisa-
tion with more clear-cut
goals to advance the indus-
try’s markets and quality of
product, while at the same
time being able to access
larger funding pools from
growers, millers and the
government.

Endorsed by Canegrow-
ers and the Australian
Sugar Milling Counecil,
SRA will allow grower and
miller funds to be used
more effectively, maximise
government contributions
and deliver better research
to growers and millers.

chairmanof Canegrowers
Mossman, Drew Watson
said that he was in favour
of the new group.

“Twenty years ago the
previous system worked
well and while we were
an expanding industry it
served us all pretty well”
Mr Watson said.

“But for the past 10 years
we have been a contract-
ing industry and so the
old system has become
broken because it has not
kept up with the times and
no longer serves us as it
should.

“And though
many of us did not want
the change, I believe with
the formation of this new
research and development
body we are moving in the
right direction.”

aven

Chairman of the Moss-
man Sugar Mill Bill
Phillips-Turner said he
accepts that there needs to
be change to the existing
R&D organisation.

“The present system is
financially unsustainable
and not able to deliver the
R&D  that the industry
needs to remain interna-
tionally competitive,” Mr
Phillips-Turner said.

“These reforms come at
a time after the Australian
sugar industry has reduced
its production from 40 mil-
lion tonnes to 30 million
tonnes during the past 10
to 15 years and as a levy's
based industry on tonnes

of cane produced, without
reform it 1s forecast it
would need to pay in the
vicinity of $1 per tonne to
keep R&D in same form as
n 2011.

“From a milling perspec-
tive we need more bang
for research  dollars
and need an increase in
productivity from our
research  dollars  which
means increased tonnes of
cane crushed.”

The new organisation
will replace the three
present industry research
bodies which have become

our

unwieldy and costly to
operate.

The reform  package
comes after a year of

consultation with industry
leaders, farmers and sugar
mill operators to ensure
they use best practices and
to remain internationally
competitive when it comes
to selling their sugar prod-
ucts.

There are over 4,000 cane
farmers in Australia with in
excess of 100 farmers grow-
ing cane in the Mossman
and Port Douglas region,
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BSES uncertainty grows

by Jane Armitstead
MANAGEMENT at beleag-
uered sugar researchers
BSES Limited have been told
their jobs are safe but up to
40 staff will have to wait until
after Christmas to learn
their fate.

Staff in the Research Devel-
opment and Extension sector
were told in a confidential
meeting between the re-
gional offices on Wednesday
that the decision, expected
before Christmas, had been
delayed.

The decision comes after

announced in October they
would restructure the re-
search areas, reportedly for
cost-cufting purposes and to
centralise business.

The decision follows the
Telease of a report in Novem-
ber, compiled by Australian
Sugar Industry Alliance con-
sultant Dr Sandra J.
Welsman, recommending
ways to streamline the in-
dustry’s research and devel-
opment bodies

Australian Cane Farmers
Association chairman Don
Murday said workers were
angry about being left in the

“Tt will make for a very
chewy Christmas,” he said.
“They were told there
would be all these redundan-
cies but they don't know who
they are going to be.
“Extension officers would
be feeling very nervous.”
Under the reforms, the
milling council and Cane-
growers would work with the
Federal Government to cre-
ate the new group Sugar Re-
search Australia, replacing
the BSES (Bureau of Sugar
Experiment Stations), Sugar
Research and Development
Corporation, and Sugar Re-

“I'm getting calls ifrom
BSES people who are totally
disillusioned with the pro-
cess,” Mr Murday said.

“They will be centralising
power and ultimately de-
stroy the BSES brand and
potentially damage research
and development.”

In a time of high sugar
prices, Mr Murday said it
should be a chance to rebuild
sugarcane production.

“This is not the time to
distract the industry with a
high-risk experiment,” he
said.

the Australian Sugar Milling
Council and Canegrowers
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Sugar to be sustainable

A SINGLE streamlined sugar research
organisation will modernise
Australia’s sugar industry by funding
more research to keep the industry
competitive and sustainable,
Australian Sugar Alliance chairman
Alf Cristaudo said this week after key
industry meetings.

The creation of a single research
organisation is one part of an
industry research reform package,
endorsed by the Australian Sugar
Milling Council (ASMC) and
Canegrowers through the Australian
Sugar Industry Alliance in October

The reforms will revitalise.
strengthen and advance sugar
industry R&D by creating a dedicated
single research body, called Sugar
Research Australia.

They will also allow existing funds
to be used more effectively,
maximise government contributions
and deliver better research
performance aligned to industry
priorities.

Mr Cristaudo said these vital
changes would address current
performance and costs, and would

AustralianSugarindugtry ¢ Initial proposal for an Industry Owned ComparmyFebruary 2012

open opportunities tor the industry.

"The highest risk for the industry
is if we don't take action to reform
sugar research,” he said

"Our vision is for anew, strong
sugar industry-owned research
organisation from 2013 working to
steer a research program of over
$18million a year for industry
benefit.”

ASMC chairman Quinton
Hildebrand said that under the new
model, funding was assured for
activities essential for industry
viability, including plant breeding,
biosecurity, and variety selections
and development.

“With this restructuring, the sugar
milling companies have agreed to
contribute equally with growers far
ongoing sugar industry research,
variety development, biosecurity and
professional extension,” he said.

Mr Cristaudo said the new
Professional Extension and
Communications Unit in BSES, and
later SRA, would be a fundamental
platform for extension, ensuring
sugar research reaches the field.

| see this unit greatly

strengthening the industry and
ensuring research information
reaches a much larger number of
growers through group events, a
network of local advisers and open
and free access to electronic, written
and media tools,” he said.

A streamlined BSES will provide
most of the staff and activities of
Sugar Research Australia. Other
activities will come from SRDC and
the sugar milling research agency
SRL. Sugar millers are also keen for
effective research and extension,
contributing $2 million to a Sugar
Advisory Services Development
Program during 2012 to upskill and
expand a network of field advisory
service providers across sugar
industry regions.

"By implementing these reforms we
will streamline who does what, hand
the direction of the R&D agenda back
to the industry and ensure growers
and millers contribute in balance, and
most importantly get full access to
research knowledge and advice
across theindustry,” he said.
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