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PART B

The Demerger and the Option Scheme

4. Advantages, disadvantages and
risks of the Demerger and the
Option Scheme and other
considerations

4.1 Rationale for the Demerger
Over the two years leading up to October 2001, there was
an unprecedented level of consolidation within the global
metals and mining industry. In the context of that consolidation,
a number of parties made approaches to WMC seeking to
discuss the possibility of a merger with WMC or alternative
transactions regarding WMC and its businesses.

In considering options for WMC’s future, the WMC Board
has always been concerned to ensure that WMC
Shareholders derive full value from WMC’s assets.

In this regard, the WMC Board formed the view that the
stock market had not fully valued WMC’s asset portfolio, and
that this undervaluation has been partly attributable to the
lack of recognition of WMC’s highly valuable 40% interest in
AWAC. Accordingly, one initiative considered by the WMC
Board was to separate its interest in AWAC from its other
operating businesses. WMC received legal, taxation,
accounting and financial advice regarding such a separation
over a period commencing prior to October 2001.

In October 2001, Alcoa made a confidential approach to the
WMC Board with a conditional proposal to acquire all the
outstanding ordinary shares in WMC at a price of A$10.20
per share. A key condition of the proposal was that it be
recommended by the WMC Board to WMC Shareholders at
that price. The WMC Board carefully evaluated this proposal
and obtained independent valuation reports from Grant
Samuel and JP Morgan. Grant Samuel’s report concluded
that the value of WMC to a potential acquirer lay in the range
of A$11.18 to A$12.91 per share (based on the assumptions
made at that time). The JP Morgan report contained a
valuation of WMC’s interest in AWAC only, which was
consistent with the value attributed to AWAC by Grant
Samuel. At that time, having regard to these valuations and
to the considerable interest in the assets of WMC expressed
by other major mining companies, the WMC Board
determined that, if an offer of A$10.20 per WMC Share was
to have been made, it would not have been fair and
reasonable. For these reasons, the WMC Board could not
recommend Alcoa’s proposal. Alcoa remained free to make
an offer directly to WMC Shareholders, but chose not to.

The WMC Board believed that Alcoa was likely to be
restricted from acquiring further substantial alumina assets
following the decisions of international competition
authorities regarding Alcoa’s merger with Reynolds Metals

Company (as described in Section 2.1), and that Alcoa
would continue to maintain its interest in gaining control of
WMC’s highly valuable 40% interest in AWAC.

As a result, the WMC Board recognised that, for WMC to
pursue its non-AWAC related activities without concern for
what Alcoa may do, it had to separate its interest in AWAC
from its non-AWAC businesses and interests.

The WMC Board was particularly mindful that Alcoa’s
primary interest in WMC was WMC’s 40% interest in AWAC.
It was anticipated that, if Alcoa acquired WMC, it would
most probably seek to on-sell the assets other than WMC’s
interest in AWAC, and accordingly any offer it made for
WMC as a whole would likely be at less than full value, in
order to compensate for any risks associated with holding
and divesting these assets. Further, for the reasons discussed
in Section 4.2.3, the WMC Board was concerned that there
would be insufficient competition from other potentially
interested parties if Alcoa were to bid for WMC, resulting in
WMC Shareholders receiving a price less than full value.

While the WMC Board considered a number of alternatives
to the Demerger, the board determined that, of all the
available alternatives, the Demerger would be in the best
interests of WMC Shareholders. Details of the alternatives
considered by the WMC Board are set out in Section 4.2.

The WMC Board also believes that the advantages of the
Demerger outweigh the disadvantages and potential risks.
These advantages, disadvantages and risks are set out in
Sections 4.3, 4.4 and 4.5 respectively. In addition to these
factors, the WMC Board has considered the independent
expert’s report prepared by Grant Samuel included in
Section 11, which concludes that the Demerger is in the best
interests of WMC Shareholders.

Although the timing of the Demerger has been delayed to
enable Australian resident WMC Shareholders to benefit
from, and the Demerger structure to be simplified through,
the introduction of Australian demerger tax relief legislation,
the WMC Board’s view has not changed from when it first
announced the Demerger in November 2001. It is the
board’s view that each separately listed entity will have a
viable independent future and each will vigorously pursue a
business strategy designed to grow value for
WMC Shareholders

WMC Shareholders should carefully consider the
advantages, disadvantages and risks of the Demerger and
other relevant considerations set out in this Section 4, as
well as the other information contained in this Scheme
Booklet, in deciding whether or not to vote in favour of the
resolutions required to implement the Demerger (including
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the independent expert’s report set out in Section 11 and the
risks associated with owning Alumina Limited Shares and
WMC Resources Shares set out in Sections 6.5 and 7.11
respectively).

4.2 Alternatives to the Demerger 
The WMC Board actively considered other forms of
restructuring before announcing the Demerger 
in November 2001. The alternatives the WMC Board
considered included:

• selling WMC’s interest in AWAC to Alcoa or 
another party;

• selling WMC’s nickel, copper-uranium and fertilizers
operations as a group or separately;

• WMC merging with or being acquired by another party;
and

• continuing to operate WMC in its current form.

In order to assess the prospects of each of these
alternatives, in October 2001 WMC invited selected major
resource companies to undertake due diligence with a view
to providing an indication of their interest in WMC’s
operations. Following this due diligence process, which was
subject to appropriate confidentiality arrangements, and
subsequent discussions between WMC and the parties
involved, the WMC Board concluded that implementing the
Demerger was the best way to maximise value for WMC
Shareholders in the medium to long-term. The WMC Board
continues to believe this is the case.

In reaching its decision to put the Demerger to WMC
Shareholders, the WMC Board considered the following
material factors in relation to each alternative.

4.2.1 Selling WMC’s interest in AWAC
The assets of the AWAC joint venture are world class and
WMC’s share of AWAC has attracted substantial interest
from other parties. However, the AWAC Agreements, which
established and govern the operation of AWAC, provide that
each party has a pre-emptive right in the event the other
were to sell its interest in AWAC and, although there is no
pre-emptive right triggered by a change of control of WMC,
or by the Demerger, the AWAC Agreements require the
AWAC enterprise to be the exclusive vehicle for the bauxite,
alumina, and industrial chemicals businesses of both WMC
and Alcoa. This latter provision may also affect an acquirer of
either WMC or Alcoa. A summary of the relevant provisions
of the AWAC Agreements is set out in Section 6.2.9.

Although these provisions of the AWAC Agreements are
subject to conflicting interpretations, the provisions, and the
resulting anti-trust issues that could arise, represent
impediments to the sale of WMC’s interest in AWAC to any
interested party who already holds significant bauxite and

alumina assets. In these circumstances, the WMC Board
believes it would be difficult to conduct a competitive sale
process for WMC’s interest in AWAC or achieve a fair price
through a sale to Alcoa. 

Further, there would be difficulties in distributing the cash
proceeds of the sale to WMC Shareholders in an efficient
and timely manner, and the sale of WMC’s interest in AWAC
to Alcoa or another party could potentially be subject to
adverse income tax and stamp duty consequences.
Accordingly, the WMC Board believes that this alternative
would be unlikely to maximise value for WMC Shareholders.

4.2.2 Selling WMC’s nickel, copper-uranium and 
fertilizer operations

There is strong interest from third parties in WMC’s nickel,
copper-uranium and fertilizers operations, which has been
evidenced by indications of interest made to WMC since the
announcement of the Demerger on 21 November 2001. The
WMC Board believes that the sale of these operations
(together or separately) by means of a formal tender process
represents a viable alternative to the Demerger. However,
there is no certainty that this strategy would maximise
shareholder value in a medium to long-term context because:

• selling all of the individual assets may take some
considerable time and there is a risk that an acceptable
price may not be achieved for one or other of the assets;

• as part of the current WMC ownership structure, WMC
in selling the assets could only contemplate cash
consideration, not scrip consideration, and this will limit
the universe of viable buyers; and

• the significant transaction costs which could be incurred
in the sales of the individual assets could reduce any
value derived from an overall asset sale.

Further, there would be difficulties in distributing the cash
proceeds of the sale to WMC Shareholders in an efficient and
timely manner, and the sale of WMC’s non-AWAC businesses
(together or separately) could potentially be subject to
adverse income tax and stamp duty consequences.

4.2.3 WMC merging with or being acquired by 
another party

While there has been a high level of interest in all of WMC’s
operations, as discussed above, the current structure of
WMC is a significant impediment to the ability and
motivation of interested parties to make an offer to merge
with or acquire the company. In particular, the uncertainties
which exist under the terms of the AWAC Agreements as to
whether an acquirer of WMC would be required to contribute
its own bauxite, alumina and alumina-based chemicals
assets to the AWAC joint venture, could act as a deterrent to
potential acquirers, as could the pre-emptive rights in the
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AWAC Agreements. These terms of the AWAC Agreements
are summarised in Section 6.2.9. The WMC Board believes it
is likely that, for these and other reasons set out above in
relation to the sale of WMC’s interest in AWAC, the only
party likely to make such an offer for WMC in its current form
is Alcoa and that, accordingly, if such an offer were to be
made by Alcoa, there would probably not be sufficient
competition to maximise value for WMC Shareholders.

Similarly, WMC would be constrained from acquiring another
party because of the concern posed by Alcoa’s interest in
WMC’s 40% interest in AWAC which might mean Alcoa
would make a hostile offer for WMC.

4.2.4 Continuing to operate WMC in its current form
WMC has a long and distinguished history as one of
Australia’s premier resource companies, and, in different
circumstances, the WMC Board would have chosen to
continue to operate the company in accordance with its
established long-term strategy of growth by exploration,
brownfield expansion and acquisition. However, for the
reasons discussed in Section 4.1 and because of the
advantages of the Demerger highlighted in Section 4.3
below, the WMC Board has concluded that the best interests
of WMC Shareholders would not be served by continuing to
operate WMC in its current form.

4.3 Advantages of the Demerger 
The WMC Board has identified the following principal
advantages of the Demerger.

4.3.1 More transparent valuation of WMC’s interest
in AWAC

The Demerger will allow the market to value WMC’s 40%
interest in AWAC separately from WMC’s non-AWAC assets
for the first time, as the interest in AWAC will be held by
Alumina Limited while the other assets will be held by
WMC Resources.

The WMC Board believes that this in turn will enhance the
prospects for Alumina Limited’s interest in AWAC to receive
appropriate recognition in the financial community and a
market valuation in line with its peer group.

Alumina Limited will be one of only a few publicly listed
focused bauxite, alumina and aluminium companies in the
world. Other major producers are generally either diversified
commodities groups (BHP Billiton and Rio Tinto) or heavily
integrated downstream in packaging and speciality products
(Alcoa and Alcan).

The Alumina Limited stock is therefore expected to attract
new investors seeking direct exposure to alumina and
aluminium production.

The shares in alumina producers such as Alcoa and Alcan
have regularly historically traded on significantly higher
multiples than have shares in diversified base metal
producers. The WMC Board believes the Demerger will
enable WMC’s 40% interest in AWAC to trade at a higher
valuation than that which has historically been reflected in
the price of WMC Shares.

4.3.2 Removal of constraints now imposed on WMC by
the AWAC Agreements

A fundamental provision of the AWAC Agreements requires
Alcoa and WMC to pursue their worldwide bauxite and
alumina activities exclusively through AWAC (see
Section 6.2.9(f)). The purpose of this provision is to avoid
commercial conflicts of interest. This was satisfactory and
desirable while Alcoa did not want to acquire WMC.
However, following Alcoa’s merger with Reynolds Metals
Company, international competition authorities required the
sale of Reynolds’ alumina assets. 

Alcoa’s controlling interest in the AWAC entities was taken
into account by the European competition authority in
reaching its decision.

The WMC Board believes that the international competition
authorities’ decisions:

• are likely to have the effect of restricting Alcoa’s ability
to acquire any further substantial alumina assets other
than WMC’s 40% interest in AWAC; and

• were instrumental in Alcoa making its proposal to WMC.

Therefore, without a significant change in the relevant
competition authorities’ view on Alcoa’s ability to acquire
third party owned alumina assets, the WMC Board believes
that Alcoa will remain interested in acquiring WMC’s 40%
interest in AWAC.

Demerging WMC’s non-AWAC assets from its AWAC interest
will enable WMC Resources, which will hold all of the non-
AWAC assets, to pursue business opportunities (including
acquisitions or expansions) which could involve the issue of
equity, without concern for any action Alcoa might take.

4.3.3 Removal of impediments to contestability of WMC’s
assets posed by the AWAC Agreements

The pre-emptive right and exclusive vehicle provisions
referred to in Section 4.2.1, and discussed in more detail in
Section 6.2.9, have arguably had a negative effect on the
market price of WMC Shares and have the potential to
restrict competition in bidding among potential acquirers of
WMC, which could result in WMC Shareholders receiving
offers at less than fair value.

Once the Demerger is implemented, WMC’s non-AWAC
assets will be separated from WMC’s interest in AWAC, and
will therefore no longer be subject to the associated
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uncertainties which have arguably affected the market price
of WMC Shares, and will also be free from the limitations on
competitive bidding for the non-AWAC assets created by the
AWAC Agreements. The WMC Board believes there is
continuing strong interest from major resource companies in
WMC’s non-AWAC assets and that there are excellent
prospects for maximising competitive tension in the event
that a takeover bid were made for WMC Resources at some
time in the future.

4.3.4 Management focus and alignment of incentives
Following the recent expansion of Olympic Dam and the
construction and commissioning of the Queensland Fertilizer
Operations, the WMC Board has recognised that WMC’s
non-AWAC assets have now reached a position of sufficient
size and maturity to represent a viable and attractive
ongoing, stand-alone investment for shareholders,
independent of WMC’s interest in AWAC. The WMC Board
believes future returns to shareholders from those assets can
be improved by placing them into a separate, stand-alone
company.

The Demerger will enable the separate management teams
of each of WMC Resources and Alumina Limited to focus
their attention on the respective businesses held by
each entity.

In addition, after the Demerger, the incentive and
compensation plans of each of Alumina Limited and WMC
Resources will be tied to the performance of their respective
businesses, which the WMC Board believes will more closely
align the accountability of management to the performance
of these distinct businesses.

4.3.5 Increased investor and corporate flexibility
The Demerger will provide Eligible WMC Shareholders with
interests in two independent listed entities. Investors will be
better able to manage their commodity and industry
exposures by being able to adjust their investment in one
entity without changing their interest in the other. After the
Demerger, investors may choose to invest in WMC
Resources, Alumina Limited, or both companies, and may
vary their investments in the companies in light of their
broader investment preferences or objectives.

The Demerger will also enable each company to operate
independently and pursue financial and dividend policies
appropriate to their underlying businesses and
circumstances. In particular, WMC Resources will have
access to the US debt and equity capital markets free from
the uncertainty currently faced by WMC (described in
Section 4.6.1).

4.4 Disadvantages of the Demerger 
The WMC Board has identified the following principal
disadvantages of the Demerger.

4.4.1 Additional corporate costs
By independently listing WMC Resources, corporate costs
will be incurred that are not currently borne by WMC, as
Alumina Limited and WMC Resources will each have their
own board of directors, listing fees, shareholder registry and
compliance requirements. Additional costs may also be
incurred on accounting, treasury, legal and taxation services.
For the first full year post-Demerger, it is estimated that these
additional costs will be approximately A$4.8 million in total.

4.4.2 Transaction costs
Transaction costs for the Demerger are estimated at A$126.8
million and comprise:

• stamp duty incurred as part of the corporate
restructuring of WMC in implementing the Demerger,
estimated to be A$23.7 million;

• costs relating to the refinancing of WMC’s debt, including,
debt facility establishment and underwriting costs, fees
paid to US debt securityholders relating to the tender and
consent process (refer to Section 5.5.4(b)), and the
possible novation or guarantee or credit support costs
for some of WMC’s hedge contracts, estimated to be
A$65.9 million;

• financial advisory, legal, accounting and other advisory
and experts fees, estimated to be A$32.6 million; and

• costs relating to establishing Alumina Limited as a
stand-alone entity (including debt facility establishment
costs), estimated to be A$4.6 million.

Transaction costs relating to establishing Alumina Limited as
a stand-alone entity will be paid by Alumina Limited
(estimated at A$4.6 million) and the remaining costs will be
borne by WMC Resources (estimated at A$122.2 million). It
is expected that transaction costs borne by WMC Resources
which fall in the categories referred to above, other than
stamp duty costs, will be largely tax deductible.

Of the A$126.8 million total transaction costs, A$17.8 million
has been incurred, or is expected to be committed to
progress the Demerger, prior to the Meetings.

4.4.3 Smaller companies
Following the Demerger, both Alumina Limited and WMC
Resources will be smaller companies than WMC as
presently constituted.

Accordingly, neither company will be as readily able as WMC
is at present to finance major development projects. However,
each company will be a substantial entity in its own right,
with access to debt and equity funding on competitive
terms. The WMC Board considers that both Alumina Limited
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and WMC Resources will be of sufficient size and financial
strength to pursue their respective growth strategies.

4.4.4 Reduced earnings diversification
At present, the earnings of WMC are diversified across the
different markets in which Alumina Limited and WMC
Resources will operate. Following the Demerger, Alumina
Limited and WMC Resources as separate companies will
each be exposed only to their respective markets, without the
diversification provided by exposure to the markets of the
other company. Although WMC Resources will continue to
hold a diversified portfolio of assets, the reduced
diversification of earnings means that the earnings volatility of
WMC Resources, as a stand-alone company post-Demerger,
is likely to be greater than that of WMC before the Demerger.
This is because of the relatively greater volatility of nickel and
copper prices compared to alumina prices. This factor could
result in WMC Resources’ cost of capital being higher than
WMC’s current cost of capital.

Shareholders who retain their holdings in both Alumina
Limited and WMC Resources in their entirety, however,
should not experience a net increase in aggregate underlying
earnings volatility when compared to the volatility of WMC in
its pre-Demerger state.

4.4.5 Credit rating and access to debt markets
WMC currently has a Standard & Poor’s long-term credit
rating of A with a negative watch and a short-term credit
rating of A-1. Moody’s Investors Service’s long-term credit
rating for WMC is A3 (under review for a possible
downgrade) and its short-term credit rating is P-2 . 

WMC’s dividends from its interest in AWAC is one factor
taken into account by ratings agencies in assessing WMC’s
creditworthiness. It has also been a factor considered by
financiers in agreeing to lend funds to WMC for its non-
AWAC related projects, which historically, have principally
been debt funded.

After considering the impact of the Demerger on the financial
profile of WMC Resources (including the fact that WMC
Resources will no longer have access to dividends paid by
AWAC), Standard & Poor’s has indicated that it is likely that,
after the Demerger, WMC Resources will be assigned a long-
term rating of BBB with a stable outlook and a short-term
credit rating of A-2. While lower than WMC’s rating, this is
nonetheless an investment grade rating which should allow
sufficient access to domestic and international banks and
debt capital markets to raise debt funding as it may be
required (including project funding). Moody’s Investors
Service has stated that it is likely that, after the Demerger, 
it will assign WMC Resources a long-term credit rating of
Baa2 and a short-term credit rating of P-2. Both agencies

have indicated that they expect to assign a credit rating to
WMC Resources lower than WMC’s credit rating because
WMC Resources will no longer have the benefit of income
provided by the AWAC assets or the same diversity of
income streams that WMC currently has. As a result of the
lower credit rating, WMC Resources will have a higher cost
of borrowing than WMC, although the difference is expected
to be modest.

WMC Resources could be exposed to the risk of reduced
access to debt and capital markets if its credit rating was
downgraded in the future, to a level below investment grade, or
if the debt markets become more restrictive in the terms and
conditions available to BBB rated borrowers. In addition, WMC
Resources will be reliant on its own cash flows and financing
capabilities based on its stand-alone financial position to fund
new projects and any such financing may not be on terms
WMC Resources considers as favourable as those that may
have been available to WMC.

WMC has applied to Standard & Poor’s for a credit rating for
Alumina Limited, and expects it to receive an investment
grade rating.

4.4.6 Lower index weighting
Based on the market capitalisation of WMC as at the date of
this Scheme Booklet, it is expected that both Alumina Limited
and WMC Resources will qualify for inclusion in the key
S&P/ASX benchmark indices, including the S&P/ASX 50 and
the S&P/ASX 200. It is also expected that each company will
be included in the MSCI indices in which WMC is currently
included. Each company will, however, have lower weightings
than WMC’s current weighting within the relevant indices as its
individual market capitalisation will be lower than WMC’s
current market capitalisation. This may result in less institutional
investor interest in either company than exists for WMC
at present.

4.4.7 Ineligible Overseas Shareholders will not receive WMC
Resources Shares

As discussed in Section 5.1.5, Ineligible Overseas Shareholders
will not receive WMC Resources Shares to which they would
otherwise be entitled under the Demerger, but will receive cash
proceeds following the sale of those shares by the Sale Agent.
As a result, Ineligible Overseas Shareholders will not benefit
from any increase in the trading price of WMC Resources
Shares (including by way of any takeover offer premia)
following implementation of the Demerger and the sale of their
shares. However, Ineligible Overseas Shareholders will also not
be exposed to any fall in the trading price of WMC Resources
Shares following the sale of their shares. In some cases they
would be able to acquire shares in WMC Resources on market,
should they wish to retain an ongoing investment in the
relevant business.
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4.5 Risks of the Demerger 
The WMC Board has identified the following principal risks of
the Demerger.

4.5.1 Share price performance
While the WMC Board believes that the Demerger is in the best
interests of WMC Shareholders, there can be no assurance
regarding the prices at which the shares in WMC Resources
and Alumina Limited will trade following the Demerger. The
share prices of the companies will be influenced by a number
of factors which may have a positive or negative impact on
those prices. It is possible that the combined market values of
Alumina Limited and WMC Resources after the Demerger will
be higher or lower than the market value of WMC prior to
the Demerger.

A public market does not currently exist for WMC Resources
Shares. Also, although Alumina Limited Shares are currently
traded on the ASX in the form of WMC Shares, Alumina
Limited will have a significantly different profile to WMC.
Accordingly, there can be no assurance as to the performance
of the shares in either company or that a commensurately
liquid market will develop for their shares following
the Demerger.

In addition, the Demerger could also create additional, short-
term volatility in the trading prices of WMC Resources Shares
and Alumina Limited Shares.

4.5.2 WMC Resources will be smaller and less diversified
than WMC

Each of WMC Resources and Alumina Limited will be smaller
and less diversified than WMC, and WMC Resources will have
a lower credit rating than WMC. Alumina Limited’s credit rating
has not yet been determined. Each company may, therefore,
be more vulnerable than WMC as a whole to significant
adverse events. For example, WMC Resources will be more
vulnerable to a prolonged period of low nickel, copper or
fertilizer prices or protracted production interruptions in the
nickel, copper-uranium or fertilizers operations, and will not be
able to finance major development projects as readily as WMC.
The price of WMC Resources Shares might, therefore, be more
volatile than the price of WMC Shares.

4.5.3 Ineligible Overseas Shareholders
As the trading price of WMC Resources Shares immediately
after the Demerger is inherently uncertain (see Section 4.5.1),
there can be no assurance regarding the net proceeds that
Ineligible Overseas Shareholders will receive as a result of
the sale by the Sale Agent of the WMC Resources Shares to
which they would otherwise be entitled under the Demerger.

4.6 Other relevant considerations
4.6.1 Financial profile
The financial profiles of each of Alumina Limited and WMC
Resources, as independent companies, will be different 
to the current financial profile of WMC. The material
disadvantages and risks of the Demerger impacting on each
company’s financial profile are outlined in Sections 4.4 and 4.5
respectively. The general risk factors relating to each
company are outlined in Sections 6.5 and 7.11 respectively.

The pro forma financial positions of Alumina Limited and
WMC Resources are discussed in Sections 6.6 and 7.12
respectively. Section 5.5.4 also discusses the financial
restructuring that will occur between Alumina Limited and
WMC Resources to facilitate the Demerger. It is intended
that a large proportion of WMC’s current debt will be borne
by WMC Resources following implementation of the
Demerger, as discussed in Section 5.5.4. Notwithstanding
this, WMC Resources is still expected to have a strong debt
service capability post-Demerger. Alumina Limited is also
expected to have strong debt service capabilities.

The WMC Board expects each of Alumina Limited and WMC
Resources to be a financially sound, appropriately
capitalised and viable company in its own right after the
Demerger. Both companies are expected to receive
investment grade credit ratings, as referred to in
Section 4.4.5.

Following the Demerger, WMC will remain subject to
continuous reporting obligations under the US Securities
Exchange Act of 1934 under its new name, Alumina Limited,
and its ADRs will remain listed on the NYSE. Currently there
is a degree of uncertainty regarding WMC’s status under the
US Investment Company Act of 1940. So long as this
uncertainty continues after the Demerger, Alumina Limited’s
ability to access US capital markets will be restricted. It is
not, however, envisaged that Alumina Limited will have the
need, or be seeking, to access these markets in the
foreseeable future.

WMC Resources will also be subject to the continuous
reporting obligations under the US Securities Exchange Act
of 1934 and will have its ADRs listed on the NYSE.
WMC Resources will not be subject to the same restrictions
on access to the US capital markets as Alumina Limited.

4.6.2 Dividend policies
WMC has historically pursued a policy of paying 50-60% of
profit after tax, before abnormals, to its shareholders as
dividends, franked to the greatest possible extent.

Following the Demerger, WMC Shareholders who retain their
holdings of Alumina Limited Shares and WMC Resources
Shares will have the potential to receive dividends, or returns
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by other capital management initiatives, from each of
Alumina Limited and WMC Resources. The payment of
dividends, and the utilisation of other capital management
initiatives, by Alumina Limited and WMC Resources will
ultimately be a matter for each board to determine, having
regard to operating performance, business outlook and
needs, availability of franking credits and other prevailing
circumstances. These and other factors likely to affect the
future dividend policies of Alumina Limited and WMC
Resources are discussed in Sections 6.9 and 7.16
respectively. 

Payment of a dividend by Alumina Limited in respect of the
year ending 31 December 2002, and payment of dividends
in subsequent years, will be determined by the Alumina
Limited Board in light of the level of dividends paid by AWAC
and the other economic and operational factors referred to in
Section 6.9. It is currently expected that dividends paid in
respect of the year ending 31 December 2003 will be
fully franked.

As discussed in Section 7.16, in the short-term following the
Demerger, WMC Resources is not expected to generate any
appreciable level of franking credits due to the utilisation of
existing carried forward tax losses. Accordingly, WMC
Resources is not expected to be able to pay fully franked
dividends in the short-term. There will be no dividend paid
by WMC Resources in respect of the year ending 
31 December 2002. For the year ending 31 December 2003,
it is expected that, having regard to the expected absence of
franking credits, any dividend payment made by WMC
Resources will be a modest proportion of reported net profit.
Dividend payments by WMC Resources for subsequent
years will be determined by the WMC Resources Board after
taking into account the various factors referred to in 
Section 7.16 then prevailing, including the availability of
franking credits.

4.6.3 Independent expert’s opinion
The WMC Board commissioned an independent expert,
Grant Samuel, to prepare a report stating whether, in its
opinion, the Demerger is in the best interests of WMC
Shareholders. Grant Samuel was also requested to give its
opinion as to whether the Demerger is materially prejudicial
to WMC’s creditors.

The report concludes that the Demerger is in the best
interests of WMC Shareholders and that WMC’s creditors
will not be materially prejudiced by the Demerger. The full
report is set out in Section 11.

4.6.4 Potential tax implications for demerged entities
As a result of recently enacted Australian demerger tax relief
legislation (ie the Demerger Relief Act), the transfers of

subsidiaries of WMC required to give effect to the Demerger
(including the ultimate transfer of WMC Resources to Eligible
WMC Shareholders as contemplated by the Share Scheme)
are not expected to result in any Australian income tax liability
for either the Alumina Limited Group or the WMC Resources
Group. WMC is expecting to receive private rulings from the
ATO confirming this.

As at 31 December 2001 the WMC Group’s carried forward
Australian tax loss position was as follows:

Loss category A$ million (after tax effect)
Revenue losses 366
Capital losses 250

As part of the Demerger, the carried forward tax losses are
expected to be primarily retained within the WMC Resources
Group. Future income tax benefits attributable to carried
forward tax losses at the Demerger Date will only be
recognised in the consolidated accounts of WMC Resources
to the extent that they satisfy the ‘virtual certainty’ test
pursuant to AASB 1020.

Like any other company, WMC’s ability to utilise these losses is
inherently uncertain, being dependent on factors including:

• operational factors affecting the amount and timing of
Australian taxable profits on revenue account;

• investment factors, including the recognition of capital
gains from the sale of assets and the size and timing of any
such gains; and

• the impact of technical provisions under current Australian
tax legislation which relate to the utilisation of such losses.

A number of changes to Australian tax legislation are currently
proposed, including the introduction of a ‘tax consolidations’
regime. This legislation is being introduced as a part of a
series of Bills, some of which have been passed and some of
which remain pending as at the date of this Scheme Booklet.
The consolidation provisions will only come into effect upon
Royal Assent being given to those Bills which are yet to be
passed. A brief summary of the provisions of the proposed tax
consolidations regime is set out in Section 10.16.

As a consequence of the Demerger and the introduction of
the tax consolidations regime, the ability of the WMC
Resources Group and the Alumina Limited Group to utilise
existing carried forward tax losses may be adversely affected.
Given the incomplete status of the proposed legislation and
the nature of the general factors which affect WMC’s ability to
utilise carried forward tax losses referred to above, it is not
possible to quantify the impact of these changes.

Notwithstanding this, WMC does not believe that the ability
of the demerged groups to utilise carried forward tax losses
will be affected to an extent which would be material to the
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making of a decision by WMC Shareholders or WMC
Optionholders in relation to any of the resolutions required to
implement the Demerger or the Option Scheme respectively.

4.6.5 Potential tax implications for shareholders
The Demerger is not expected to result in any material
adverse tax consequences for WMC Shareholders resident
in Australia who hold their WMC Shares on capital account
and elect to claim CGT Demerger Relief. This is because of
recently enacted Australian demerger tax relief legislation (ie
the Demerger Relief Act) which gives relief from the taxation
consequences that may have otherwise arisen because of
the Demerger. Details of the tax implications for Australian
resident WMC Shareholders are set out in Section 9.2.

For WMC Shareholders in the US, Deloitte & Touche LLP has
advised WMC that it is more likely than not that tax relief in
respect of the Demerger will be available under section 355
of the Internal Revenue Code of 1986 (US). Deloitte &
Touche LLP’s opinion, which sets out applicable US federal
tax laws and their application to the Demerger for certain
WMC Shareholders in the US, is provided in full in 
Section 13. WMC Shareholders in the US should note that
the availability of relief under section 355 of the Internal
Revenue Code of 1986 for the Demerger is not certain, and
shareholders may have a tax liability if the section does not
apply. US shareholders are advised to seek their own advice
on this issue.

There may be adverse tax consequences for WMC
Shareholders in the United Kingdom and New Zealand as a
result of the Demerger, or aspects of it (ie the Capital
Reduction and the Share Scheme Dividend). A more detailed
discussion of the tax implications of the Demerger for WMC
Shareholders in the United Kingdom and New Zealand is set
out in Sections 9.3 and 9.4 respectively.

4.6.6 Implications if the Demerger does not proceed
If the Demerger is not approved by WMC Shareholders or
the Court:

• The Demerger steps outlined in Section 5.1.2 will
not occur.

• The Option Scheme steps outlined in Section 5.2.2 will
not occur.

• WMC will continue to be a listed entity and will retain its
AWAC interest and other businesses.

• The advantages of the Demerger outlined in Section 4.3
may not be otherwise realised. However, the
disadvantages of the Demerger outlined in Section 4.4
may likewise not materialise.

• Transaction costs of approximately A$17.8 million will
still be incurred.

• The WMC Board will consider alternatives to the
Demerger, including those outlined in Section 4.2, to
ensure that WMC Shareholders derive full value from
WMC’s assets.

4.7 Additional considerations for WMC Optionholders
On 13 August 2002, WMC announced that it had suspended
future allotments of WMC Options to senior executives
under the WMC ESS.

The Option Scheme has been designed to have the effect
that the economic entitlements of WMC Optionholders prior
to the Demerger is, to the extent possible, preserved after
the Demerger is implemented.

It should be noted that senior managers who already hold
WMC Options will be entitled to participate in the Option
Scheme, and therefore be granted WMC Resources Options,
on the same terms as all other WMC Optionholders. The
grant of WMC Resources Options to these senior managers
will result from their existing holding of WMC Options and
will not be a new allotment under the WMC ESS.

4.7.1 Relationship with the Demerger
The Option Scheme is conditional on:

• the Demerger being approved by WMC Shareholders
and the Court; and

• the WMC Option Plan Resolution being approved 
by WMC Shareholders. 

Therefore, if either:

• the Demerger does not proceed; or

• the Demerger proceeds but the WMC Option Plan
Resolution is not approved by WMC Shareholders,

the Option Scheme will not proceed.

However, the Demerger is not conditional on the Option
Scheme being approved. Therefore the Demerger can still
proceed even if the Option Scheme does not proceed.

4.7.2 Advantages of the Option Scheme
The WMC Board believes that the Option Scheme is in the
best interests of WMC Optionholders, and that the advantages
of the Option Scheme outweigh the disadvantages and
potential risks.

As the Option Scheme has been designed to have the effect
that the economic entitlements of WMC Optionholders prior
to the Demerger are, to the extent possible, preserved after
the Demerger has been implemented, the WMC Board
believes that the advantages of the Option Scheme are
broadly the same as those of the Demerger generally (set out
in Section 4.3).

In addition, without the Option Scheme, the consequences
outlined in Section 4.7.4 (some of which are adverse to
WMC Optionholders) should result if the Demerger were to
be approved. These consequences are avoided if the Option
Scheme is implemented.

4. ADVANTAGES, DISADVANTAGES AND RISKS OF THE DEMERGER AND THE

OPTION SCHEME AND OTHER CONSIDERATIONS

4.6 OTHER RELEVANT CONSIDERATIONS

4.7 ADDITIONAL CONSIDERATIONS FOR WMC OPTIONHOLDERS
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If the Option Scheme is implemented, WMC Optionholders
will be entitled to benefit in any future increase in the value of
Alumina Limited Shares and WMC Resources Shares.

4.7.3 Disadvantages, risks and other consequences of the
Option Scheme

The WMC Board believes that the disadvantages and risks of
the Option Scheme are broadly the same as those of the
Demerger generally (set out in Sections 4.4 and 4.5).

The following may also represent potential disadvantages for
some WMC Optionholders:

• Only those WMC Optionholders who hold WMC Options
at the Option Scheme Record Date will be entitled to
participate in the Option Scheme. If a WMC Optionholder
exercises any of their WMC Options prior to the Option
Scheme Record Date, the WMC Optionholder will not
participate in the Option Scheme in respect of those
exercised WMC Options. Accordingly, unless the WMC
Optionholder holds the WMC Shares issued on the
exercise of the WMC Options on the Share Scheme
Record Date, they may not benefit if the value of WMC
Resources Shares or Alumina Limited Shares increases
following implementation of the Demerger.

• WMC Optionholders who are not employees of the
WMC Resources Group post-Demerger may be liable to
pay tax in respect of the WMC Resources Options
granted to them under the Option Scheme earlier than
WMC Optionholders who are employees of the WMC
Resources Group post-Demerger. This is discussed in
Section 4.7.6.

4.7.4 Implications if the Demerger proceeds but the Option
Scheme does not

If the Demerger receives the necessary approvals, but the
Option Scheme does not, WMC will proceed with
the Demerger.

If that occurs, it will have the following consequences for
WMC Optionholders under the terms and conditions of each
of the WMC Option Plans.

• The exercise price of the WMC Options will be reduced
by the amount of the Reduction Amount (ie A$2.78 per
WMC Option) but will not be reduced by the amount of
the Share Scheme Dividend.

• It is therefore likely that the value of a WMC Option after
the Demerger (which will then be able to be exercised to
require the issue of an Alumina Limited Share) will be
less than its value prior to the Demerger being
implemented.

• WMC Options held by WMC Optionholders who:
(a) prior to the Demerger are employees of the WMC

Group; and
(b) after the Demerger will be employees of the WMC

Resources Group, 

will lapse 30 days after the Demerger Date (subject to
the WMC Board extending the lapsing date to a
maximum of two years after the Demerger Date).

• WMC Options held by WMC Optionholders who:
(a) prior to the Demerger are employees of the WMC

Group; and
(b) after the Demerger will be employees of the

Alumina Limited Group, 
will continue to be exercisable for their original term in
accordance with the terms and conditions of the WMC
Option Plans.

• WMC Options held by WMC Optionholders who prior to
the Demerger are not employees of the WMC Group will
lapse on the date determined at the time the WMC
Optionholder ceased to be an employee of the WMC
Group.

4.7.5 Copy of WMC Option Register
Under the Corporations Act, any WMC Optionholder has a
right to inspect and to ask for a copy of the WMC Option
Register, which contains details of the name and address of
each WMC Optionholder and other details regarding the
terms of the WMC Options. A copy of the WMC Option
Register will be made available to any WMC Optionholder on
payment of the prescribed fee under the Corporations Act.

4.7.6 Taxation consequences of the Option Scheme
WMC Optionholders should seek independent advice in
relation to their own individual taxation position, and the
taxation consequences for them of the Option Scheme.

The following information is a guide to the Australian taxation
consequences of the Option Scheme for certain Australian
resident WMC Optionholders. The information does not
purport to be a complete analysis or identification of all
potential tax consequences for those WMC Optionholders,
nor is it intended to replace the need for specialist tax advice
in respect of the particular circumstances of individual WMC
Optionholders.

(a) Class ruling
WMC has sought a Class Ruling from the ATO on behalf of
WMC Optionholders. On the basis of its discussions with the
ATO as at the date of this Scheme Booklet, WMC expects
the Class Ruling to confirm the taxation treatment for WMC
Optionholders of the Option Scheme as detailed in 
Sections 4.7.6 (b) and (c).

The Class Ruling will become binding upon its gazettal by
the ATO, which WMC expects to occur prior to the
Demerger Date. Once gazetted, the Class Ruling will be
available on the ATO’s website. A copy of the Class Ruling
will be published on WMC’s website (www.wmc.com) when
it is obtained.



B

33

(b) Consequences for WMC Optionholders’ current
WMC Options

The taxation consequences for WMC Optionholders will
differ, and will depend on their employment status both
before and after the Demerger.

(i) If a WMC Optionholder is an employee of the WMC
Group before the Demerger Date and will be an
employee of the WMC Resources Group after the
Demerger Date – the Demerger and the Option Scheme
will not have taxation consequences for the WMC
Options (which become Alumina Limited Options).

Specifically:

• the amendment of the terms and conditions of the
WMC Option Plans under the Option Scheme will
not effect a disposal of WMC Options for taxation
purposes; and

• a cessation time will not occur as a consequence
of WMC Resources ceasing to be a 100%
subsidiary of WMC.

(ii) If a WMC Optionholder is an employee of the WMC
Group before the Demerger Date and will be an
employee of the Alumina Limited Group after the
Demerger Date – the taxation consequences of the
Demerger and the Option Scheme for the WMC Options
(which become Alumina Limited Options) will depend on
whether the WMC Optionholder elected at the time the
WMC Options were issued to pay tax up front or to
defer the payment of tax on those WMC Options. 

Up-front – no tax consequences
If the WMC Optionholder elected to be taxed ‘up front’
on those WMC Options (ie the WMC Optionholder
elected under section 139E of the ITAA to be taxed on
the discount given in relation to the WMC Options in the
year of income in which the WMC Options were
acquired), the Demerger and the Option Scheme will not
have taxation consequences for the WMC Options
(which become Alumina Limited Options).

Deferral – tax consequences
If the WMC Optionholder ‘deferred’ the payment of
taxation on those WMC Options (ie did not elect to pay
tax in the year of income in which the WMC Options
were acquired), the ATO has indicated that the
combination of the transfer of their employment from
the WMC Group to the Alumina Limited Group and the
Demerger will result in a cessation time for the purposes
of Division 13A of the ITAA. On this view, the discount
given in relation to the WMC Options will be assessable
to the WMC Optionholder in the year of income in which
the Demerger Date occurs. The discount amount
will equal:

• if the WMC Options are not exercised within 
30 days of the Demerger Date – the market value of
the WMC Options at the Demerger Date (calculated
in accordance with Division 13A of the ITAA) less
the consideration paid to acquire the WMC
Options; or

• if the WMC Options are exercised within 30 days of
the Demerger Date – the consideration received on
disposal of the Alumina Limited Shares aquired on
exercise (or the market value of the Alumina Limited
Shares if not sold) less the consideration paid to
acquire the WMC Options and the amount paid on
the exercise of the WMC Options.

Generally, once a WMC Optionholder has been subject
to tax under Division 13A of the ITAA in respect of their
WMC Options, they will be subject to tax under the
capital gains tax regime in respect of future dealings
with their WMC Options.

(iii) If a WMC Optionholder is not an employee of the
WMC Group on the Demerger Date – the Demerger
and the Option Scheme will not have taxation
consequences for the WMC Options (which become
Alumina Limited Options).

Specifically, the amendment of the terms and conditions
of the WMC Option Plans will not effect a disposal of
WMC Options for taxation purposes.

(c) Consequences of the grant of WMC Resources
Options

Optionholders will be subject to tax under Division 13A of
the ITAA on the discount given in relation to each WMC
Resources Option granted to them.

(i) If a WMC Optionholder is an employee of the WMC
Resources Group on the Option Scheme
Implementation Date – the WMC Resources Options
will be ‘qualifying rights’ (as defined in Division 13A of
the ITAA). Accordingly, the WMC Optionholder will be
subject to tax on the discount amount in the year of
income in which a cessation time (as defined in Division
13A of the ITAA) occurs unless they make an election
under section 139E of the ITAA to be taxed in the year
of income in which the WMC Resources Options are
acquired.

If the WMC Optionholder elects to be taxed ‘up front’ 
(ie in the year of income in which the WMC Resources
Options are granted), the discount amount for each
WMC Resources Option will be the deemed market
value of the WMC Resources Option at the time the
WMC Resources Option is granted (calculated in
accordance with Division 13A of the ITAA).

4. ADVANTAGES, DISADVANTAGES AND RISKS OF THE DEMERGER AND THE
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If the WMC Optionholder ‘defers’ the tax (ie does not
elect to pay tax in the year of income in which the WMC
Resources Options are granted), the discount amount,
and the year of income in which it will be subject to tax,
will depend on the WMC Optionholder’s individual
circumstances. 

Generally, once a WMC Optionholder has been subject
to tax under Division 13A of the ITAA in respect of their
WMC Resources Options, they will be subject to tax
under the capital gains tax regime in respect of future
dealings with their WMC Resources Options.

(ii) If a WMC Optionholder is an employee of the Alumina
Limited Group on the Option Scheme Implementation
Date – the WMC Resources Options will not be
‘qualifying rights’ (as defined in Division 13A of the ITAA).

Accordingly, the WMC Optionholder will be subject to
tax on the discount amount in the year of income in
which the WMC Resources Options are granted.

The discount amount for each WMC Resources Option
will be the deemed market value of the WMC Resources
Option at the time the WMC Resources Option is
granted (calculated in accordance with Division 13A of
the ITAA).

Generally, once a WMC Optionholder has been subject
to tax under Division 13A of the ITAA in respect of their
WMC Resources Options, they will be subject to tax
under the capital gains tax regime in respect of future
dealings with their WMC Resources Options.

(iii) If a WMC Optionholder is not an employee of either
the Alumina Limited Group or the WMC Resources
Group on the Option Scheme Implementation Date –
the WMC Resources Options will not be ‘qualifying
rights’ (as defined in Division 13A of the ITAA).

Accordingly, the WMC Optionholder will be subject to
tax on the discount amount in the year of income in
which the WMC Resources Options are granted.

The discount amount for each WMC Resources Option
will be the deemed market value of the WMC Resources
Option at the time the WMC Resources Option is
granted (calculated in accordance with Division 13A of
the ITAA.

Generally, once a WMC Optionholder has been subject
to tax under Division 13A of the ITAA in respect of their
WMC Resources Options, they will be subject to tax
under the capital gains tax regime in respect of future
dealings with their WMC Resources Options.

5. Details of the Demerger and the
Option Scheme

5.1 Effects and elements of the Demerger
5.1.1 The effect of the Demerger
(a) WMC Shareholders
The effect of the Demerger will be that Eligible WMC
Shareholders will receive one WMC Resources Share for each
WMC Share they hold. The number of WMC Shares held by
WMC Shareholders will not be affected by the Demerger,
however these shares will trade under the company’s new
name, Alumina Limited, from the Listing Date.

Due to regulatory constraints, Ineligible Overseas
Shareholders will receive cash instead of WMC Resources
Shares. The treatment of Ineligible Overseas Shareholders is
set out in Section 5.1.5.

The general taxation effects of the Demerger are set out in
Section 9.

(b) WMC Optionholders
The effect of the Demerger on WMC Optionholders will differ
depending on whether or not the Option Scheme receives
the necessary approvals.

The effect on WMC Optionholders if both the Demerger and
the Option Scheme receive the necessary approvals is set
out in Section 5.2.

The effect on WMC Optionholders if the Demerger receives
the necessary approvals, but the Option Scheme does not,
is set out in Section 4.7.4.

(c) Creditors
In the opinion of the WMC Board, each of WMC Resources
and Alumina Limited will have a viable independent future,
and implementation of the Demerger will not materially
prejudice WMC’s ability to pay its creditors.

Grant Samuel has been engaged to provide an opinion as to
whether the Demerger is materially prejudicial to creditors of
the WMC Group. Grant Samuel’s report concludes that
WMC’s creditors will not be materially prejudiced by the
Demerger. A copy of Grant Samuel’s report is contained in
Section 11.

Implementation of the Demerger will not result in any outflow
of funds from WMC Resources or Alumina Limited, other
than the Demerger transaction costs described in 
Section 4.4.2 (estimated at A$126.8 million) and, in respect
of WMC Resources, the net funds required to repurchase the
outstanding US debt securities at current market rates
described in Section 5.5.4(b) (estimated to be between
A$134.2 million and A$149.1 million depending on, among
other things, the number of US debt securities repurchased 
and the prevailing US Treasury rates used to calculate the
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repurchase price – the consent fee component of the
repuchase price is included in the total transaction
costs above).

Most of the net cash outflows relating to the repurchasing of
WMC’s outstanding US debt securities will subsequently be
mitigated by the benefit of lower interest rates which are
expected to be obtained under the funding arrangements
put in place to refinance the debt.

(d) ADR holders
As at 30 September 2002, WMC had on issue approximately
7,527,416 WMC Shares underlying 1,881,854 ADSs
represented by ADRs.

If the Demerger is implemented, ADR holders will receive
one WMC Resources ADR for each WMC ADR they hold.

WMC ADRs will trade as Alumina Limited ADRs if the
Demerger is implemented.

5.1.2 Key steps in implementing the Demerger
The Demerger involves a number of elements including the
key steps outlined below:
(a) WMC Shareholders will vote at the Share Scheme

Meeting on the Share Scheme.
(b) WMC Shareholders will vote at the General Meeting on:

(i) the Capital Reduction Resolution, under which, if
approved, WMC will reduce its share capital by the
Reduction Amount (ie an amount of A$2.78 per
WMC Share on issue at the Share Scheme Record
Date); and

(ii) each Ancillary Demerger Resolution, under which, if
approved:
(A) WMC’s name will be changed to ‘Alumina

Limited’ with the intention that the name change
have effect from the Listing Date (the Name
Change Resolution); and

(B) each of WMC and WMC Resources will enter
into deeds of indemnity, insurance and access
with the current WMC Directors (Director’s
Deeds), the terms of which are explained in the
notice convening the General Meeting in Section
16 and discussed in Section 5.3.2(a) (the
Director’s Deed Resolution).

(c) If the necessary WMC Shareholder approvals are
received, and the other conditions of the Share Scheme
are satisfied, WMC will apply to the Court for approval
of the Share Scheme at a hearing to be held shortly
after the Share Scheme Meeting. The Court hearing is
expected to be held on 2 December 2002.

(d) If the Share Scheme is approved by the Court, WMC
will lodge an office copy of the Court order approving
the Share Scheme with ASIC. This is expected to occur
on 2 December 2002 and is referred to in this Scheme
Booklet as the Effective Date.

(e) On or before the Share Scheme Record Date, the WMC
Board will pass the Dividend Resolution, under which it
will approve the declaration of the Share Scheme
Dividend (a notional cash dividend of A$0.73 per WMC
Share on issue at the Share Scheme Record Date).

(f) At the close of business on the first Business Day
following the Effective Date (expected to be 3 December
2002) trading in WMC Shares on the ASX on a cum-
entitlement basis will cease (ie acquirers of WMC
Shares cum-entitlement will be eligible to participate in
the Demerger, provided they remain on the WMC Share
Register at the Share Scheme Record Date).

(g) On the Listing Date (expected to be 4 December 2002)
it is expected that WMC’s change of name to ‘Alumina
Limited’ will become effective, and trading on the ASX
of WMC Shares as Alumina Limited Shares, on an ex-
entitlement basis, will commence (ie acquirers of WMC
Shares ex-entitlement will not be eligible to participate in
the Demerger).

(h) On the Listing Date, WMC Resources Shares will be
quoted on the ASX and trading in WMC Resources
Shares will commence on a deferred settlement basis.
Quotation of and trading in WMC Resources Shares,
including trading on a deferred settlement basis, is
explained in more detail in Section 5.4.2.

(i) On or before the Demerger Date (expected to be
11 December 2002), a number of internal transfers will
take place resulting in all of WMC’s non-AWAC businesses
being owned by WMC Resources and WMC’s interest in
AWAC being retained by Alumina Limited.

(j) On the Demerger Date:
(i) WMC (which will then be known as ‘Alumina

Limited’) will pay the Share Scheme Dividend to be
applied in accordance with paragraph (iii);

(ii) WMC (then Alumina Limited) will reduce its share
capital by the Reduction Amount to be applied in
accordance with paragraph (iii); and

(iii) one WMC Resources Share will be transferred to
each Eligible WMC Shareholder and the Sale
Agent (on behalf of the Ineligible Overseas
Shareholders) for each WMC Share (then known as
an Alumina Limited Share) held at the Share
Scheme Record Date, in consideration for the
Share Scheme Dividend and the Reduction
Amount, each of which will be automatically applied
by WMC to the transfer.

It is important to note that the Demerger will only be
implemented if the Share Scheme becomes effective. For
the Share Scheme to become effective:

• the Share Scheme must be approved by the requisite
majority of WMC Shareholders, as detailed in 
Section 5.3.1;

4. ADVANTAGES, DISADVANTAGES AND RISKS OF THE

DEMERGER AND THE OPTION SCHEME AND OTHER

CONSIDERATIONS

4.7 ADDITIONAL CONSIDERATIONS FOR WMC OPTIONHOLDERS 

5. DETAILS OF THE DEMERGER AND THE

OPTION SCHEME

5.1 EFFECTS AND ELEMENTS OF THE DEMERGER B



36

PART B THE DEMERGER AND THE OPTION SCHEME

• the Capital Reduction Resolution and each Ancillary
Demerger Resolution must be approved by the requisite
majorities of WMC Shareholders, as detailed in 
Section 5.3.2;

• the ASX must grant approval for the admission of WMC
Resources to the official list of the ASX and the
quotation of WMC Resources Shares on the stock
market conducted by the ASX;

• the Share Scheme must be approved by the Court;

• an office copy of the Court order approving the Share
Scheme must be lodged with ASIC; and

• if the Court orders that the Share Scheme be subject to
additional conditions which WMC considers acceptable,
those conditions must be satisfied.

5.1.3 Share Scheme Consideration
(a) What will WMC Shareholders receive?
If the Share Scheme becomes effective, Eligible WMC
Shareholders will receive one WMC Resources Share for each
WMC Share they hold. Ineligible Overseas Shareholders will
receive the proceeds of sale of the relevant WMC Resources
Shares which are sold by the Sale Agent on their behalf in
accordance with the procedure described in Section 5.1.5.

The number of WMC Shares held by WMC Shareholders will
not be affected by the Demerger, however these shares will
trade under the company’s new name, Alumina Limited, from
the Listing Date.

(b) Who will receive Share Scheme Consideration?
For the purpose of determining whether a person is registered on
the WMC Share Register at the Share Scheme Record Date as
the holder of issued WMC Shares (and is therefore an Eligible
WMC Shareholder or an Ineligible Overseas Shareholder), any
dealing in WMC Shares on or before the Share Scheme Record
Date will only be recognised if:
(i) in the case of a dealing of the type to be effected using

CHESS, the transferee is a registered holder of the relevant
WMC Shares at the Share Scheme Record Date; and

(ii) in all other cases, registrable transmission applications or
transfers in respect of that dealing are received on or
before the Share Scheme Record Date at the WMC Share
Registry.

WMC will not recognise for the purpose of determining an
entitlement under the Capital Reduction, the Share Scheme
Dividend or the Share Scheme any transmission application or
transfer in respect of WMC Shares if received after the Share
Scheme Record Date.

(c) What will ADR holders receive?
If the Share Scheme becomes effective, ADR holders will
receive one WMC Resources ADR for each WMC ADR.

WMC ADRs will trade as Alumina Limited ADRs if the Demerger
is implemented.

5.1.4 Provision of Share Scheme Consideration
On the Demerger Date, WMC will transfer one WMC Resources
Share to each Eligible WMC Shareholder in respect of each
WMC Share registered in the name of that WMC Shareholder in
the WMC Share Register at the Share Scheme Record Date, in
accordance with the provisions of the Share Scheme. Ineligible
Overseas Shareholders will receive cash in accordance with the
mechanism described in Section 5.1.5.

Eligible WMC Shareholders will have their names and
addresses entered in the WMC Resources Share Register on
the Demerger Date. In the case of joint holdings, the names and
addresses will be entered in the WMC Resources Share
Register in the same order as they were entered in the WMC
Share Register as at the Share Scheme Record Date.

Except for a WMC Shareholder’s tax file number, any binding
instruction or notification between a WMC Shareholder and
WMC at the Share Scheme Record Date relating to the
shareholder’s WMC Shares (including, without limitation, any
instructions relating to the payment of dividends or to
communications from WMC) will, from the Share Scheme
Record Date, be deemed to be a similarly binding instruction or
notification to and accepted by WMC Resources in respect of
the WMC Resources Shares transferred to the WMC
Shareholder under the Demerger, until that instruction or
notification is revoked or amended in writing addressed to
WMC Resources at the WMC Resources Share Registry.

5.1.5 Treatment of foreign holders
(a) Who is an Ineligible Overseas Shareholder?
A WMC Shareholder is likely to be an Ineligible Overseas
Shareholder if that WMC Shareholder’s Registered Address
at the Share Scheme Record Date is outside Australia and
its external territories, New Zealand, the United Kingdom, the
US, Singapore, Hong Kong, Switzerland and Germany.

This is because WMC is not satisfied that the full
implementation of the Share Scheme in respect of that WMC
Shareholder and the transfer of WMC Resources Shares to
that WMC Shareholder under the Demerger are not
prohibited, not unduly onerous and not unduly impractical in
the jurisdiction in which their Registered Address is located.

(b) Treatment of Ineligible Overseas Shareholders
Ineligible Overseas Shareholders’ entitlement (in that capacity)
to the transfer of WMC Resources Shares under the Demerger
will be satisfied by those WMC Resources Shares being sold
by the Sale Agent on behalf of the Ineligible Overseas
Shareholders. This is likely to occur within 20 Business Days
of the Demerger Date.
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Ineligible Overseas Shareholders will receive from the Sale
Agent an amount representing the average proceeds of sale
(after deduction of any applicable brokerage and other
selling costs, taxes and charges) of all of the WMC
Resources Shares sold by the Sale Agent on behalf of
Ineligible Overseas Shareholders. The Sale Agent will remit
the proceeds of sale (minus expenses) by cheque. Cheques
will be denominated, at WMC’s election in Australian Dollars
or, at WMC’s election, the currency of the jurisdiction in
which the Ineligible Overseas Shareholder is resident. If
denominated in the currency of the jurisdiction in which the
Ineligible Overseas Shareholder is resident, the Australian
Dollars will be converted into that currency using the
exchange rate prevailing at a date not more than 15
Business Days after the sale of the last of all Ineligible
Overseas Shareholders’ WMC Resources Shares. Cheques
will be dispatched by ordinary mail to the Ineligible Overseas
Shareholders at their Registered Address as soon as
reasonably practicable.

5.2 Effects and elements of the Option Scheme
5.2.1 The effect of the Option Scheme
(a) Overall effect of the Option Scheme
If the Option Scheme receives the necessary approvals and
is implemented, the effect on WMC Optionholders will be as
follows:

• WMC Optionholders will continue to hold their WMC
Options.

• Each WMC Option will become an Alumina Limited
Option and will entitle the holder to subscribe for one
Alumina Ltd Share.

• The exercise price and other terms of the Alumina
Limited Options will be amended.

• WMC Optionholders will be granted one WMC
Resources Option for each WMC Option they hold prior
to the Demerger. Each WMC Resources Option will entitle
the holder to subscribe for one WMC Resources Share.

• The aggregate exercise prices of the Alumina Limited
Option and the WMC Resources Option will be equal to
the exercise price of the WMC Option prior to the
Demerger.

• The Alumina Limited Option and the WMC Resources
Option will lapse at the same time as the WMC Option
would have lapsed if the Demerger hadn't proceeded –
being the earlier of five years after the Alumina Limited
Option was issued (as a WMC Option) and 30 days (or
two years, as applicable) after the WMC Optionholder
ceases to be employed by the WMC Group, the WMC
Resources Group or the Alumina Limited Group.

The Option Scheme has been designed to have the effect
that the economic entitlements of WMC Optionholders prior
to the Demerger are, to the extent possible, preserved after
the Demerger is implemented. In doing so, the Option

Scheme will produce an equitable outcome for both WMC
Optionholders and WMC Shareholders – overall, after the
Demerger and Option Scheme are implemented, the relative
positions of WMC Shareholders and WMC Optionholders
will be the same as they were prior to the Demerger.

A summary of WMC Options on issue is set out in
Section 8.2.3.

On 13 August 2002, WMC announced that it had suspended
future allotments of WMC Options to senior executives
under the WMC ESS.

It should be noted that senior managers who already hold
WMC Options will have a right and entitlement to participate
in the Option Scheme, and therefore be granted WMC
Resources Options, on the same terms as all other WMC
Optionholders. The grant of WMC Resources Options to
these senior managers will result from their existing holding
of WMC Options and will not be a new allotment under the
WMC ESS.

(b) Amending the terms of the WMC Options
So that WMC Options become Alumina Limited Options with
the correct exercise price and period, the Option Scheme
will make various amendments to the terms and conditions
of the WMC Option Plans.

Exercise price: Under the Option Scheme, the terms and
conditions of the WMC Option Plans will be amended so
that an Alumina Limited Option has an exercise price less
than the exercise price of the corresponding WMC Option
prior to the Demerger. This reduced exercise price will be
proportionate to the market value of the assets distributed to
WMC Shareholders – in the form of WMC Resources Shares
– under the Demerger.

The exercise price of an Alumina Limited Option will be
determined by reference to the exercise price of the
corresponding WMC Option prior to the Demerger and the
volume weighted average price (VWAP) of WMC Resources 
Shares and Alumina Limited Shares sold on the ASX over
the first five days of trading on the ASX commencing on the
Listing Date, in accordance with the following formula:

Alumina Limited Pre-Demerger Alumina Limited VWAP

Option = WMC Option x (Alumina Limited VWAP +

Exercise Price Exercise Price WMC Resources VWAP)

Example: 
If after the Demerger, the VWAP of WMC Resources
Shares was A$3.00 and that of Alumina Limited Shares
was A$5.00, a WMC Option with a pre-Demerger
exercise price of A$4.91 would become an Alumina
Limited Option with an exercise price determined as
follows:

5. DETAILS OF THE DEMERGER AND THE OPTION SCHEME
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Alumina

Limited (A$5.00)

Option = A$4.91 x (A$5.00 + A$3.00) = A$3.07

The exercise price of the Alumina Limited Option would
be $3.07.

Based on the same VWAPs:

• a WMC Option with a pre-Demerger exercise price of
A$4.88 would become an Alumina Limited Option
with an exercise price of A$3.05;

• a WMC Option with a pre-Demerger exercise price of
A$8.42 would become an Alumina Limited Option
with an exercise price of A$5.26;

• a WMC Option with a pre-Demerger exercise price of
A$7.52 would become an Alumina Limited Option
with an exercise price of A$4.70; and

• a WMC Option with a pre-Demerger exercise price of
A$9.35 would become an Alumina Limited Option
with an exercise price of A$5.84.

The example above is for illustrative purposes only, and the
VWAPs stated should not be taken as an indication of the
likely VWAPs for Alumina Limited Shares and WMC
Resources Shares from the Listing Date. No assurance can
be, or is, given as to the prices at which Alumina Limited
Shares and WMC Resources Shares will trade from the
Listing Date or post-Demerger, either in stand-alone or
relative terms. See Section 4.5.1 for more details.

Preventing Alumina Limited Options lapsing early: Under
the terms and conditions of each of the WMC Options Plans,
a WMC Option will lapse on the first to occur of:

• the expiry of five years after the date they were granted;
and

• the expiry of 30 days after the WMC Optionholder
ceases to be employed by the WMC Group (except in
the case of WMC Optionholders who cease to be
employed by the WMC Group as a result of death,
retrenchment or retirement or, in any case determined
by the WMC Board in its discretion, sale or other
transfer of any part of the business or assets of the
WMC Group, in which case the WMC Option will lapse,
subject to the paragraph above, two years after such
cessation of employment).

As described in Section 8.1, nearly all of the current
employees of the WMC Group are employed by WMC
Resources or a company which will be a subsidiary of WMC
Resources post-Demerger. As such, for nearly all current
employees of the WMC Group, the implementation of the
Demerger will not result in the cessation or transfer of their
employment.

However, as the WMC Resources Group will no longer be
part of the WMC Group (which will then be the Alumina
Limited Group), those employees will cease to be employees
of the WMC Group for the purposes of the WMC Option
Plans and therefore their WMC Options (which would
become Alumina Limited Options) would lapse 30 days after
the Demerger Date.

To prevent this occurring, under the Option Scheme the
terms and conditions of each of the WMC Option Plans will
be amended to provide that Alumina Limited Options will
lapse 30 days (or two years, as applicable) after the WMC
Optionholder ceases to be an employee of the Alumina
Limited Group or the WMC Resources Group.

This will ensure that Alumina Limited Options will remain
available to be exercised until their original lapsing date (ie
for most Alumina Limited Options, five years after the WMC
Option was issued), provided that post-Demerger the WMC
Optionholder remains employed by either the WMC
Resources Group or the Alumina Limited Group.

The amendments required: The amendments to be made to
the terms and conditions of each of the WMC Option Plans
are set out in full in Schedule 2 to the Option Scheme,
contained in Section 15.4.

The need for WMC Shareholder approval: Under the terms
of the WMC Option Plans, after a WMC Option has been
granted, the WMC Board may not alter any of the terms
relating to the WMC Option without the approval of WMC
Shareholders by special resolution.

Accordingly, the amendments to be made to the terms and
conditions of the WMC Option Plans under the Option
Scheme may only be made with the approval of the WMC
Shareholders by special resolution.

For this reason, WMC Shareholders will vote on the WMC
Option Plan Resolution at the General Meeting. If the WMC
Option Plan Resolution is not approved as a special
resolution, the Option Scheme will not become effective.

(c) Grant of WMC Resources Options
Under the Option Scheme, WMC Resources will grant each
WMC Optionholder one WMC Resources Option for each
WMC Option they hold at the Option Scheme Record Date.

Each WMC Resources Option will entitle the holder to
subscribe for one WMC Resources Share. 

To the extent practicable, the terms and conditions attaching
to the WMC Resources Options will mirror the terms and
conditions of the WMC Option Plans, but will incorporate
such amendments as are necessary to reflect the varying
exercise periods and exercise prices of the WMC
Resources Options.
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The two primary variants in the terms of the WMC
Resources Options will be:

• their exercise price; and

• the period during which they may be exercised. 

Exercise price: The exercise price of a WMC Resources
Option will be determined by reference to the pre-Demerger
exercise price of the WMC Option (which becomes an
Alumina Limited Option) in respect of which the WMC
Resources Option was granted and the VWAP of WMC
Resources Shares and Alumina Limited Shares sold on the
ASX over the first five days of trading on the ASX
commencing on the Listing Date, in accordance with the
following formula:

WMC 

Resources WMC Option WMC Resources VWAP

Option = Pre-Demerger x (Alumina Limited VWAP +

Exercise Exercise Price WMC Resources VWAP)

Price

Example:
If after the Demerger, the VWAP of WMC Resources
Shares was A$3.00 and that of Alumina Limited Shares
was A$5.00, a WMC Resources Option granted in
respect of a WMC Option with a pre-Demerger exercise
price of A$4.91 would have its exercise price calculated
as follows:

WMC 

Resources (A$3.00) 

Option = A$4.91 x (A$5.00 + A$3.00) = A$1.84

Exercise 

Price

The exercise price of the WMC Resources Option 
would be A$1.84.

Based on the same VWAPs:

• a WMC Resources Option granted in respect of a
WMC Option with a pre-Demerger exercise price of
A$4.88 would have an exercise price of A$1.83;

• a WMC Resources Option granted in respect of a
WMC Option with a pre-Demerger exercise price of
A$8.42 would have an exercise price of A$3.16;

• a WMC Resources Option granted in respect of a
WMC Option with a pre-Demerger exercise price of
A$7.52 would have an exercise price of A$2.82; and

• a WMC Resources Option granted in respect of a
WMC Option with a pre-Demerger exercise price of
A$9.35 would have an exercise price of A$3.51.

The example above is for illustrative purposes only, and the
VWAPs stated should not be taken as an indication of the
likely VWAPs for Alumina Limited Shares and WMC

Resources Shares from the Listing Date. No assurance can
be, or is, given as to the prices at which Alumina Limited
Shares and WMC Resources Shares will trade from the
Listing Date or post-Demerger, either in stand-alone or
relative terms. See Section 4.5.1 for more details.

Period of exercise: The period during which a WMC
Resources Option will be able to be exercised will be the
same as the remaining exercise period of the WMC Option
(which becomes an Alumina Limited Option) in respect of
which the WMC Resources Option is granted.

Example:
If at the Option Scheme Record Date a WMC
Optionholder holds 100 WMC Options which expire on
21 December 2003 and 50 WMC Options which expire
on 20 December 2004, WMC Resources will grant that
WMC Optionholder:

• 100 WMC Resources Options which expire on 
21 December 2003; and

• 50 WMC Resources Options which expire on 
20 December 2004.

Similarly, a WMC Resources Option not exercised will lapse
on the same date on which the WMC Option (which
becomes an Alumina Limited Option) in respect of which the
WMC Resources Option was granted lapses. 

Example:
If at the Option Scheme Record Date a WMC
Optionholder holds 100 WMC Options which expire on
21 December 2003. If on 1 July 2003 that WMC
Optionholder resigns from their employment in the
WMC Resources Group, then:

• the 100 WMC Options (which will then be Alumina
Limited Options) will lapse on 31 July 2003 if not
exercised before that date; and

• the 100 WMC Resources Option granted in respect
of those 100 WMC Options will lapse on 31 July
2003 if not exercised before that date.

The detailed terms and conditions: The detailed terms and
conditions that will apply to the WMC Resources Options are
set out in full in Schedule 3 to the Option Scheme, contained
in Section 15.4.

5.2.2 Key steps in implementing the Option Scheme
The Option Scheme involves a number of elements including
the key steps outlined below:
(a) The WMC Optionholders will vote at the Option Scheme

Meeting on the Option Scheme.
(b) Provided that:

(i) the Share Scheme is approved at the Share Scheme
Meeting; 

5. DETAILS OF THE DEMERGER AND THE OPTION SCHEME

5.2 EFFECTS AND ELEMENTS OF THE OPTION SCHEME 



40

PART B THE DEMERGER AND THE OPTION SCHEME

(ii) the Capital Reduction Resolution, each Ancillary
Demerger Resolution and the WMC Option Plan
Resolution are approved at the General Meeting;
and

(iii) the Option Scheme is approved at the Option
Scheme Meeting,

WMC will apply to the Court for approval of the Option
Scheme at the same time as it applies for approval of
the Share Scheme. The Court hearing is expected to be
held on 2 December 2002.

(c) If the Option Scheme is approved, WMC will lodge an
office copy of the Court order approving the Option
Scheme with ASIC at the same time as it lodges a copy
of the Court order approving the Share Scheme (ie the
Effective Date). This is expected to occur on
2 December 2002.

(d) WMC Optionholders will temporarily cease to be able to
exercise their WMC Options from 3.00 pm on the
Business Day immediately after the Effective Date (the
Exercise Deadline). This is expected to occur on
3 December 2002.

(e) At 9.00 am on the Business Day immediately after the
Demerger Date (the Option Scheme Implementation
Date) – expected to be 12 December 2002 – the
following events will occur in the following order:
(i) the terms and conditions of the WMC Options

Plans will be amended; and
(ii) WMC Resources will grant to each WMC

Optionholder one WMC Resources Option for each
WMC Option they held at the Option Scheme
Record Date.

(f) From 9.15 am on the Option Scheme Implementation
Date, Alumina Limited Options and WMC Resources
Options will be able to be exercised in accordance with
their terms and conditions.

5.2.3 Option Scheme outcome
(a) What will be the position of WMC Optionholders after

the Demerger?
If the Option Scheme is implemented, each WMC
Optionholder will hold:

• one Alumina Limited Option; and

• one WMC Resources Option,
for each WMC Option they hold at the Option Scheme
Record Date.

(b) Who will participate in the Option Scheme?
Only those WMC Optionholders who hold WMC Options at
the Option Scheme Record Date – expected to be 5.00 pm
on 5 December 2002 – will participate in the Option Scheme.
WMC Options exercised prior to that date will not participate.

(c) Suspension of rights to exercise WMC Options
The rights of WMC Optionholders to exercise their WMC
Options will be suspended while the Demerger and the
Option Scheme are being implemented.

WMC will not accept any notice of exercise of a WMC
Option received:

• after the Exercise Deadline; or

• by the Exercise Deadline, but not in accordance with the
terms and conditions of the WMC Option Plan pursuant
to which the WMC Option was granted.

From 9.15 am on the Option Scheme Implementation Date,
WMC Optionholders will be able to exercise their Alumina
Limited Options and WMC Resources Options in
accordance with their terms and conditions.

5.3 Meetings
5.3.1 Scheme Meetings
On 28 October 2002, the Court ordered that a meeting of the
holders of WMC Shares and a separate meeting of the
holders of WMC Options be convened to consider and, if
thought fit, to approve the Share Scheme and the Option
Scheme respectively, with or without amendment or
modification. The Scheme Meetings are to be held at the
Carlton Crest Hotel, 65 Queens Road, Melbourne, Australia
on 29 November 2002.

The orders of the Court to convene the Scheme Meetings
are not, and should not be treated as, an endorsement by
the Court of, or any other expression of opinion by the Court
on, the Schemes.

(a) Share Scheme
WMC Shareholders will be asked to approve the Share
Scheme at the Share Scheme Meeting which will commence
at 10.30 am on 29 November 2002.

The Share Scheme will be approved by WMC Shareholders
if a majority in number of WMC Shareholders present and
voting at the Share Scheme Meeting (in person, by proxy, by
attorney or, in the case of corporate shareholders, by
corporate representative), holding at least 75% of the total
number of WMC Shares voted at the Share Scheme
Meeting, vote in favour of the Share Scheme.

If the Share Scheme is approved at the Share Scheme
Meeting, the Share Scheme will be binding on all WMC
Shareholders (including those who voted against the
resolution to approve the Share Scheme or did not vote at
all) and on WMC if and only if:

• the Capital Reduction Resolution and each Ancillary
Demerger Resolution are approved by the requisite
majorities of WMC Shareholders;
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• the ASX grants approval for the admission of WMC
Resources to the official list of the ASX and the
quotation of WMC Resources Shares on the stock
market conducted by the ASX;

• it is approved by the Court;

• an office copy of the Court order approving the Share
Scheme is lodged with ASIC; and

• if the Court orders that the Share Scheme be subject to
additional conditions which WMC considers acceptable,
those conditions are satisfied.

(b) Option Scheme
WMC Optionholders will be asked to approve the Option
Scheme at the Option Scheme Meeting, which is to be held
at 11.30 am on 29 November 2002, or as soon after that
time as the General Meeting has concluded or been
adjourned. The Option Scheme is conditional on the Share
Scheme becoming effective (as described in Section 4.7.1).

The Option Scheme will be approved by WMC Optionholders
if a majority in number of WMC Optionholders present and
voting at the Option Scheme Meeting (in person or by proxy),
and holding at least 75%, by value, of the WMC Options
voted at the meeting, vote in favour of the Option Scheme.

If the Option Scheme is approved by WMC Optionholders at
the Option Scheme Meeting, the Option Scheme will be
binding on all WMC Optionholders (including those who
voted against the resolution to approve the Option Scheme
or did not vote at all) and on WMC if and only if all other
conditions to the Option Scheme (including approval of the
Share Scheme by WMC Shareholders and the Court and
approval of the WMC Option Plan Resolution by WMC
Shareholders at the General Meeting) are satisfied.

5.3.2 General Meeting
The General Meeting will be held at 11.00 am on
29 November 2002, or as soon after that time as the Share
Scheme Meeting has concluded or been adjourned.

(a) Resolutions required to implement the Demerger
At the General Meeting, WMC Shareholders will be asked to
consider and, if thought fit, to approve the Capital Reduction
Resolution and each Ancillary Demerger Resolution (ie the
Name Change Resolution and the Director’s Deed Resolution),
in addition to the resolutions discussed in Sections 5.3.2(b)
and 5.3.2(c). Implementation of the Demerger is conditional on
each of the Capital Reduction Resolution and each Ancillary
Demerger Resolution being approved.

The Capital Reduction Resolution must be approved so that
the Reduction Amount, together with the Share Scheme
Dividend, can be applied, on each WMC Shareholder’s
behalf, to acquire one WMC Resources Share for each WMC
Share (then to be known as an Alumina Limited Share) held
at the Share Scheme Record Date.

The Name Change Resolution must be approved to change
WMC’s name to ‘Alumina Limited’. As explained in the
explanatory notes to the notice convening the General
Meeting in Section 16, this change of name will reflect the
change in focus of WMC’s activities as a result of, and will
allow WMC Resources to continue to utilise the ‘WMC’
name following, the implementation of the Demerger.

The Director’s Deed Resolution must be approved to
approve the entry into, and performance of, the
Director’s Deeds.

In summary, the Director’s Deeds provide, to the extent
permitted by law:

• an ongoing indemnity to the recipient for liability
incurred in connection with being a WMC Director or
WMC Resources Director (as relevant), including
Demerger related liability;

• for the recipient’s access to the relevant company’s
documents relating to their period as a director of that
company; and

• for the maintenance of director’s and officer’s insurance
policies by WMC and WMC Resources (as relevant) for
the benefit of the recipient in respect of liability incurred
in connection with being a WMC Director or WMC
Resources Director (as relevant), including Demerger
related liability.

Each of the Director’s Deeds is of a type that is now
common for listed companies. The terms of the Director’s
Deeds are more fully described in the explanatory notes to
the notice convening the General Meeting in Section 16, and
a copy of the proposed form of the Director’s Deeds can be
inspected in accordance with the procedure set out in
Section 10.21.

The Capital Reduction Resolution and the Director’s Deed
Resolution require the approval of a majority of votes cast by
WMC Shareholders present and voting at the General
Meeting, whether in person, by proxy, by attorney, or, in the
case of corporate shareholders, by corporate representative.
The Name Change Resolution requires the approval of 75%
of the votes cast by WMC Shareholders present and voting
at the General Meeting, whether in person, by proxy, by
attorney or, in the case of corporate shareholders, by
corporate representative.

(b) WMC Option Plan Resolution
In addition to the Capital Reduction Resolution and each
Ancillary Demerger Resolution, at the General Meeting WMC
Shareholders will also be asked to consider and, if thought
fit, to approve the WMC Option Plan Resolution.

The WMC Option Plan Resolution must be approved so that
the proposed amendments to the terms of the WMC Option
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Plans under the Option Scheme, described in Section 5.2,
can be made. The amendments to the WMC Option Plans
avoid the value of WMC Options being diminished as a
result of the Demerger by, in effect, preserving the economic
entitlements of WMC Optionholders. The amendments
produce an equitable outcome for both WMC Optionholders
and WMC Shareholders.

The WMC Board recommends that WMC Shareholders
approve the amendments so that WMC Optionholders – who
are either current or former employees of the WMC Group –
are treated fairly in the context of the Demerger, and in a
manner that is comparable to the treatment of WMC
Shareholders under the Demerger. 

The WMC Board believes that the amendments to the WMC
Option Plans enable those plans to continue to provide an
appropriate incentive for employees post-Demerger.

Entitlements under the Option Scheme are determined on
the basis of a WMC Optionholder’s existing holding of WMC
Options and do not involve the issue of additional
WMC Options.

Details of the amendments to the WMC Option Plans, and
the Option Scheme generally, are contained in Section 5.2.
Details of the impact of the Demerger on WMC
Optionholders if WMC Shareholders do not approve the
amendments are contained in Section 4.7.4. The WMC
Option Plan Resolution requires the approval of 75% of the
votes cast by WMC Shareholders present and voting at the
General Meeting, whether in person, by proxy, by attorney
or, in the case of corporate shareholders, by corporate
representative.

(c) Other resolutions proposed at the General Meeting
In addition to the resolutions discussed above, at the
General Meeting WMC Shareholders will also be asked to
consider and, if thought fit, to approve other resolutions set
out and explained in the notice convening the General
Meeting in Section 16.

5.3.3 Entitlement to attend and vote at the Meetings
(a) Share Scheme Meeting and General Meeting
Each WMC Shareholder who is registered the WMC Share
Register as the holder of a WMC Share at the Voting Record
Date (7.00 pm on 27 November 2002) is entitled to attend
and vote, either in person, by proxy, by attorney or, in the
case of corporate shareholders, by corporate representative,
at the Share Scheme Meeting and the General Meeting.

(b) Option Scheme Meeting
Each WMC Optionholder who is registered in the WMC
Option Register as the holder of a WMC Option at the Voting
Record Date is entitled to attend and vote, either in person
or by proxy, at the Option Scheme Meeting.

5.3.4 How to vote at the Meetings
A WMC Shareholder who is entitled to and who wishes to
vote at the Share Scheme Meeting and the General Meeting,
may vote in person or by proxy, by attorney or, in the case of
corporate shareholders, by corporate representative. A WMC
Optionholder who is entitled to and who wishes to vote at
the Option Scheme Meeting, may vote in person or by proxy.
A summary of each voting procedure is provided in this
Section 5.3.4. Further information on how to vote is provided
in the voting notes to the notices convening the Meetings in
Section 16, and the proxy forms relating to the Meetings.

(a) Voting by proxy
(i) WMC Shareholders
A holder of WMC Shares who wishes to appoint a proxy in
respect of the Share Scheme Meeting or the General
Meeting must complete and sign the blue proxy form
accompanying this Scheme Booklet and send it to the WMC
Share Registry or the WMC Registered Office, in accordance
with the directions on the back of the proxy form, either in
the return addressed envelope provided or by following the
procedure set out on the back of the proxy form. The proxy
form must be received no later than the Voting Record Date.

The appointment of a proxy will not preclude any WMC
Shareholder from attending in person, revoking a proxy or
voting at a meeting at which the WMC Shareholder is
entitled to attend and vote in person.

(ii) WMC Optionholders
A holder of WMC Options who wishes to appoint a proxy in
respect of the Option Scheme Meeting must complete and
sign the gold proxy form accompanying this Scheme
Booklet and send it to the WMC Share Registry, in
accordance with the directions on the back of the proxy
form, either in the return addressed envelope provided or by
following the procedure set out on the back of the proxy
form. The proxy form must be received no later than the
Voting Record Date.

The appointment of a proxy will not preclude any WMC
Optionholder from attending in person, revoking a proxy or
voting at the Option Scheme Meeting (provided that the
WMC Optionholder is entitled to attend and vote in person
at the Option Scheme Meeting).

(iii) WMC’s ADR holders
Holders of ADRs are entitled, under the ADR deposit
agreement between WMC and the Depositary, to vote on the
Share Scheme, the Capital Reduction Resolution and each
Ancillary Demerger Resolution (as well as each other
resolution to be voted on at the General Meeting). These
voting rights are exercised by the Depositary, which is the
record owner of the WMC Shares, on behalf of ADR holders,
the beneficial holders of the WMC Shares.
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ADR holders may provide voting instructions to the
Depositary, which will vote the WMC Shares underlying the
ADSs. Such instructions must be received by the Depositary,
by mail or by facsimile, prior to 21 November 2002. ADR
holders who wish to change or revoke an instruction must
do so by contacting the Depositary. No assurance can be
given that the Depositary will be able to accommodate a
change or revocation after 19 November 2002. WMC Shares
for which no voting instructions are received from the
Depositary will not be voted.

(b) Voting by attorney
WMC Shareholders may appoint an attorney to attend and
vote at the Share Scheme Meeting and the General Meeting
on their behalf.

A WMC Shareholder’s Power of Attorney appointing an
attorney in respect of a Meeting must be duly executed and
specify the name of the shareholder, the company (WMC)
and the attorney, and also specify the relevant Meetings at
which the appointment may be used. The appointment may
be a standing one.

To be effective, the Power of Attorney must be received by
WMC or the Share Registry by the Voting Record Date and
in the same manner as outlined for proxy forms in the voting
notes to the notices convening the Meetings in Section 16.

WMC Optionholders are not permitted to appoint an
attorney to attend and vote at the Option Scheme Meeting
on their behalf.

(c) Voting in person or by corporate representative
Any WMC Shareholder or WMC Optionholder who wishes to
vote in person at any Meeting at which that holder is entitled
to attend and vote should attend and bring the letter
accompanying this Scheme Booklet and the proxy forms to
facilitate admission to the relevant Meeting. A WMC
Shareholder that is a corporation and wishes to appoint a
representative to attend the Share Scheme Meeting or the
General Meeting on its behalf, should ensure that each
representative can provide appropriate evidence of their
appointment when seeking admission to the relevant
Meeting. The voting notes to the notices convening the
Meetings in Section 16 set out the evidence required by
WMC. Holders of ADRs are not entitled to attend the
Meetings by virtue of such ownership but may provide
voting instructions to the Depositary, which will vote the
WMC Shares underlying the ADSs which the ADRs 
represent (see Section 5.3.4(a)(iii)).

5.4 Trading in WMC Shares, Alumina Limited Shares
and WMC Resources Shares

5.4.1 Trading of WMC Shares
WMC Shares are expected to continue to trade under that
name on the ASX until the close of business on 3 December
2002 on a cum-entitlement basis, ie acquirers of cum-
entitlement shares will be eligible to participate in the
Demerger, provided they remain on the WMC Share Register
at the Share Scheme Record Date. WMC expects that, on
the Listing Date (expected to be 4 December 2002), these
shares will commence trading under the name ‘Alumina
Limited’ and on an ex-entitlement basis, ie acquirers of 
ex-entitlement shares will not be eligible to receive WMC
Resources Shares pursuant to, or otherwise participate in,
the Demerger.

WMC has lodged an application to delist WMC Shares from
the Frankfurt Stock Exchange. It is anticipated the WMC
Shares will be delisted from the exchange in early 2003.

5.4.2 Quotation of WMC Resources Shares
On or about the date of this Scheme Booklet, an application
will be made for admission of WMC Resources to the ASX’s
official list and for official quotation of WMC Resources
Shares on the stock market conducted by the ASX. An
application will also be made to the NYSE to list WMC
Resources Shares on the NYSE in the form of ADRs.

WMC expects WMC Resources Shares to commence
trading on the ASX (initially on a deferred settlement basis)
on 4 December 2002. It is anticipated that trading in WMC
Resources Shares will be on a deferred settlement basis until
close of business on 18 December 2002. This means that,
for a period, trading in WMC Resources Shares will take
place before the Share Scheme Record Date for determining
entitlements to WMC Resources Shares and, therefore,
before those shares are transferred to Eligible WMC
Shareholders on the Demerger Date. During this period,
shareholders will effectively be trading their rights to receive
WMC Resources Shares.

Trading in WMC Resources Shares is expected to
commence on 19 December 2002 on a normal settlement
basis. Settlement of deferred settlement trades of WMC
Resources Shares is expected to occur on 24 December 2002.

It is the responsibility of each WMC Shareholder to confirm
their entitlements to WMC Resources Shares prior to
undertaking any trading in them to avoid the risk of selling
WMC Resources Shares that they do not own. If you sell
your WMC Resources Shares without receiving
confirmation of your entitlement, you do so at your own
risk. WMC and WMC Resources disclaim all liability, in
negligence or otherwise, to any person who trades WMC
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Resources Shares before receiving their holding statement,
whether on the basis of confirmation of entitlement provided
by WMC or otherwise. From the date on which WMC
Resources Shares commence trading on a deferred
settlement basis on the ASX, WMC Shareholders can call
WMC’s information line on 1800 301 080, toll free, if within
Australia, or +61 (0)3 9611 5970 if outside Australia to seek
further information regarding their entitlements under the
Share Scheme to WMC Resources Shares.

5.4.3 Distribution of holding statements to WMC
Shareholders for WMC Resources Shares

Holding statements for WMC Resources Shares transferred
to Eligible WMC Shareholders under the Share Scheme will
be sent by prepaid post or courier delivery to their
Registered Address (unless the Eligible WMC Shareholder
has directed otherwise). In the case of joint holdings, any
holding statement for WMC Resources Shares will be
forwarded to the address which appears first in the WMC
Share Register.

The holding statements for WMC Resources Shares will be
dispatched as soon as practicable after the Demerger Date.
It is expected that this will occur on 18 December 2002.

5.4.4 Distribution of statements to WMC Optionholders for
Alumina Limited Options and WMC Resources
Options

Statements showing a WMC Optionholder’s holding of
Alumina Limited Options, including their exercise price, will
be sent by prepaid post or courier delivery to the registered
address of the WMC Optionholder in the WMC Option Register
(unless the WMC Optionholder has directed otherwise).

Statements showing a WMC Optionholder’s holding of WMC
Resources Options, including their exercise price, will be sent
by prepaid post or courier delivery to the registered address
of the WMC Optionholder in the WMC Resources Option
Register (unless the WMC Optionholder has directed
otherwise). 

The statements will be dispatched as soon as practicable
after the Option Scheme Implementation Date.

5.5 Separation and restructuring matters
If the Demerger is implemented, Alumina Limited and WMC
Resources will operate independently of one another as
separately listed companies and neither of them will hold
shares in the other.

The fundamental principle of the separation of WMC
Resources and Alumina Limited is that, following the
Demerger, WMC Resources will have the entire economic
benefit, risk and liabilities of all the WMC Resources
businesses, companies and assets. Alumina Limited will 

continue to have the entire economic benefit, risk and
liabilities of its companies and assets following
the Demerger.

The creation of the two independent companies requires a
number of structural changes to occur within the WMC
Group and various other arrangements to be put in place.
These changes have been determined while the underlying
interests of WMC Resources are under the ownership of
WMC and, although not negotiated as independent arm’s
length transactions, are intended to be on appropriate
commercial terms.

Any business arrangements between Alumina Limited and
WMC Resources entered into after the Demerger Date will
be on independent arm’s length terms.

5.5.1 Internal restructuring
WMC Resources is currently a wholly owned subsidiary of
WMC and has been a public company since its
incorporation in 1933.

So that WMC Resources holds all of WMC’s non-AWAC
assets at the time of the Demerger, a number of share
transfers within the WMC Group will take place on or before
the Demerger Date (referred to in Section 5.1.2(j)(i)). All of the
shares will be transferred between WMC Group companies
in return for the issue of shares in the relevant transferee
company or for cash consideration and, for accounting
purposes, at their fair value in accordance with A GAAP. As
part of these internal transfers, WMC will transfer all of the
shares held by it in ODC, Fertilizers, WMC Finance, WMC
Finance (USA) and WMC Resources International Pty Ltd
(which holds WMC’s non-AWAC offshore interests) to WMC
Resources on or prior to the Demerger Date.

WMC has received advice from its external taxation advisers
that WMC is unlikely to incur any Australian income tax
liability as a result of these share transfers (see Section 4.6.4),
although, as referred to in Section 4.4.2, estimated stamp
duty of A$23.7 million will be incurred.

Also prior to the Demerger Date, inter-company debts
between Alumina Limited Group companies and WMC
Resources Group companies will be settled by converting
the relevant net amount owing to equity.

5.5.2 Separation
As described in Section 5.1.2, WMC Resources Shares will
be transferred to Eligible WMC Shareholders in return for the
Reduction Amount and the Share Scheme Dividend.
Together, the Reduction Amount and the Share Scheme
Dividend represents what WMC’s carrying value of its
investment in WMC Resources would have been had the
internal transfers and other pre-Demerger capital
transactions occurred on 30 June 2002.
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5.5.3 Management restructuring
The board and management of each of Alumina Limited and
WMC Resources will be as set out in Sections 6.4 and 
7.10 respectively.

5.5.4 Financial restructuring
(a) Borrowings
As at 30 September 2002, the WMC Group had debt of
approximately A$533.5 million, and US$800 million,
comprised as follows:

BORROWINGS MATURING VALUE

Short-term commercial October
paper – November 2002 A$453.5 million

Drawn bank debt November 2002 A$80 million

Total A$533.5 million

Notes November 2003 US$250 million

Notes December 2006 US$200 million

Debentures November 2013 US$150 million

Debentures December 2026 US$200 million

Total US$800 million

The Notes and Debentures are referred to below as the ‘US
debt securities’. The borrowing entities, WMC Finance and
WMC Finance (USA), are wholly owned subsidiaries of, and
their debt obligations are guaranteed by, WMC. Virtually all of
WMC’s existing debt has been borrowed since 1993 to fund
the operational expenditure of entities that will be part of the
WMC Resources Group post-Demerger. As part of the
Demerger:

• Alumina Limited will be effectively allocated A$600
million of WMC’s existing debt; and

• the remainder of WMC’s existing debt will be assumed
by WMC Resources when it acquires the borrowing
subsidiaries from WMC on or before the Demerger Date.

In order to effect the allocation of debt to Alumina Limited
referred to above, as part of the restructuring that will occur
immediately prior to the Demerger WMC will establish new
facilities under which it will have access to up to A$700
million (the Alumina Limited Loan Facility). A$600 million
will be drawn down and used to subscribe for additional
equity in WMC Resources. WMC Resources will use these
funds to reduce the debt that it assumes when it acquires
the borrowing subsidiaries from WMC. Alumina Limited will
transfer all of the WMC Resources Shares subscribed for to
the WMC Shareholders in implementing the Demerger such
that Alumina Limited will not hold any WMC Resources
Shares after the Demerger. Further details of the Alumina
Limited Loan Facility are set out in Section 5.5.4(a)(ii). This
structure has been adopted so as to provide appropriate and
prudent respective capital structures of the two demerged
entities.

(i) WMC Resources Loan Facility
Prior to the Demerger Date, WMC will put in place, through
its wholly owned subsidiary, WMC Finance, the WMC
Resources Loan Facility in order to undertake the refinancing
discussed in this Section 5.5.4. The WMC Resources Loan
Facility is a US$1.1 billion loan note facility arranged and
underwritten by Commonwealth Bank of Australia, Deutsche
Bank, JP Morgan and Westpac Banking Corporation, as joint
lead arrangers. Although the WMC Resources Loan Facility
has not yet been entered into, WMC has obtained binding
commitments from the lenders to arrange and underwrite
the facility.

Initially the WMC Resources Loan Facility will be guaranteed
by WMC, WMC Resources and certain other entities that will
form part of the WMC Resources Group post-Demerger.
Once the Demerger is implemented, the WMC Resources
Loan Facility will relate solely to the WMC Resources Group,
and WMC will cease to be a guarantor of the facility.

The WMC Resources Loan Facility has two components:

• a US$500 million 364 day term facility, which is intended
to be refinanced by a medium to long-term debt capital
markets issuance after the Demerger is implemented;
and

• a US$600 million syndicated revolving facility with 
364 day and three year tranches.

It is intended that the WMC Resources Loan Facility will be
partly drawn upon prior to implementing the Demerger to
fund the repayment of the commercial paper and bank debt
referred to above and any portion of WMC’s hedge book that
is closed out, as discussed in Section 5.5.4(c).

A further draw-down will occur shortly after the Effective
Date to repay the US debt securities repurchased under the
tender offer, as detailed in Section 5.5.4(b).

The WMC Resources Loan Facility will contain market
standard terms and conditions for facilities of this nature.
The terms are summarised in Section 10.17.4.

(ii) Alumina Limited Loan Facility
The Alumina Limited Loan Facility comprises separate 
bi-lateral 364 day revolving facilities with a small group of
major banks which together amount to A$700 million. It is
intended that A$600 million will be drawn after the Effective
Date to subscribe for additional equity in WMC Resources
(as discussed in Section 5.5.4(a)), such equity to be
transferred to WMC Shareholders as part of the Demerger.
The facilities will contain market standard terms and
conditions and comparable pricing for facilities of this nature
for companies with an equivalent credit rating to that which
Alumina Limited is assigned. However, if Alumina Limited
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receives a credit rating lower than BBB+, the parties have the
right to renegotiate the facilities. If the credit rating assigned
to Alumina Limited is lower than BBB, any bank may require
the funds advanced by it to be repaid and cancel its facility.
Although the Alumina Limited Loan Facility has not yet been
entered into, WMC has obtained binding commitments from
each of the lenders to arrange the facilities.

Once the Demerger is implemented, it is anticipated that the
Alumina Limited Board will consider various alternatives as
to how Alumina Limited’s debt can be refinanced in a cost
efficient manner.

(b) US debt securities
WMC Finance (USA), a wholly owned subsidiary of WMC, is
the issuer of the US debt securities, which are guaranteed
by WMC. On implementation of the Demerger, WMC
Finance (USA) will become a wholly owned subsidiary of
WMC Resources.

As part of the financial restructuring taking place to
accommodate the Demerger, WMC Finance (USA) will:

• solicit consents from the holders of securities of each
series clarifying that, under the Indenture for the relevant
series of securities, the Demerger will amount to a
transfer of WMC’s properties and assets substantially as
an entirety to WMC Resources (the Clarifiying
Agreements) in return for the payment of a consent fee
by WMC Finance (USA); and

• make conditional offers to purchase all of the securities
outstanding in each of the four series.

The offers to purchase and the payment of the consent fee
will be conditional upon, among other things:

• the Effective Date occurring (ie an office copy of the
Court order approving the Share Scheme being lodged
with ASIC); and

• for each series, the receipt of requisite consents from
the holders of securities of that series to the Clarifying
Amendments.

For any series of securities for which the requisite level of
consents to the Clarifying Amendments is not obtained, the
securities of that series will not be repurchased and will
remain outstanding. However, WMC Resources will
indemnify WMC (which will then be known as Alumina
Limited) for any payment obligations that come due under
WMC’s (Alumina Limited’s) guarantee obligations on the
securities of any such series.

From implementation of the Demerger, each series of
securities for which the requisite level of consents to the
Clarifying Agreements is obtained will be guaranteed by
WMC Resources rather than WMC (Alumina Limited), to the
extent to which securities of that series remain outstanding.

WMC cannot predict at this time what percentage of holders
of the US debt securities will consent and tender in response
to the conditional offers to purchase. The Share Scheme,
however, is not conditional on the outcome of the conditional
offers to purchase.

(c) Hedge book
WMC Finance, a wholly owned subsidiary of WMC, has
undertaken hedging of US Dollar revenues that relate to the
operations of the WMC Resources Group (as it will exist
post-Demerger). These hedging contracts extend from 2002
to 2010. A summary of the hedging exposures as at 
30 June 2002 is set out in Section 7.13.

It is intended that most of the contracts providing for these
hedging exposures will be maintained by the WMC
Resources Group after the Demerger. However, as
obligations under the contracts are guaranteed by WMC,
counterparties’ consents to novate these guarantees to
WMC Resources are currently being sought. The majority of
hedging contract counterparties have agreed to novation of
the guarantees. Where individual counterparties do not
consent to the novation, novation of the underlying contracts
to other counterparties will be sought, the cost of which to
WMC Resources is not expected to be material, or the
existing WMC guarantee will continue, as described
in Section 5.5.4(d).

(d) Other existing obligations
Existing obligations of the WMC Group will, to the extent
practicable, move to or remain with the demerged entity to
which it relates, either Alumina Limited or WMC Resources.
Where WMC currently guarantees the WMC Resources
Group’s obligations to a third party, that third party’s consent
to the replacement of WMC’s guarantee with a guarantee or
other form of substitute security from WMC Resources will
be sought. In circumstances where it is not possible or
practicable to replace a WMC guarantee, an indemnity will
be provided to WMC by WMC Resources. These
arrangements will be provided for under the Demerger Deed,
which is described in more detail in Section 10.17.2.

5.5.5 Issued share capital and options
As at 30 September 2002, WMC had 1,112,432,443 WMC
Shares and 23,609,920 WMC Options on issue. The number
of WMC Shares on issue as at the Demerger Date will
depend on the number of WMC Options exercised prior to
that date, and the number of WMC Options on issue will
depend on the number of options which are exercised or
lapse prior to the Demerger Date. The Demerger will not
affect the number of WMC Shares and WMC Options on
issue at the Demerger Date (which will become Alumina
Limited Shares and Alumina Limited Options respectively).
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The number of WMC Resources Shares and, if the Option
Scheme receives the necessary approvals, WMC Resources
Options on issue following the Demerger will be the same as
the number of WMC Shares and WMC Options on issue
respectively, immediately prior to the Demerger Date.

5.5.6 Transitional and commercial agreements
Alumina Limited (as WMC will be known) and WMC
Resources will enter into a number of arrangements to
facilitate the Demerger and their subsequent ongoing
operations, which will be principally provided for under the
Demerger Deed and the Transitional Services Agreement,
which are described in more detail in Sections 10.17.2 and
10.17.3 respectively.

5.5.7 Employee incentive plans
The impact of the Demerger on WMC’s employee share
scheme is described in Section 8.2.

5.5.8 Effective date for accounting purposes
For accounting purposes, Alumina Limited and WMC
Resources will be treated as being demerged as from the
Accounting Effective Date, which will be 30 November 2002
or such other date as may be agreed between Alumina
Limited and WMC Resources, with the intention that it be the
date of the closest month end preceding the Demerger Date.

5.6 Timetable and expiry date
An indicative timetable appears on page 3 of this Scheme
Booklet under the heading ‘Important times and dates’. The
times and dates in the indicative timetable may change
depending on a number of factors, some of which are
outside the control of WMC (eg the timing of Court approval
of the Schemes). In addition, WMC has the right to vary any
or all of the times and dates in the timetable. WMC will
announce any such variation to the ASX.

Once the Effective Date is confirmed, WMC will announce to
the ASX the timetable for the balance of the Demerger
implementation.

If the Effective Date does not occur by 30 April 2003 then
the Schemes will lapse and WMC will continue to be a listed
company holding both its interest in AWAC and its non-
AWAC businesses.

6. Information on Alumina Limited

6.1 Overview of Alumina Limited
6.1.1 Introduction
As a result of the Demerger, WMC will continue to operate
and be listed on the ASX, but the company will be renamed
‘Alumina Limited’ and will have a significantly different
profile. Alumina Limited will, therefore, effectively be a ‘new’,
stand-alone listed Australian entity created as a result of the
Demerger.

Alumina Limited’s primary asset will be WMC’s 40% interest
in the series of operating entities forming AWAC (39.25% in
the case of Alcoa of Australia). Alcoa will continue to hold
the remaining 60% interest in AWAC. AWAC has interests in
bauxite mining, alumina refining, alumina-based chemicals
and two operating aluminium smelters. It is the largest
producer of alumina worldwide, accounting for
approximately 23% of the world’s alumina production, with a
significant proportion in the lowest production cost quartile
based on industry estimates for 2001.

Alumina Limited will provide a direct investment opportunity
in the world’s largest alumina producer.

Alumina Limited will be an independently managed business
which will pursue a business strategy designed to grow
shareholder value. While the interest in AWAC will be
Alumina Limited’s primary asset, it is possible that Alumina
Limited could, in the future and subject to the restrictions
under the AWAC Agreements referred to in Section 6.2.9,
pursue other opportunities, should the Alumina Limited
Board consider this to be in the best interests of
shareholders.

Further details on AWAC’s businesses are outlined in 
Section 6.2.
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6.1.2 Business strengths
Alumina Limited’s principal business strength will be derived
through the quality of the AWAC business, given that
Alumina Limited’s interest in AWAC will be its primary asset
upon implementation of the Demerger. AWAC is a significant
global business with:

• a history of strong revenues, profits, dividends and
growth;

• large, long life bauxite reserves;

• leading market positions;

• low cost production;

• strong management;

• technological leadership;

• integrated operations; and

• strong future organic growth potential.

Further details of the strengths of the AWAC businesses are
set out in Section 6.2.4.

In addition, having relatively modest debt and gearing and
with the capability to generate large cash flows through its
involvement in bauxite mining, alumina refining, alumina-
based chemicals and aluminium smelting, Alumina Limited
will be able to participate, subject to the restrictions under
the AWAC Agreements referred to in Section 6.2.9, in other
appropriate opportunities to grow shareholder returns if the

Alumina Limited Board considers that to be in the best
interests of shareholders.

6.1.3 Strategy
Initially, Alumina Limited’s strategy will be to establish itself
as a profitable, stand-alone entity post-implementation of the
Demerger. Alumina Limited’s strategy will be focused on
growing shareholder value principally through ongoing
participation in the AWAC businesses. It is also possible that
Alumina Limited could seek to pursue opportunities outside
of AWAC in the future, although it currently has no plans to
do so. The pursuit of such opportunities would be subject to
the restrictions under the AWAC Agreements referred to in
Section 6.2.9.

The strategic direction and business of AWAC is managed
by the Strategic Council, a five member body which is
established under, and governed by, the AWAC Agreements.
Three members of the Strategic Council are appointed by
Alcoa, and two by WMC (Alumina Limited post-Demerger).
Subject to the general direction of, and consistent with the
decisions of the Strategic Council, Alcoa provides
operational management to AWAC. WMC has provided
active input into management in such areas as exploration
and workplace arrangements.

FIGURE 1 ALUMINA LIMITED HISTORICAL FINANCIAL PERFORMANCE (A$ AND A GAAP)

1999 2000 2001 2002
Full Year Full Year Full Year 1st Half

Equity share of profits after tax from AWAC 216.2 386.8 377.7 119.6
Pro forma results 193.7 366.8 356.6 110.1

FIGURE 2 AWAC HISTORICAL PRODUCTION (100%) AND LME ALUMINIUM PRICE

AWAC Production 1999 2000 2001 2002

Performance Full Year Full Year Full Year 1st Half

Alumina Production (million tonnes) 12.6 13.3 11.9 6.0

Aluminium Production (‘000 tonnes) 311 344 373 185.2

LME Aluminium Price (US$/t) 1,363 1,549 1,443 1,368

FIGURE 3 AWAC HISTORICAL FINANCIAL PERFORMANCE (100%)

US GAAP (US$ million)

1999 2000 2001 2002

Full Year Full Year Full Year 1st Half

EBIT

Alumina 454.5 770.2 516.4 174.9

Aluminium metal 89.1 152.2 148.4 57.2

Chemicals 27.4 18.5 16.3 10.7

Other (7.9) (0.8) (0.6) 20.0

Total EBIT 563.1 940.1 680.5 262.8
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6.1 OVERVIEW OF ALUMINA LIMITED

6.2 AWAC

AWAC offers Alumina Limited significant sustainable growth
through exposure to global alumina opportunities, expert
management and progressive technology.

A summary of AWAC’s business strategies is set out in
Section 6.2.3.

6.1.4 Summary pro forma financial information
Detailed pro forma financial information for the Alumina
Limited Group is included in Section 6.6.

Figure 1 summarises certain pro forma historical financial
information for the Alumina Limited Group for the years
ended 31 December 1999, 2000 and 2001 as if Alumina
Limited had been separately preparing its results. The pro
forma historical financial results have been adjusted in each
year to exclude non-recurring costs. The pro forma historical
results do not purport to represent what the actual results of
operations would have been if Alumina Limited had been
operating on a stand-alone basis for each of the financial
years presented or to project, or to be used as a basis for
projecting, Alumina Limited’s results for any future period.
The historical financial information in Figures 1, 2 and 3 has
been prepared for illustrative purposes and should be read
in conjunction with the factors outlined in Section 6.6.2(a)(i)
to understand the bases, assumptions and limitations
underlying the historical information presented.

WMC’s interest in AWAC has historically been accounted for
under the equity method. Figures 2 and 3 summarise certain
production and historical financial information of 100% of
AWAC for the years ended 31 December 1999, 2000 and

2001 under US GAAP and in US Dollars in order to provide
readers with a more detailed understanding of Alumina
Limited’s investment in AWAC. Detailed historical and
forecast financial information for AWAC is also included in
Section 6.6.

6.2 AWAC
6.2.1 Industry and market background
(a) Introduction
(i) Bauxite
Bauxite ores are the principal initial feed for the production
of aluminium metal. Although there are vast resources of
aluminium in non-bauxite ores, there is currently no
commercially viable process for extracting aluminium from
these non-bauxite ores. As refineries which convert bauxite
to alumina (prior to smelting to aluminium) are usually finely
tuned to the characteristics of specific bauxite feed,
substitution of ores is generally not possible without
significant production deterioration. This leads to bauxite
and alumina facilities being highly integrated with the
majority of world bauxite production moving between related
parties and the balance generally sold under long-term
contracts.

Over 85% of all bauxite mined is used to produce aluminium.

(ii) Alumina
Alumina is the intermediate product arising from refining of
bauxite ore prior to smelting into aluminium. Bauxite is refined
into alumina which is a white powder containing aluminium
oxide. As with bauxite, a sizeable percentage of alumina
moves to related parties for smelting with most of the balance
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Figure 4 summarises the historical cash flow and debt position of the AWAC business from 1995 to 2001.

FIGURE 4 AWAC SUMMARY OF HISTORICAL CASH FLOW (US GAAP)

(US$ million) 1995 1996 1997 1998 1999 2000 2001 1995-2001

Cash flow

Operating 482.2 527.9 896.2 499.0 622.6 846 574.7 4,448.6

Investing (194.0) (96.9) (210.4) (259.4) (236.9) (239.2) (111.5) (1,348.0)

Available cash flow 288.2 431.0 685.8 239.6 385.7 606.8 463.2 3,100.3

Financing 

Net debt 

(proceeds/repayments) (27.6) (35.1) 144.3 33.0 (38.6) (193.6) 60.6 (57.0)

Dividends and 

capital returns (267.9) (393.1) (766.9) (401.1) (306.8) (437.3) (542.2) (3,115.3)

Effect of exchange rate 

changes on cash (3.4) 8.5 (11.1) (1.5) 0.7 (2.2) (1.5) (10.5)

Debt outstanding (213.4) (189.5) (286.8) (327.2) (307.4) (70.0) (121.9) -

Cash on hand 170.0 181.3 233.4 103.4 144.4 118.1 98.2 -

Net debt (43.4) (8.2) (53.4) (223.8) (163.0) 48.1 (23.7) -

Equity 2,463.5 2,561.3 1,941.3 1,961.5 2,098.1 2,087.4 1,749.3 N/A

Debt to equity (%) 2 0 3 11 8 N/A 1 N/A
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sold under long-term contracts. There is a small spot market
for alumina. Over 90% of alumina-based product globally is
converted into aluminium. The remaining production is used
mainly to produce alumina-based chemicals.

(iii) Aluminium
Aluminium is made by separating the aluminium and the
oxygen in alumina. Aluminium product is greater than 99.5%
pure aluminium and is generally produced in the form of
ingots, slabs or billets. Aluminium is used in many industries
including construction, packaging, transport, machinery and
equipment, and electrical and consumer durables.

(iv) Alumina-based chemicals
About 10% of the world’s alumina production is used to
produce alumina chemicals. These products are used in a
wide range of manufacturing processes.

An outline of the steps to produce alumina and aluminium is
shown in Figure 5.

(b) Alumina industry
The alumina market is competitive, with many active suppliers
and commodity traders, although, in recent times, there has
been significant industry rationalisation due to the mergers of
Alcoa/Inespal, Alcoa/Reynolds Metals Company and
Alcan/Algroup. The majority of products are sold in the form

of smelter-grade alumina with about 10% of total alumina
production being used to make alumina-based chemicals.

Alumina supply is critical to aluminium smelter operations,
and, although price is important, reliability of supply, quality
and delivery are key factors in contract negotiations.
Contracts for smelter-grade alumina are usually for a multi-
year time period. Pricing mechanisms have changed over
time from primarily fixed amounts and terms to where a
substantial portion of present day contracts are related

FIGURE 5 PRODUCTION PROCESS FOR ALUMINA AND ALUMINIUM
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wholly or in part to the price of aluminium traded on the
LME. Nonetheless, the average price for alumina is less
volatile than that for aluminium metal. As alumina cannot be
readily stored in the open air without deterioration, the
alumina market is required to operate on limited stock levels
and, as such, the larger the size of the alumina producer the
lower the risk to the alumina purchaser of supply disruption.
Figure 6 depicts the world’s largest alumina producers.

(c) Aluminium industry
Primary aluminium production grew rapidly from 1994 to
2000, but then declined in 2001 as shown in Figure 7.
Recent merger and acquisition activity has substantially
changed the complexion of the industry. The supply side is
now led by three companies (Alcoa/Reynolds Metals
Company, Alcan/Algroup, Russky Aluminy) whose aggregate
aluminium output is approximately double that of the next six
largest producers combined. Alcoa/Reynolds Metals
Company and Alcan/Algroup control over 33% of the
western world’s primary aluminium production.

(d) Market overview
2000 and 2001 were volatile years for the aluminium and
alumina markets.

Demand for primary metal was dampened by slowing
growth rates in the US and Europe, partially offset by
resilient demand in key markets in Asia.

The energy crisis in the western US had a major impact on
the supply of aluminium from smelters in the Pacific
Northwest. From May 2000, the rapidly rising cost of
wholesale electricity resulted in the reduction of available
aluminium smelting capacity in the region by approximately
1.6 million tonnes a year (approximately 6% of western
world capacity). The energy crisis was primarily the result of
structural instability in the deregulated US energy market, a
high electricity demand in the northern summer of 2000 due
to unseasonably high temperatures and drought in regions
dependent on hydro-electric generated power. Currently, it
appears unlikely that all the smelters will restart capacity, due
to weak aluminium prices and a lack of longer term, low cost
power. However, since April 2002 there have been partial
restarts of capacity at some smelters.

In 2001, Brazilian metal producers also experienced
production cutbacks due to energy rationing caused by
drought. Announced cutbacks at Brazil’s smelters totalled
300,000 tonnes a year. However, it is believed that full
production was restored in mid 2002 after the Brazilian
Government agreed to lift power restrictions at the end of
February 2002.

From January 2000 aluminium prices declined, reaching a

low of US$1,242 per tonne in early November 2001, and
recovered to trade most of the first half of 2002 in a range of
US$1,340-US$1,400 per tonne. Since mid July, the aluminium
price has weakened and has been trading just below
US$1,300/tonne on poorer market sentiment resulting from
sluggish US and European economic growth, a downturn in
equity markets and higher exports of Chinese aluminium
production. Alumina contract prices generally range from
10.0-14.0% of the LME three month aluminium metal price.

Distortions in supply during 1999 to 2000 were responsible
for spot alumina prices reaching highs of approximately
US$440 per tonne in early 2000. Spot alumina prices traded
in the range of US$140-US$160 per tonne for the first half of
2002. The spot market is volatile as alumina cannot be
easily stockpiled.

6.2.2 Overview
(a) Establishment of AWAC
Prior to 1 January 1995, WMC owned a 48.25% interest in
Alcoa of Australia, the world’s single largest alumina
producer and a major producer of primary aluminium and
alumina-based chemical products.

On 1 January 1995, WMC and Alcoa combined their
respective bauxite, alumina and alumina-based chemicals
businesses and investments and some selected aluminium
smelting operations to form AWAC. As a result of the
transaction, WMC and Alcoa own 39.25% and 60%
respectively of Alcoa of Australia, and 40% and 60%
respectively of a series of other AWAC entities. After the
Demerger, Alumina Limited will own 100% of WMC’s interest 
in AWAC.

(b) Overview of AWAC assets
AWAC has interests in bauxite mining, alumina refining,
alumina-based chemicals and two operating aluminium
smelters. AWAC’s business structure is shown in Figure 8.
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AWAC, through various AWAC entities, has varying interests
in these assets, including the following:

• 99.25% in Alcoa of Australia, a company that operates
bauxite mining, alumina refining, alumina-based 
chemicals manufacturing and aluminium smelting
operations in Australia;

• 100% of refinery assets at Point Comfort, Texas, US;

• a 37% interest in Halco, a bauxite mining consortium
that owns a 51% interest in Compagnie Guinée;

• various interests in mining and refining assets in Suriname
as described below (in July 2001 it was decided to
permanently close and write off the smelter facility in
Suriname);

• a 50% interest in mining and refining assets in Jamaica;

• an 18.9% interest in the São Luis refinery in Brazil and
its 4.6% interest in the bauxite mining operations of MRN,
an international mining consortium. AWAC also owns
disproportionate expansion rights to the São Luis
alumina refinery;

• 100% of the refinery and alumina-based chemicals
assets at San Ciprian, Spain;

• 100% of alumina-based chemicals businesses in the
US, the Netherlands and Germany, and major interests
in businesses in Japan and India; and

• 100% of bauxite and alumina shipping operations.

AWAC’s operations are located in the countries noted in
Figure 9. Details of each of the operations listed are set out
in Sections 6.2.5 and 6.2.6.

As a result of the Alcoa’s merger with Reynolds Metals
Company in 2000, the following assets will also be
integrated into AWAC:

• 6% interest in Halco - AWAC already owns 37% of
Halco which holds bauxite mining operations in Guinea.

• 5% interest in MRN - AWAC already holds 4.6% of MRN.

It is currently anticipated that these assets will be integrated
by the end of 2002.

FIGURE 8 AWAC STRUCTURE – POST-DEMERGER
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The 6% interest in Halco and the 5% interest in MRN have
been valued (see Sections 6.2.5(c) and 6.2.5(f)), but
ownership has not yet been transferred to AWAC.

As a result of merging with Reynolds Metals Company in
2000, Alcoa also acquired an interest in Juruti, a greenfield
bauxite deposit in Brazil. It is WMC’s position that the
exclusive vehicle and new business sections of the AWAC
Agreements (outlined in Section 6.2.9(f)) apply to the Juruti
deposit and that Juruti should, therefore, be integrated into
AWAC. These sections provide, inter alia, that AWAC is the
exclusive vehicle for the pursuit of WMC’s and Alcoa’s
interests in the bauxite, alumina and alumina-based
chemicals businesses included within the scope of AWAC,
and neither party may compete with AWAC within that scope
so long as they maintain an ownership interest in AWAC. The
sections also provide that, if either party acquires a new
business which has as a secondary component a bauxite,
alumina or alumina-based chemicals business included
within the scope of AWAC, that component must be offered
to AWAC for purchase at its acquisition cost or, if not
separately valued, at an independently determined value. If
AWAC and the Strategic Council decide not to accept the
offer, the component must be divested by Alcoa or WMC (as
the case may be) to a third party that is not an affiliate. The
relevant sections of the AWAC Agreements are described in
Section 6.2.9.

However, Alcoa indicated to WMC for the first time in
January 2002 that a potential interpretation of the scope of
AWAC, as defined in the AWAC Agreements, may exclude
Brazilian bauxite, alumina and alumina-based chemicals
operations producing for use in the domestic Brazilian
market, so that the exclusive vehicle and new business

sections of the AWAC Agreements do not apply to Juruti.
WMC maintains that its interpretation of the AWAC
Agreements is correct and that Juruti should be included in
AWAC. Discussions with Alcoa concerning this issue are
ongoing.

(c) Summary of production
The current alumina production capacity of AWAC is
approximately 13 million tonnes a year. This is comprised as
follows:

FIGURE 10 AWAC ALUMINA PRODUCTION CAPACITY

Million tonnes

Australia 7.7

US 2.3

Spain 1.3

Suriname 1.0

Jamaica 0.5*

Brazil 0.2

*Production at Jamaica is to be increased to 1.25 million tonnes a

year, as discussed in Section 6.2.5(e).

In the year ended 31 December 2001, AWAC produced
approximately 11.9 million tonnes of alumina, having
reduced production at the Point Comfort and São Luis
refineries and shut down the St Croix refinery in response to
the cutbacks and shutdowns of aluminium smelters in Brazil
and the north-west of the US.

AWAC’s alumina production for 2000 was a record
13.3 million tonnes, due to an incremental expansion at the
Wagerup refinery and the operation of all refineries, except
St Croix (now closed), at, or close to, capacity.
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FIGURE 9 AWAC LOCATIONS
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AWAC operates two aluminium smelters in Victoria,
Australia, at Portland (55% owned) and Point Henry (100%
owned). AWAC’s share of production from these smelters
was approximately 373,000 tonnes in 2001 compared to
344,000 tonnes in 2000.

AWAC is continuing to rationalise its alumina-based
chemicals products and operations to concentrate on
returns from major commodities such as aluminium fluoride,
hydrate, calcines, and refractory and tabular products.

6.2.3 Strategy and growth
AWAC’s business strategy can be summarised by three key
directives:

• expansion of existing operations through brownfield
expansions and increasing capacity through operational
improvements gained by de-bottlenecking operations
and improving efficiencies;

• continued cost reductions at operations; and

• acquisition of under-performing assets and improving
their relative cost position and profitability.

In alumina, potential brownfield expansion opportunities exist
at its operations in Wagerup, Pinjarra, Suriname, Jamaica
and São Luis, as well as incremental expansion opportunities
at most sites. There is also the opportunity to participate in
the future development of the alumina industry in China. On
6 November 2001, Alcoa announced that it had finalised
agreements for a strategic alliance with Chalco. Under the
strategic alliance, it is proposed that Alcoa and Chalco will
form a 50/50 joint venture in respect to Chalco’s operations
at Pingguo, which includes bauxite, alumina and aluminium
facilities. Subject to the successful negotiation with Chalco
of the joint venture arrangements for Pingguo, the bauxite
and alumina interests will be offered for incorporation into
AWAC. A further joint venture in alumina-based chemicals
between Alcoa and Chalco is also being developed which, if
successfully negotiated, will similarly be offered for
incorporation into AWAC.

In the aluminium business, there are low cost incremental
expansion projects and the potential for a third potline at
Portland subject to the supply of suitably priced power.

Cost efficiency improvements at operations are now being
achieved through improvements to AWAC’s management
systems. Among the successes in 2000, AWAC’s Point
Henry smelter in Victoria substantially reduced ship
turnaround times, and achieved productivity improvements
and safety outcomes in restarting Potline 1.

The purchase of Inespal’s integrated operations in Spain in
1997 is an example of acquiring under-performing assets

and improving their relative cost position and profitability. In
2001, AWAC successfully completed a 220,000 tonne a year
expansion at San Ciprian. This expansion in capacity has
been made possible by new process technology, some of it
developed at San Ciprian and some transferred from AWAC
alumina plants in other countries.

6.2.4 Business strengths
AWAC’s principal sources of competitive advantage are
depicted in Figure 11.

A short explanation of each of the more significant of these
factors follows in this Section 6.2.4

(a) Bauxite sources
AWAC’s present sources of bauxite are sufficient to meet the
expected requirements of its alumina refining operations for
the foreseeable future based on current production rates and
refining capacity.

AWAC’s various ore bodies rate favourably on a combination
of critical factors, such as their grade, low level of impurities
and, in the case of Australia, their close proximity to refinery
facilities.

(b) Market position
As shown in Figure 6, AWAC is the world’s largest producer
of alumina. It is also a major producer of alumina-based
chemicals. Due to this leading position, it is able to calibrate
its production to market conditions in a disciplined manner.

Approximately 40% of AWAC’s alumina production is sold to
Alcoa’s primary smelting group. The price paid for the AWAC
production by the Alcoa smelters (excluding the Alumax
smelters acquired by Alcoa in 1998) is determined by
applying the average of: 

• the prices received by AWAC from the sale of alumina
to unrelated third parties; and

FIGURE 11 AWAC COMPETITIVE ADVANTAGES
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• the contract price paid by the Alumax smelters, which
has been determined as if the Alumax smelters were still
unrelated to Alcoa.

The price paid for the AWAC production by the ex-Alumax
smelters is in accordance with the contracts entered into
with Alumax by AWAC prior to 1998.
(c) Low cost production
AWAC’s aggregate position on the alumina industry
estimated cost curve for 2001 is shown in Figure 12. This
illustrates that AWAC’s alumina production cost position
straddles the first and second cost quartiles.

(d) Strong management
Alcoa provides operational management to the AWAC
entities. Overall management is subject to the direction of
the Strategic Council, comprising five members, two
appointed by WMC and three appointed by Alcoa.

Evidence of management’s disciplined and successful
performance is shown by AWAC’s strong historical
performance in safety, environment, cost reduction,
disciplined and profitable growth and return on capital.

(e) Technological leadership
AWAC continues to use leading technology throughout its
businesses in order to increase capacity, reduce the cost of
production and operate more efficiently in all stages of the
aluminium production process.

(f) Integrated operations
AWAC realises significant synergies through its integration of
bauxite, alumina and aluminium operations. The cost of
purchase and transport of bauxite is a major factor for many
producers, however AWAC benefits from the proximity of its
ore source for much of its refining capacity.

6.2.5 Smelter-grade alumina and primary aluminium
operations

(a) Australia – Alcoa of Australia
In Australia, AWAC owns 99.25% of Alcoa of Australia, which
operates integrated aluminium facilities, including mining,
refining and smelting facilities, and also has alumina-based
chemicals operations. As referred to in Section 6.1.1, WMC
holds 39.25% of Alcoa of Australia and Alcoa holds 60%. The
remaining 0.75% is held by companies within the QBE Group.

In 2001, the Australian operations produced 7.8 million
tonnes of alumina and 373,000 tonnes of aluminium.

Alumina produced in Australia by AWAC is shipped either to
its smelters at Point Henry and Portland in Victoria, Australia
or to overseas customers principally in the US, Canada, the
Middle East, Europe and South Africa. Bauxite is sourced
from its 100% owned Huntly and Willowdale bauxite mines,
each located in the Darling Ranges south of Perth, which
supply AWAC’s three alumina refineries in Western Australia.
A third bauxite mine was closed in 1998. Bauxite is
transported by rail to the refinery at Kwinana, or by overland
conveyor to the Pinjarra and Wagerup refineries. The
Kwinana, Pinjarra and Wagerup refineries have capacities of
2.0 million tonnes, 3.4 million tonnes and 2.3 million tonnes,
respectively. The Wagerup refinery expansion was
completed in October 1999. Although government
environmental approvals for further expansion to 3.3 million
tonnes have been received, other government approvals
which have not yet been sought are required to undertake
this expansion. A storage and loading facility which handles
the majority of shipping for the Pinjarra and Wagerup
refineries is located at the port of Bunbury near Wagerup.
Some Pinjarra production is also shipped through the
shipping facility at Kwinana, south of Perth.

The rights to operate bauxite mining and alumina refining
operations in Western Australia are provided under
agreements with the Western Australian Government. The
mining leases granted by the Western Australian
Government expire in 2044.

AWAC’s present sources of bauxite are sufficient to meet the
expected requirements of its alumina refining operations for
the foreseeable future, based on current production rates
and refining capacity.
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The bauxite from the Darling Ranges, while low in alumina
grade, is also low in reactive silica. This results in low
consumption of caustic soda which in turn greatly assists in
lowering costs of production.

Alumina refining is energy intensive and AWAC’s refineries in
Australia use natural gas as their energy source. The natural
gas requirements of the refineries are supplied primarily under
a contract with parties comprising the North West Shelf Gas
Joint Venture. The initial contract was scheduled to expire in
2005 and imposed minimum purchase requirements. In
December 1997, these arrangements were extended through
a renegotiation of the initial contract and the signing of a new
contract running from 2005 through to 2020.

AWAC also produces primary aluminium in Victoria, Australia.
The aluminium assets include an aluminium smelter at Point
Henry, near Geelong, and a 55% controlling interest in an
aluminium smelter at Portland. AWAC’s interest in the
Portland smelter increased from 45% to 55% in 2000
following the acquisition of Eastern Aluminium’s 10% interest
in the smelter. The Portland smelter has an annual production
capacity of 345,000 tonnes of aluminium and is approximately
240 kilometres west of Geelong. Point Henry has an annual
capacity of some 180,000 tonnes.

Electricity for the Portland smelter is purchased under a
30 year electricity supply agreement that expires in 2016.
The tariff applicable under the agreement has both a base
component, which reflects the cost of power generation and
transmission, and a flexible or adjustable component, which
provides for adjustments to the base tariff rate based on the
LME price for aluminium. The agreement provides a discount
for interruption and a demand charge equal to about two-
thirds of the total tariff which may be payable whether or not
energy is taken.

Approximately 40% of electricity for the Point Henry smelter
is supplied by Alcoa of Australia’s generating station at
Anglesea, with the balance required available under a
30 year electricity supply agreement that expires in 2014.
The rates under that agreement change with the LME price
of aluminium (similar to the Portland power arrangement
described above). The contract includes a standby demand
charge for the purchase of electricity for periods when the
Anglesea generating station is not operating. An additional
energy charge is payable when this power is actually used.

(b) US – Point Comfort refinery
Alcoa World Alumina LLC owns 100% of an alumina refinery
at Point Comfort in Texas. The facility is located approximately
210 kilometres south of Houston on Port Lavaca Bay. Point
Comfort’s port facilities are linked with the Gulf of Mexico via
a 35 kilometre channel. The Point Comfort refinery was

completed in 1960, expanded in 1997, and has a nominal
capacity of 2.3 million tonnes a year. In February 2001,
AWAC announced the immediate reduction of the operating
rate of the Point Comfort refinery to between 1.6 to 1.9
million tonnes a year. This rate was further reduced in the
second half of 2001, to an operating rate of 0.7 to 0.8 million
tonnes a year, in response to weak markets. Since then the
production rate has returned to a rate of 1.3 to 1.6 million
tonnes a year.

Bauxite for the refinery is sourced from an AWAC affiliate in
Guinea and is also purchased in the spot market from
Jamaica and Guyana. The Point Comfort refinery uses gas-
fired cogeneration facilities to supply process heat and
power to the refinery, and gas is purchased from local
suppliers using a mixture of short and medium-term contracts.

The Point Comfort refinery produces both smelter-grade
alumina and alumina hydrates (chemical-grade alumina).
Most of the refinery’s smelter-grade alumina is sold to smelters
in the US. Approximately 20% of the refinery’s capacity
supplies the industrial chemicals operations at that location.

The Point Comfort refinery is part of an area which has been
declared a US Environmental Protection Agency ‘superfund’
site. For further discussion about this matter, refer to 
Section 6.2.8(b).

(c) Republic of Guinea – Halco
AWAC has a managing 37% interest (since 1999) in a
bauxite mining company, Halco (the Reynolds Metals
Company’s 6% interest will also be incorporated into AWAC
at a cost to Alumina Limited of approximately US$13.6
million which WMC anticipates will occur by the end of
2002). Halco is an international mining consortium that owns
51% of Compagnie Guinée, the manager of a number of
bauxite mines at Boké in Guinea, West Africa. The Republic
of Guinea owns the remaining 49% of Compagnie Guinée.

The Boké-Sangaredi bauxite mines are located north-west of
Conakry in Guinea.

The shareholders of Halco initially take bauxite in proportion
to their equity positions under take or pay contracts. Long-
term agreements to purchase bauxite mined by Compagnie
Guinée expire after 2011. AWAC also purchases bauxite
from other Halco equity holders.

(d) Suriname – Suralco
AWAC owns 100% of Suralco, a US based company which
holds a joint venture interest in Suriname. Suralco began
operations in 1916 and currently has interests in an alumina
refinery at Paranam, bauxite mines in north-east Suriname
and south of Paranam and hydro-electric facilities at
Afobaka Lake.



B

57

The 1.9 million tonnes-a-year alumina refinery at Paranam, in
the north of Suriname, was constructed in 1968 and sources
bauxite from mines in Suriname. The refinery is owned by a
joint venture held 55% by Suralco and the remainder by an
affiliate of BHP Billiton plc. Suralco acts as manager of the
joint venture and operates the refinery. The joint venture
parties share alumina production from the refinery in
proportion to their shareholdings and are separately
responsible for the marketing of their share of this production.

The Moengo mine in north-east Suriname is 100% owned by
Suralco. Approximately 1.5 million tonnes of bauxite are
sourced each year from the Moengo mine. Bauxite is barged
approximately 200 kilometres to the refinery at Paranam.

The Accaribo mine joint venture is located south of Paranam
in Suriname. Suralco owns a 24% minority interest in the
Accaribo mine. BHP Billiton plc is the majority owner and
manages the mine on behalf of the joint venture. Bauxite is
trucked to the refinery at Paranam.

When the Accaribo and Moengo mines are depleted, the
joint venturers expect to begin bauxite mining at a site
adjacent to the Accaribo mine and from a site in the Nassau
Mountains which is 100% owned by AWAC.

Hydro-electric facilities at Afobaka Lake in Suriname are also
owned and operated by Suralco. The plant was constructed
pursuant to the Brokopondo Agreement between Suralco
and the Suriname Government which was signed in 1958.
The facilities supply electricity to the alumina refinery at
Paranam and sell electricity to the Suriname Government.

(e) Jamaica – Jamalco
AWAC owns Alcoa Minerals of Jamaica LLC, a US based
company which holds a joint venture interest in Jamaica. The
investment comprises a joint venture called Jamalco which
is owned 50% by AWAC and 50% by Clarendon, which is a
Jamaican Government company. The joint venture is
governed by agreements with the Jamaican Government
which were finalised in 1988. Jamalco owns and manages
bauxite mines, an alumina refinery and port facilities.

The bauxite mines that for many years fed the refinery are
located 40 kilometres to the north of the refinery in the
Mocho Mountains. The bauxite mining rights are owned by
Jamalco. The bauxite mined in the Mocho Mountains is
transported to the refinery on a railway owned by the joint
venture. Jamalco also manages a port at Rocky Point,
located south of the alumina refinery. The port is
connected to the refinery by rail. The more recent source
of bauxite is from leases in Harmons Valley and the
Manchester Plateau. The mining operations on those
leases are being undertaken jointly by AWAC and Alpart, a
Jamaican bauxite mining joint venture owned by Kaiser

Aluminum (65%) and Hydro Aluminium of Norway (35%)
with mining activity carried out by a contractor on behalf
of the joint venture.

Jamalco’s alumina refinery, completed in 1972, is located 72
kilometres west of Kingston. The refinery’s nominal capacity
is 1.0 million tonnes a year. Each joint venturer is responsible
for marketing its share of production. On 27 April 2002,
AWAC announced that it had reached an agreement with
Clarendon to expand the Jamalco refinery by 25% to
1.25 million tonnes a year at a cost of US$115 million. 
At the same time the Jamaican Government announced the
removal of a bauxite levy effective from 2003, which
coincides with the planned mechanical completion of the
expansion, with increased production due to commence in
2004. The removal of this levy, which has been in place for
28 years, and the expansion are expected to lower costs by
approximately 30%. A further expansion of the Jamalco
refinery of 700,000 tonnes a year is currently being evaluated,
which will significantly lower cost of production at this site.

The refinery produces smelter-grade alumina. Energy for the
refinery is provided by oil powered turbines. Any surplus
power produced is sold into the Jamaican public electricity
grid and the refinery can draw power from the grid if necessary.

(f) Brazil – Abalco
Abalco, an AWAC entity in Brazil, is a participant (18.9%) in a
consortium that owns the Alumar alumina refinery at São
Luis in north-eastern Brazil. The other consortium participants
are Alcoa Aluminio SA (35.1%), BHP Billiton Metais SA
(36%) and an affiliate of Alcan Aluminio Do Brazil SA (10%).
Alcoa Aluminio is the operator of the consortium which is
managed on a production and cost sharing basis. Abalco
has special rights in any expansion of the Alumar refinery.

The refinery has a nominal production capacity of 1.3 million
tonnes of smelter-grade alumina a year and WMC believes
there are opportunities to expand beyond this production
capacity. Approximately half of the output is consumed at an
adjacent smelter with the remainder supplied to other
Brazilian smelters. The major source of energy for the
refinery is low sulphur steaming coal purchased from
Colombia and Venezuela.

The consortium has long-term bauxite purchase contracts
with MRN, which has mines located at Trombetas within the
State of Para in northern Brazil. Abalco holds a 4.6% interest
in MRN. The remaining interest in MRN is jointly owned by
affiliates of Alcan, Companhia Brasileira de Aluminio,
Companhia Vale do Rio Doce, BHP Billiton plc, RC Norsk
Hydro and Reynolds Metals Company (the Reynolds Metals
Company’s 5% interest will be incorporated into AWAC at a
cost to Alumina Limited of approximately US$27.3 million,
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which WMC anticipates will occur by the end of 2002).
MRN’s mines produce approximately 8.0 million tonnes of
bauxite each year. Bauxite is transported approximately
1,400 kilometres by ship to the refinery.

A maritime terminal owned by the consortium and equipped
with an alumina ship loader and bulk materials ship loader is
situated adjacent to the refinery. These facilities are used to
ship both bauxite and steaming coal into the refinery and
alumina out.

(g) Spain – San Ciprian refinery
AWAC owns and operates the San Ciprian alumina refinery,
which is located on the eastern coast of Spain. AWAC
acquired the refinery in February 1998 from Alcoa for
US$113 million following Alcoa’s acquisition of the principal
alumina and aluminium assets of Spain’s state owned
aluminium producer, Inespal.

The San Ciprian refinery was commissioned in 1980. It has
an annual production capacity of 1.3 million tonnes having
completed a 0.22 million tonne expansion in March 2001.
Unlike AWAC’s other refineries, San Ciprian employs a high
temperature and pressure technology. Bauxite for the
refinery is shipped from the Boké mine in Guinea. Steam for
the refinery is generated by the plant’s own oil fired boiler
with electrical power coming from the national grid.

Approximately 70% of alumina produced at the San Ciprian
refinery is metallurgical grade, which is supplied primarily to
Alcoa’s smelters in Spain. The balance of production is non-
metallurgical grade alumina that is largely sold as commodity
hydrated alumina to AWAC’s chemicals business and to
other chemical manufacturers in Europe. A small portion of
the non-metallurgical grade alumina is also sold as calcined
aluminas. The location of San Ciprian within the European
Union allows commodity-grade alumina to be sold within
Europe without attracting the relatively high tariffs imposed
on non-European suppliers.

6.2.6 Alumina-based chemicals
AWAC is a major producer of alumina-based chemicals. The
majority of chemical-grade alumina for AWAC’s chemical
plants is sourced from the Point Comfort, San Ciprian and
Kwinana alumina refineries. AWAC sells industrial chemicals
to customers in a broad spectrum of markets for use in
refractories, ceramics, abrasives, polymer additives,
chemicals processing and other speciality applications.

Alumina chemicals products can be segmented into two
principal markets: commodity products, which include
hydrated aluminas and aluminium flouride; and specialty
products, which include high performance refractories such
as tabular alumina and calcium aluminate cements, activated
aluminas and calcined aluminas. The major market for
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FIGURE 13 AWAC CHEMICAL PLANTS

LOCATION PRODUCTS AWAC OWNERSHIP

North America

Bauxite, Arkansas tabular, calcined, hydrated, cements 100.00%

Point Comfort, Texas hydrated aluminas, aluminium fluoride, calcined aluminas 100.00%

Fort Meade, Florida aluminium fluoride 100.00%

Vidalia, Louisiana activated aluminas, catalysts, absorbents 100.00%

Dalton, Georgia ground hydrates 100.00%

Leetsdale, Pennsylvania intermediate processing 100.00%

Port Allen, Louisiana catalysts, absorbents 100.00%

(the HiQ plant was 

closed July 2001)

Wurtland, Kentucky brown fused alumina, white fused alumina 50.00%

Europe

Rotterdam, The Netherlands tabular aluminas, calcium aluminate cements 100.00%

Ludwigshafen, Germany calcined aluminas, tabular aluminas, spinel 100.00%

San Ciprian, Spain hydrated aluminas, calcined aluminas 100.00%

Asia

Iwakuni, Japan tabular alumina 75.00%

Naoetsu, Japan ground hydrates 80.50%

Falta, India intermediate processing 60.00%

Qingdao, China ground hydrates 100.00%

Australia

Rockingham, Australia fused materials 33.08%

Kwinana, Australia calcined aluminas, hydrated aluminas 99.25%
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AWAC’s alumina-based chemicals is refractories, which
represent in excess of 35% of total alumina-based
chemicals revenues.

At 31 December 2001, AWAC had interests in the
17 alumina-based chemicals plants worldwide, as set out
in Figure 13.

6.2.7 Shipping
AWAC owns and operates a shipping operation that provides
transportation services to AWAC’s alumina business and to
third parties, including Alcoa. Operating both owned and
chartered vessels, the shipping business transports dry and
liquid bulk cargoes, including bauxite, alumina, caustic soda,
fuel oil, petroleum, coke and limestone.

AWAC owns seven combination carriers. AWAC operates
two large carriers between Australia and the US carrying
alumina to smelters on the west coast of the US and back
filling with raw materials such as petroleum, coke and
caustic soda for the Alcoa of Australia operations. AWAC
operates three smaller vessels in the Caribbean carrying
alumina from Suriname and Jamaica to New Orleans on the
south coast of the US or Baltimore on the north coast of the
US. These ships are also back filled with raw materials for
the Suriname and Jamaican operations. AWAC also charters
carriers for the transport of bauxite, alumina and aluminium
(for both AWAC and Alcoa) between its various global
operations. AWAC also operates two vessels which transport
alumina from the Alcoa of Australia refineries in Western
Australia to the Alcoa of Australia smelters in Victoria.

6.2.8 General information
(a) Employees
At the end of 2001, AWAC had approximately 11,000
employees in its operations.

(b) Environment
Alcoa of Australia is recognised as an industry leader in
environmental matters, particularly landcare and
rehabilitation. In 1990, Alcoa of Australia became the first
mining company in the world to be recognised by a United
Nations ‘Global 500’ award for environmental achievement. It
has also received environmental excellence awards from the
Western Australian Government.

AWAC’s Point Comfort alumina refinery is part of an area
which has been declared a US Environmental Protection
Agency ‘superfund’ site. In December 2001, the Agency
issued its Record of Decision selecting the final remedial
approach for the site, which has been fully reserved by
AWAC. Alcoa is negotiating a consent order with the Agency
under which it will undertake to implement the remedy. WMC
is indemnified by Alcoa against environmental liabilities in

relation to activities undertaken at the Point Comfort refinery
prior to 1 January 1995. This indemnity is specifically extended
to the contamination that gave rise to the Point Comfort
site’s ‘superfund’ status. Alcoa has also agreed that it will be
100% responsible for remediating the contamination, as well
as natural resource damages, which gave rise to the placement
of the site on the National Priorities List and the entry of the
Administrative Order on Consent issued on 31 March 1994,
and any subsequent Order issued relating to this contamination.

The AWAC Agreements provide that to the extent AWAC
sustains an extraordinary liability (as defined in Section
6.2.9(k)), Alcoa and WMC must, to the extent of their pre-
formation ownership interest, indemnify AWAC. Pursuant to
an amendment agreement dated 31 December 1995, the
purchase price of WMC’s interest in AWAC was modified to
satisfy, with limited exceptions, WMC’s indemnity obligations
for pre-formation liabilities relating to Alcoa of Australia.
Further details are provided in Section 6.2.9(k).

As discussed in Section 6.2.11, concerns have been expressed
by employees and nearby residents of the Wagerup and
Kwinana refineries regarding the effects of emissions from
the refineries on their health and the local environment.

Alcoa of Australia has stated publicly that there has been
extensive monitoring and analysis of emissions from the
Wagerup liquor burner, which has confirmed that it operates
below the emission levels prescribed by established health
and safety and environmental limits. The results of emissions
monitoring are independently audited.

Alcoa of Australia has also publicly advised that emissions
from the liquor burner at Wagerup have been reduced by
more than 95% since it was installed in 1996, and further
emission reduction programs are being pursued at the
refinery. In response to community concern, Alcoa of
Australia proposed and agreed with the Western Australian
Government to lower emission levels as a condition of its
licence to operate. These lower levels were applicable from
the end of June 2002. A capital expenditure program of
A$25 million was substantially completed in June 2002 in
connection with achieving these reduced emission levels,
and Alcoa of Australia has also embarked on a detailed
emission study.

At present, Australia does not have in place regulatory
requirements to reduce greenhouse gas emissions. However,
it is possible Australia will ratify the Kyoto Protocol, which
would require Australia to limit greenhouse gas emissions to
8% over 1990 levels by 2008-2012. Even if the Kyoto
Protocol is not ratified, the Australian Government may still
introduce regulations to reduce greenhouse gas emissions to
pursue achievement of the Kyoto Protocol targets. To date
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the Government has, however, given no indications as to the
nature or timing of any such regulations.

At present, it is not possible to predict the impact that future
government regulation may have on Alumina Limited. It is
possible, however, that it may increase AWAC’s capital
expenditure and production costs, or may impact on
methods of production, depending on the nature of the
regulatory requirements introduced. WMC cannot assess the
nature, magnitude or timing of such costs, including whether
these costs would have a material impact on the financial
performance of AWAC and, consequently, Alumina Limited.

Section 6.5.4 discusses regulatory risks associated with
AWAC’s operations and their potential to affect AWAC’s, and
hence Alumina Limited’s, financial performance.

(c) Health and safety
AWAC’s long-term goal is to have zero workplace injuries
and illnesses. AWAC’s safety management systems are
aimed at achieving this goal through continued improvement
in the identification, assessment and control of health and
safety risks.

As discussed in Sections 6.2.8(b) and 6.2.11, concerns have
been expressed by employees and nearby residents of the
Wagerup and Kwinana refineries regarding the effects of
emissions from the refineries. The complaints relating to
those concerns are discussed further in Section 6.2.11.

In February 2002, Dr Mark Cullen, Chief Medical Officer of
Alcoa and Professor of Medicine and Public Health at Yale
University, produced a report on the health issues associated
with the Wagerup refinery. Dr Cullen concluded that, based
on the known effects of plant emissions and existing data
and patterns of existing data, the threat of serious injury from
the refinery is negligible. Dr Cullen further stated that there
has been no long-term health risk to the vast majority of
Wagerup employees and, when emissions have been
reduced as per Alcoa of Australia’s emission reduction
programs discussed in Section 6.2.8(b), short-term irritation
and other chemical sensitivities should also be negligible.
Dr Cullen stated that he was confident that health and safety
at the Wagerup refinery is at the highest level.

In 2001, an independent forum of medical practitioners,
convened by the Western Australian Department of Health
and headed by Professor D’Arcy Holman, considered the
health issues associated with the emissions at the Wagerup
refinery. Its report concluded that although a medical
problem existed which was believed to be linked to the
refinery, the exact cause of the problem could not be
identified. It noted that the refinery operated within all the

regulated safety limits of emissions and the conditions of its
licence at the time.

Alcoa of Australia has acknowledged that the emissions from
the Wagerup refinery have short-term health effects, such as
nasal irritation. Nine current and former employees have
reported suffering continuing longer term health impacts,
including five with a condition known as multiple chemical
sensitivity. No other long-term health effects have been
reported by employees or nearby residents of Wagerup.

A program to rehabilitate Alcoa of Australia employees who
feel they have been impacted by odours or emissions from
the Wagerup refinery has been implemented. Alcoa of
Australia has also commenced a program of acquiring
property surrounding the Wagerup refinery from those who
feel they may be affected by the refinery’s operations and
has established a community consultation program to serve
as a forum for closer liaison between Alcoa of Australia and
the local community.

In April 2002, the Healthwise Cancer and Mortality Study
Interim Report (the Interim Healthwise Report) was released.
The Interim Healthwise Report contains the interim findings
of a long-term health study of Alcoa of Australia employees
jointly conducted by Monash University and The University
of Western Australia. Preliminary results of the study found
that overall mortality rates were significantly lower among
Alcoa of Australia employees than the general population,
although the incidence of respiratory cancer and melanoma
was higher than the general population. However, the Interim
Healthwise Report emphasised the preliminary nature of its
findings and the small numbers involved in the study, and
noted that the study is ongoing. The independent
investigators and the advisory board conducting the
Healthwise study have publicly expressed concern that the
preliminary results of the study have been misinterpreted and
stated that further research is required before strong
conclusions can be reached.

6.2.9 Significant contracts that govern the AWAC
relationship

On 21 December 1994, Alcoa and WMC finalised and
executed the AWAC Agreements establishing and governing
the operation of AWAC, with the Formation Date of AWAC
being 1 January 1995. The main AWAC Agreements are the
agreements known respectively as the ‘Formation
Agreement’ and the ‘Charter of the Strategic Council’. Key
aspects of the AWAC Agreements are set out below. Copies
of the main AWAC Agreements are available on WMC’s
website (www.wmc.com). A reference below to WMC is also
a reference to Alumina Limited (as WMC will be known from
the Listing Date).
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(a) Enterprise
AWAC is comprised of a series of affiliated operating entities
in which Alcoa has a 60% interest and WMC a 40% interest
(39.25% interest in Alcoa of Australia). Alcoa acquired 9% of
Alcoa of Australia and WMC acquired a 40% interest in the
other Alcoa affiliated operating entities and assets included
within AWAC, upon its formation. WMC has acquired a 40%
interest in AWAC entities and assets acquired (such as that
of San Ciprian) since AWAC’s formation.

(b) Consideration
On 1 January 1995, WMC paid to Alcoa approximately
US$386 million and transferred 9% of Alcoa of Australia to
Alcoa. WMC contributed an additional sum of approximately
US$120 million to AWAC which was utilised during the
course of initial establishment and operation of AWAC and
for further acquisitions. Alcoa was also to receive additional
compensation based upon the future earnings of AWAC’s
alumina-based industrial chemicals operations if the
earnings exceeded performance targets for the period 1995-
1999 (inclusive). Since the growth plan for the alumina-based
chemicals business was not achieved, this additional
compensation was not required to be paid by WMC.

(c) Scope
The scope of AWAC includes the following:

Bauxite and alumina: the exploration, searching and
prospecting for and the mining of bauxite and other aluminous
ores as well as the refining and other processing of these
ores into alumina and other necessary but ancillary facilities.

Industrial chemicals: the research, development, production,
marketing and sale of industrial chemicals, comprised initially
of the output of the existing Alcoa and Alcoa of Australia
facilities for industrial alumina-based chemicals and other
agreed mineral-based chemicals or as may be agreed from
time to time.

Integrated operations: the ownership and operation of
certain primary aluminium smelting, aluminium fabricating
and other necessary but ancillary facilities that are run as
part of an integrated operation at certain of the locations
included within AWAC.

(d) Formation
The formation of AWAC was completed on 1 January 1995.

(e) Role of the parties
(i) Industrial leader
Under the general direction of the Strategic Council, Alcoa is
the ‘industrial leader’ and provides the operating
management of AWAC and of all affiliated operating entities
within AWAC, unless Alcoa requests WMC to manage a
particular operation.

(ii) Strategic Council
The Strategic Council is the principal forum for Alcoa and
WMC to provide direction and counsel to the AWAC entities
in respect of strategic and policy matters. The Alcoa and
WMC representatives on the boards of the AWAC entities
are required, subject to their general fiduciary duties, to carry
out the directions and the decisions of the Strategic Council.
The Strategic Council has five members, three appointed by
Alcoa (of which one is Chairman) and two by WMC (of which
one is the Deputy Chairman). Decisions are made by
majority vote except for matters which require a ‘super
majority’ vote, which is a vote of 80% of the members
appointed to the Strategic Council.

The following decisions require a super majority vote:

• a change of the scope of AWAC;

• a change in the dividend policy;

• sale of all or a majority of the assets of AWAC;

• equity calls on behalf of AWAC totalling in any one year
in excess of US$1 billion; and

• loans to Alcoa, WMC or their respective affiliates by AWAC.

The Strategic Council meets as frequently as the Chairman
after consultation with the Deputy Chairman determines,
but meetings of the Council must be held at least twice a
year. The Deputy Chairman may require additional
meetings to be held.

(iii) Other management and personnel roles
WMC is entitled to representation in proportion to its
ownership interest on the board of each entity in the AWAC
structure, including Alcoa of Australia. In addition to the
Strategic Council meetings, ‘Operation’ meetings (with
representatives from Alcoa and WMC) are held typically four
times a year (usually two in Australia and two at
operations/offices outside Australia). From time to time,
WMC may second to AWAC employees whose skills or
experience will support the operation of AWAC.

(f) Exclusive vehicle
AWAC is the exclusive vehicle for the pursuit of WMC’s and
Alcoa’s (and their affiliates as defined) interests in the bauxite,
alumina and inorganic industrial (alumina-based) chemicals
businesses included within the scope of AWAC, and neither
party can compete, within that scope, with AWAC so long as
they maintain an ownership interest in AWAC.

If either party acquires a new business which has as a
secondary component a bauxite, alumina or inorganic
industrial chemicals business included within the scope of
AWAC, that component must be offered to AWAC for
purchase at its acquisition cost or, if not separately valued, at
an independently determined value. If the companies within
AWAC and the Strategic Council decide not to accept the
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offer, the component must be divested by Alcoa or WMC (as
the case may be) to a third party that is not an affiliate.

Smelting is not subject to these exclusivity provisions,
although there are certain smelting assets in AWAC, primarily
those in Alcoa of Australia in which WMC already had an
interest at the time AWAC was formed.

Section 6.2.2(b) discusses Alcoa’s suggestion that a
potential interpretation of AWAC’s scope and the exclusive
vehicle provisions excludes Brazilian bauxite, alumina and
alumina-based chemicals operations producing for use in
the Brazilian market. WMC maintains that this interpretation
does not apply to limit AWAC’s scope or the exclusive
vehicle provisions of the AWAC Agreements.

It should be noted that the AWAC Agreements do not
expressly address the position of an acquirer of WMC or
Alcoa, where that acquirer already operates a bauxite,
alumina or industrial (alumina-based) chemicals business.
Such an acquirer would be an ‘affiliate’ of WMC or Alcoa (as
relevant) and therefore the exclusive vehicle provisions of the
AWAC agreements would apply. However, the agreements
are silent on the action that WMC or Alcoa (as relevant) and
the acquirer must take. The relevant business could be
offered to AWAC for purchase, with the value to be agreed.
Alternatively, the acquirer might divest itself of the relevant
business or undertake some other action consistent with the
exclusive vehicle provisions of the AWAC Agreements.

(g) Capital requirements
The cash flow of AWAC and borrowings are the preferred
sources of funding for the needs of AWAC. Should the
aggregate annual capital budget of AWAC require an equity
contribution from Alcoa and WMC, the following limits apply:
(i) With respect to amounts up to US$500 million in annual

equity requested to be contributed in total by Alcoa and
WMC to AWAC (including amounts requested pursuant
to Sections 6.2.9(g)(ii) and 6.2.9(g)(iii)), each party must
contribute its proportionate share based on its current
ownership in AWAC. If either party does not contribute
its proportionate share, the other party may make up
the contribution, in addition to its own contribution, and
the non-contributing party’s interest in AWAC will be
diluted in accordance with an agreed formula.

(ii) With respect to annual equity requests in excess of
US$500 million but less than US$1 billion, each party
must declare within 30 days of when the equity request
is made if it has the ability to fund its share of the
request and, if so, each party must contribute its
proportionate share. Should WMC be unable to
contribute the full amount of the equity in the year
required, the parties will work together to find alternative

interim external financing arrangements reasonably
acceptable to WMC for AWAC or for WMC, or WMC
may choose to have its interest in AWAC diluted in
accordance with the formula noted in Section 6.2.9(g)(i).
If alternative external financing is not acceptable to
WMC, Alcoa may fund the WMC proportionate share
and this contribution will be deemed to be a loan by
Alcoa to WMC at the current market rate for Alcoa’s
long-term borrowings. WMC must repay the amount
contributed on its behalf in a period not to exceed one
year. If either party does not contribute its share or
WMC does not repay the loan after one year and
contribute its share, the dilution provision referred to in
Section 6.2.9(g)(i) applies.

(iii) With respect to annual equity requests in excess of
US$1 billion approved by a super majority vote
described in Section 6.2.9(e)(ii), each party must
contribute its proportionate share. However, if WMC is
unable to contribute the full amount of the equity in the
year required, the parties must work together to find
alternative financing arrangements reasonably
acceptable to WMC for AWAC or for WMC. If WMC
does not contribute the balance of its full proportionate
share, Alcoa may make, and must be compensated for,
all or part of the remaining contribution in WMC’s place.
However, if this occurs, WMC’s interest in AWAC will
only be diluted in accordance with the dilution provision
referred to in Section 6.2.9(g)(i) in respect of Alcoa’s
contribution to the capital requirements up to US$1
billion. If Alcoa elects to proceed, Alcoa and WMC will
review the mechanism to compensate Alcoa for its 
excess contribution, which may include a
disproportionate allocation of returns associated with
the excess contribution.

(h) Dividend policy
AWAC must distribute by way of dividends, in each financial
year, at least 30% of the net income of the prior year of each
of the entities comprising AWAC, unless the Strategic Council
agrees by a super majority vote to pay a smaller dividend.
AWAC must also endeavour to distribute dividends above
30% of the net income of AWAC, consistent with prudent
financial management and in the context of the strategic and
business objectives of AWAC. A table of AWAC’s historical
dividend payments is contained in Section 6.9.

(i) Leveraging policy
The affiliated operating entities within AWAC must maintain a
limit of debt (net of cash) in the aggregate equalling not more
than 30% of total capital, where total capital is defined as
the sum of debt (net of cash) plus any minority interest plus
shareholder equity.
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(j) Subsequent review
Upon the eighth anniversary of the Formation Date (ie
1 January 2003) or 30 days thereafter, if either party believes
that a material inequity has resulted to one or both of the
parties as a result of significant, irreversible circumstances or
events that were unforeseen by that party at the time of
entering into the AWAC Agreements and which substantially
alter the value of the original contribution by either party or
both parties, the party asserting the existence of the inequity
can provide written notice to the other party. Such notice
triggers a procedure in the AWAC Agreements for making an
adjustment, should the parties agree. However, if Alcoa and
WMC cannot agree to the adjustment, no adjustment will be
made. The threshold amount for assessing a material
inequity is US$200 million and the maximum amount of an
adjustment is US$400 million. The provision is not intended
to address normal fluctuations in production costs or
alumina, industrial chemicals or aluminium prices, nor to
reopen risks that were valued between the parties at the
time of forming AWAC.

(k) Pre-formation liabilities
Where AWAC sustains an extraordinary liability (described
below), Alcoa and WMC must, to the extent of their pre-
formation ownership interest, indemnify, reimburse and hold
harmless AWAC for such extraordinary liability. Certain
matters including litigation, environmental and industrial
hygiene matters, and non-compliances with government
regulations or permits are identified and responsibility
allocated in the AWAC Agreements. An extraordinary
liability is:
• a liability to a third party claim at law or in equity;
• a claim by any government or governmental agency;
• an environmental liability; or
• an industrial disease or personal injury, 
which relates to an act or omission that occurred totally or
partially during a period prior to Formation Date.
To be subject to the indemnity a claim or a series of quarterly
related claims (other than those specifically identified and
referred to in the AWAC Agreements) must exceed an initial
threshold amount of US$250,000. For liabilities that involve
both activities or operations before and after the formation of
AWAC, the liabilities are allocated by applicable methods as
provided in schedules to the AWAC Agreements or, if none
of those methods are relevant, by a fair and reasonable
allocation of the responsibility for the extraordinary liability
(based on an assessment of the respective contributions to
the extraordinary liability by pre-formation and post-
formation activities among AWAC, Alcoa and WMC).

(l) WMC pre-payment for Alcoa of Australia liabilities
By an amending agreement dated 31 December 1995,
Alcoa’s purchase price for WMC’s 9% of Alcoa of Australia
was adjusted, with such adjustment being in full satisfaction

of WMC’s indemnity obligations for environmental
‘extraordinary liabilities’ (as defined in the AWAC Agreements
and described above) that should reasonably have been
known, or for known environmental extraordinary liabilities, at
plants in Australia, except for the cost of reclaiming spent
potlining stored at Portland. Alcoa assumed obligations to
indemnify WMC for any such extraordinary liabilities.

(m) Dispute resolution
The AWAC Agreements’ mechanism prescribes for the
resolution of ‘all disputes, differences, controversies or
claims’ between the parties in relation to AWAC. The
mechanism employs an escalating procedure for resolution.

(n) Transfer of interests
Rights of first refusal apply in relation to WMC’s and Alcoa’s
interests in AWAC, or their affiliated holding interests in AWAC.

In addition, without the other party’s consent, neither party
can transfer its interests in AWAC to a ‘competitor’. For
these purposes, a competitor is any person engaged in the
mining of bauxite, the processing of alumina or inorganic
chemicals, or the production of primary aluminium, either
directly itself or indirectly through any company in which it
holds, legally or beneficially, either 10% or more of the issued
capital or 10% or more of the voting power.

Any increase or decrease in AWAC interests must be
proportionate across all entities in AWAC unless the increase
or decrease was the involuntary consequence of
government action, in which case WMC and Alcoa must
consult as to the appropriate course of action.

There is no change of control clause triggered by an
upstream change of control of WMC or Alcoa.

6.2.10 Funding of AWAC
AWAC finances its activities from cash flow of the affiliated
operating entities and from borrowings. The AWAC
Agreements limit leveraging to a maximum ratio of debt (net
of cash) to total capital of 30% (a super majority vote of the
Strategic Council is required to go beyond this limit – see
Section 6.2.9(e)(ii)). WMC expects that AWAC would use its
borrowing capacity to meet its financing needs, such as funds
needed for expansion commitments. Should the aggregate
annual capital budget of AWAC require an additional
contribution from Alumina Limited and Alcoa, the parties
contribute their proportionate share subject to the provisions
set out in the AWAC Agreements which are described in
Section 6.2.9(g).

6.2.11 AWAC litigation
In the ordinary course of its business, AWAC is involved in a
number of lawsuits and claims, both actual and potential,
including some that it has asserted against others. While the 
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amounts claimed may be substantial, the ultimate liability
cannot now be determined because of the considerable
uncertainties that exist. It is possible that results of
operations or liquidity in a particular period could be
materially affected by certain contingencies.

As mentioned in Section 6.2.8(b), AWAC’s Point Comfort
alumina refinery is part of an area which has been declared a
US Environmental Protection Agency ‘superfund’ site.
Section 6.2.8(b) provides further details regarding the
‘superfund’ site.

In Western Australia, there have been workers’ compensation
claims made and, in four instances, common law proceedings
brought by a small number of Alcoa of Australia employees
claiming that exposure to odours and emissions from the
liquor burner at the Wagerup refinery has led to them
suffering adverse health effects, including a condition known
as multiple chemical sensitivity. Alcoa of Australia is
defending these claims and is in discussions with union
representatives to address employee issues relating to them.
A workers’ compensation claim and a common law action
have also been brought by one employee at the Kwinana
refinery, although Alcoa of Australia is currently seeking a
ruling from the Supreme Court of Western Australia on the
legal effect of a settlement reached with the employee to
discontinue these claims.

There has also been recent publicity in respect of complaints
by some nearby residents of the Wagerup refinery that there
is a link between their various health problems and odours
and emissions from the refinery and, in particular, from the
liquor burner. Legal proceedings have been filed by some
nearby residents of the Wagerup refinery in the District Court
in Western Australia claiming unspecified damages and
alleging that emissions from the Wagerup refinery have
harmed their health. As at the date of this Scheme Booklet,
no other legal proceedings have been filed in respect of
these complaints.

In response to community concern, the Legislative Council of
Western Australia Standing Committee on Environment and
Public Affairs has initiated an inquiry into the complaints
associated with the Wagerup refinery. Alcoa of Australia has
participated in the public hearings. The inquiry is ongoing and
a date for release of the Committee’s findings has not yet
been set.

Section 6.2.8(c) provides further details on the health issues
associated with the Wagerup and Kwinana refineries. Section
6.2.8(b) discusses emission issues related to these refineries.

6.3 General business information
6.3.1 Auditor
WMC’s current auditor, PricewaterhouseCoopers, will
continue to act as Alumina Limited’s auditor after the
Demerger.

6.3.2 Employees
The majority of Alumina Limited’s personnel will be
employed prior to the Demerger, including some who are
current employees of the WMC Group. Prior to the
Demerger, Alumina Limited and WMC Resources will enter
into a Transitional Services Agreement for a period of six
months from the Demerger Date. Among other things, the
Transitional Services Agreement will enable Alumina Limited
to access the services of skilled and experienced WMC
Resources personnel during the initial establishment period.
Further details regarding the Transitional Services Agreement
are set out in Section 10.17.3.

6.4 Alumina Limited Directors and senior
management

6.4.1 Alumina Limited Board
(a) Role
The Alumina Limited Board, working with senior
management, will be responsible to the shareholders of
Alumina Limited for the company’s overall business
performance. It will approve the Alumina Limited Group’s
goals and directions, strategic plans and performance
targets. The Alumina Limited Board will ensure that
appropriate policies, procedures and systems are in place to
manage risk, optimise business performance and maintain
high standards of ethical behaviour and legal compliance.

(b) Board composition and meetings
It is intended that the persons named in the table below will,
from the Demerger Date, replace the current members of the
WMC Board, and comprise the initial board of Alumina
Limited (as WMC will then be known). For this purpose,
WMC Shareholders will be asked at the General Meeting to
vote on separate resolutions to elect each of the persons
named below to the Alumina Limited Board (at the time of
being asked to vote on the resolutions, WMC will still be
known by its current name). If elected, on the Demerger Date
the new directors will be appointed to the Alumina Limited
Board, and the current WMC Directors will resign. The
resolutions are explained in the notice convening the General
Meeting in Section 16.

As can be seen from the table below, it is intended that the
initial Alumina Limited Board will comprise a non-executive
chairman, three other non-executive directors and one
executive director. Under WMC’s constitution, which will
become Alumina Limited’s constitution following the
Demerger, the WMC Board (to be known as the Alumina
Limited Board from the Listing Date) may determine the
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number of directors, provided that the board does not have
fewer than six nor more than 12 members. To enable the
initial Alumina Limited Board to be comprised as described,
WMC Shareholders will be asked at the General Meeting to
vote on a resolution to amend WMC’s constitution to reduce
the minimum number of board members to three. The
reasons for this resolution are more fully explained in the
notice convening the General Meeting in Section 16.

When appointing new directors following the Demerger, the
Alumina Limited Board will seek relevant experience, diverse
perspectives and complementary skills. A balance between
independent business experience and relevant industry
knowledge will also be sought. All directors are required to
be natural persons and a majority of directors are required to
ordinarily reside within Australia.

Alumina Limited’s most senior employee, the Chief Executive
Officer, will be selected by the Alumina Limited Board and is
subject to annual performance reviews by the non-executive
directors. The Chief Executive Officer recommends policy
and strategic direction for board approval and is responsible
for managing day-to-day operations. If elected to the

Alumina Limited Board, the Chief Executive Officer will also
be the company’s Managing Director. Mr Marlay will be
appointed the Chief Executive Officer of Alumina Limited on
the Demerger Date.

The Alumina Limited Directors (other than the Managing
Director) will be subject to retirement by rotation, one-third
retiring each year by order of seniority of election (or the
number nearest to one-third if the number of directors is not
a multiple of three), and may not continue to hold office
without re-election after the third annual general meeting
following their last election by the shareholders. Eligible
retiring directors may offer themselves for re-election by the
shareholders. Non-executive directors retire, by agreement,
at the annual general meeting following their reaching 
72 years of age.

After being elected by the shareholders, a director who is
appointed a Managing Director by the board is not required
to retire by rotation. The Alumina Limited Directors may
appoint a director either to fill a casual vacancy or as an
addition to their numbers.

6. INFORMATION ON ALUMINA LIMITED

6.2 AWAC

6.3 GENERAL BUSINESS INFORMATION

6.4 ALUMINA LIMITED DIRECTORS AND SENIOR MANAGEMENT

Proposed Alumina Limited Board
Name Position Summary of experience

Executive director

Mr John Marlay Chief Executive Officer Joined WMC in August 2002, following role as Head of Strategy

BSc GAICD for RMC Group plc in London. Mr Marlay was previously Executive

General Manager Business Integration, Hanson plc from 2000-2001,

and Executive General Manager, Europe for Pioneer International

Ltd from 1997-2000. He has held senior management roles with

James Hardie Industries Limited and Esso Australia Ltd.

Non-executive directors

Mr Donald M Morley Chairman Director of WMC as the Director of Finance from 1983 until 

BSc MBA FAusIMM April 2001, Chief Financial Officer from April 2001-April 2002 and an

Executive Officer of WMC since May 2002. Mr Morley will retire

from his executive duties on 31 October 2002.

Mr Peter A F Hay Director Chief Executive Officer and member of the board, and former 

LLB National Executive Chairman, of the national law firm Freehills;

Director of Pacifica Group Limited; and former Chairman of the

board of Freehill Hollingdale & Page (Melbourne).

Mr Ronald J McNeilly Director Deputy Chairman BHP Steel Limited; Executive Director

BCom MBA Global Markets BHP Billiton Limited from 2001-2002; Executive

Director and President BHP Minerals from 1999-2001; Director

Ausmelt Limited and Chairman-elect; Director G.H. Michell & Sons

Holdings Pty Ltd; Chairman Melbourne Business School Limited;

Past Director of BHP Billiton Limited, QCT Resources Limited and

Tubemakers of Australia Limited.

Mr Mark R Rayner Director Director of Pasminco Limited since 1989 and Chairman since 1992;

BSc (Hons) ChemEng Director of Mayne Nickless Limited since 1995 and Chairman since 

FTSE FAusIMM FIEA FAICD April 1997; Director of Boral Ltd since February 1996; Director of

National Australia Bank Limited 1985-2001 and Chairman from

1997-2001.



PART B THE DEMERGER PROPOSAL AND THE OPTION SCHEME

Senior Managment
Name Position Summary of Experience

Mr Bob D J Davies Chief Financial Officer Responsible for finance, treasury, investor relations and tax. 

CMA (Canadian designation) Mr Davies has been with WMC for over six years and is currently

General Manager – Treasury and Tax, also being responsible for

investor relations and risk managment. Mr Davies previously held

the position of Treasurer at WMC, has held various corporate and

operations finance roles over a 20 year period with Utah

International and then BHP in Canada, US, Chile and Australia.
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(c) Committees
Specific board committees will assist the full Alumina Limited
Board. Initially, the Alumina Limited Board will establish an
audit committee, a compensation committee and a directors
nomination committee, each to be comprised of the non-
executive directors on the Alumina Limited Board.

In addition, ad hoc board committee meetings may be
occasionally convened to address board issues when it is
not practical to organise a full board meeting.

6.4.2 Senior management
The senior management structure for Alumina Limited is in
the process of being finalised. Alumina Limited’s Chief
Executive Officer will be Mr Marlay (as discussed above) and
its chief financial officer will be Mr Davies, currently General
Manager – Treasury and Tax of WMC. It is expected that all
remaining key senior management appointments will be
made in advance of the Demerger Date so that Alumina
Limited will only require limited transitional services from
WMC Resources under the terms of the Transitional Services
Agreement described in Section 10.17.3. WMC will publicly
announce all other senior management appointments as and
when they are made.

6.4.3 Alumina Limited representatives on the Strategic
Council of AWAC

As discussed in Section 6.2.9(e)(ii), WMC appoints two
members to the Strategic Council, which manages the
strategic direction and business of AWAC. WMC’s current
representatives on the Strategic Council are Mr Morgan and
Mr Morley. Mr Morgan will be replaced upon the
implementation of the Demerger with a nominee appointed
by the new Alumina Limited Board, namely Mr Marlay.
WMC’s current representatives on the boards of the various
AWAC entities will also be replaced with Alumina Limited
Board representatives, as necessary.

6.4.4 Remuneration
(a) Non-executive director fees
Remuneration for non-executive directors is determined by
the Alumina Limited Board and divided among the directors
by the Alumina Limited Board, although Alumina Limited’s
constitution provides that the aggregate remuneration paid

to Alumina Limited Directors in any year must not exceed a
maximum amount previously approved for that purpose by
shareholders. The maximum aggregate remuneration
approved for directors is currently A$950,000. The initial
remuneration for each non-executive Alumina Limited
Director following the Demerger will be A$85,000. The initial
remuneration for the Chairman, Mr Morley, will be
A$212,500.

In respect of Messrs Hay, McNeilly and Rayner, proposed
initial members of the Alumina Limited Board, fees will be
paid in respect of service provided to WMC (Alumina Limited
as it will then be known) from the date of their selection as
Alumina Limited Directors-elect by WMC in March 2002,
even though they will not assume office until the Demerger
Date. This recognises each director’s contribution to the
Demerger process over the period leading up to
implementation of the Demerger.

(b) Non-executive director retirement benefits
Non-executive directors under the age of 75 receive a
superannuation guarantee contribution which is currently
nine per cent of their fees. The directors will not receive any
other retirement benefits.

(c) Executive director and senior executive remuneration
Executives will receive competitive remuneration packages
which include: a base salary; additional benefits such as
superannuation; annual performance related incentives; and
termination entitlements.

The Alumina Limited Board will review these remuneration
packages and other employment terms annually. This review
will be based on performance goals set at the start of the year,
relevant market information and independent expert advice.

6.5 Risk factors relating to Alumina Limited
This Section 6.5 describes some of the risks that could
affect Alumina Limited. The factors below should be
considered in connection with any forward-looking
statements in this Scheme Booklet. The risks below are not
the only ones Alumina Limited faces – some risks may not
be known to Alumina Limited, and some that WMC currently
believes to be immaterial could subsequently turn out to be
material. One or more or a combination of these risks could
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materially impact Alumina Limited’s business, revenues,
operating income, net income, net assets, liquidity or
capital resources.

As Alumina Limited’s investment in AWAC will generate, at
least initially, almost all of its profit and cash flow, risk factors
which affect AWAC will have an impact on Alumina Limited.
Accordingly, many of the risk factors below relate to the
operations of AWAC.

6.5.1 General risks associated with investing in shares
Although Alumina Limited Shares are currently traded on the
ASX as WMC Shares, Alumina Limited will have a
significantly different profile to WMC so that the trading
history of WMC Shares will not be directly relevant to
Alumina Limited Shares. The price of Alumina Limited
Shares will be subject to many influences that may affect the
broad trend in the stock market or the share prices of
individual companies. There can be no assurance that an
active trading or liquid market will develop for Alumina
Limited Shares. The price at which Alumina Limited Shares
trade on the ASX may be affected by a number of factors
unrelated to Alumina Limited’s financial and operating
performance and over which Alumina Limited has no
control. Factors such as currency exchange rates, alumina
prices, the level of industrial production, changes in
government fiscal, monetary and regulatory policy, investor
attitudes, stock market fluctuations in Australia and other
stock markets around the world, changes in interest rates
and inflation, and variations in general market or economic
conditions could all have an adverse effect on the price of
Alumina Limited Shares.

This Scheme Booklet contains forward-looking statements
that involve certain assumptions that are subject to potential
risks and uncertainties. Actual events and results, including
Alumina Limited’s future dividends, returns on capital and
results of operations, could differ materially from those
anticipated.

6.5.2 Exchange rate fluctuations
Alcoa of Australia contributes the majority of AWAC’s
earnings. While a significant proportion of Alcoa of
Australia’s costs are incurred in Australian Dollars, sales are
denominated in US Dollars. The US Dollar/Australian Dollar
exchange rate has recently risen from the historic lows
experienced over the past two years. AWAC’s future
profitability, and hence that of Alumina Limited, may be
adversely affected by a strengthening of the Australian Dollar
against the US Dollar.

In the past, AWAC entered foreign exchange hedging
contracts to manage its exposure to the US Dollar/Australian
Dollar exchange rate. This practice was discontinued in early
2001, and hence a decreasing proportion of AWAC’s

Australian Dollar costs will be hedged in future years.
Approximately 81% of costs are expected to be hedged in
2002 at an exchange rate of approximately US$0.61, and
49% of costs are expected to be hedged in 2003 at an
exchange rate of approximately US$0.57.

6.5.3 Commodity price risk
AWAC’s revenue is derived from sales of alumina, alumina-
based chemicals and aluminium. The price that can be
obtained for these commodities is influenced by the price of
aluminium in the world market, and in particular, the LME
price of primary aluminium. World aluminium prices are
affected by numerous factors outside Alumina Limited’s
control, including the overall performance of world
economies and the related cyclicality in particular industries
that are significant consumers of aluminium.

The development of new alumina refineries and increased
production by new or existing alumina producers may create
overcapacity, which could reduce future prices of alumina,
alumina-based chemicals and aluminium, thereby adversely
affecting AWAC’s, and hence Alumina Limited’s, profitability.

AWAC’s, and hence Alumina Limited’s, financial
performance and ability to service liabilities, pay dividends,
undertake capital expenditure and finance future acquisitions
would be adversely affected by a sustained material fall in
the prices of alumina, alumina-based chemicals and
aluminium.

6.5.4 Regulatory risks
Governments extensively regulate AWAC’s mining
operations. National, state and local authorities in Australia
and other countries in which AWAC operates regulate the
mining industry with respect to matters such as employee
health and safety, permitting and licensing requirements and
environmental compliance, plant and wildlife protection,
reclamation and restoration of mining properties after
mining is completed, and the effects that mining has on
groundwater quality and availability. Numerous governmental
permits and approvals and leases are required for AWAC’s
mining operations. AWAC is required to prepare and present
to national, state or local authorities data pertaining to the
effect or impact that any proposed exploration or production
activities may have upon the environment. The costs,
liabilities and requirements associated with these regulations
may be costly and time-consuming and may delay
commencement or continuation of exploration, expansion or
production operations. Failure to comply with the laws
regulating AWAC’s businesses may result in sanctions such
as fines or orders requiring positive action by AWAC which
may involve capital expenditure or the curtailment of operations.
This relates particularly to environmental regulations.
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The possibility exists that new legislation or regulations may
be adopted that may materially adversely affect AWAC’s
mining operations or AWAC’s cost structure. New legislation
or regulations or more stringent interpretations or
enforcement of existing laws and regulations may also
require AWAC’s customers to change operations or incur
increased costs. These factors and legislation, if enacted,
could have a material adverse effect on AWAC’s, and hence
Alumina Limited’s, financial condition and results of
operations.

6.5.5 Political risks
AWAC operates in a number of countries, some of which have
a higher political risk than Australia. Political activities in these
countries may be destabilising and disruptive to AWAC’s
operations. The impact of any such disruption could range from
a minor increase in operating costs to a material adverse impact
such as the closure of an operation. AWAC continues to
monitor each of the political environments in which it operates.

6.5.6 Uncertainty of development projects and 
exploration risk

AWAC’s ability to sustain or increase its current level of
production, and therefore its (and hence Alumina Limited’s)
potential revenues and profits, in the medium to long-term is
partly dependent on the development of new projects and
on the expansion of existing operations. No assurance can
be given that the planned development and expansion
projects will result in the entire anticipated additional
production or that there will be continued success
developing additional operations. The economics of any
project are based upon, among other factors, estimates of
reserves and resources, recovery rates, production rates,
capital and operating costs and future commodity prices.

6.5.7 Operating risks
AWAC’s mining and processing operations are subject to
conditions beyond its, or Alumina Limited’s, control that
can delay deliveries or increase the cost of mining at
particular mines for varying lengths of time. These
conditions include weather and natural disasters,
unexpected maintenance or technical problems, key
equipment failures, disruptions to or other problems with
infrastructure, variations in geological conditions and
increases in the cost of key inputs or the non-availability of
key inputs. In addition, industrial disruptions, work
stoppages, refurbishments and accidents at operations
can result in production losses and delays in the delivery
of product, which may adversely affect profitability. A key
risk in the cost of production of alumina is the volatile
price of caustic soda. Approximately one tonne of caustic
soda is used for every 13 tonnes of alumina produced.
Accordingly, an increase in caustic soda prices has the
potential to affect profitability. For example, since the

beginning of 2000, the price for caustic soda has varied
from US$70 per dry metric tonne (fob US Gulf) in the third
quarter of 2000, to US$265 per dry metric tonne (fob US)
Gulf) in final quarter of 2001. In the first half of 2002 the
price of caustic soda was approximately US$155 per dry
metric tonne (fob US Gulf).

6.5.8 Native title in Australia
‘Native title’ describes the rights and interests of Aboriginal
and Torres Strait Islander people in land and waters
according to their traditional laws and customs that are
recognised under Australian law.

The High Court in the Mabo Decision in 1992 said that
Aboriginal and Torres Strait Islander people who have
maintained a continuing connection with their land according
to their traditions and customs may hold native title. Proving
a continuing connection usually involves showing that
traditional laws and customs have passed down through
generations of Aboriginal or Torres Strait Islander people to
the present day.

The native title of a particular group will depend on the
traditional laws and customs of those people. Recent decisions
have indicated that native title may change over time.

Native title may exist in areas where it has not been
extinguished (removed). Native title cannot invalidate anyone
else’s validly granted or validated rights but, following the
High Court decision in 1996 in The Wik Peoples v State of
Queensland, it is clear that native title may co-exist with
other forms of tenure where that tenure is not exclusive.

In August 2002, the High Court held in the Ward Decision
that there could be partial extinguishment of native title rights
and that there are no native title rights to, or interests in,
minerals in Western Australia. The decision that there are no
native title rights to minerals in Western Australia is of
significance to Alumina Limited as Alcoa of Australia
operates bauxite mines and alumina refineries in Western
Australia. The High Court also held that a mining lease under
the relevant Western Australian legislation extinguished any
native title right to control access to land, or to ask
permission to use, or have access to, land but does not
necessarily extinguish all native title rights.

At this stage, WMC cannot make any assessment of the
impact of the Ward Decision on its operations or the current
claimant applications for native title over the Alumina Limited
Group’s operations (referred to below).

In response to the Mabo Decision the Australian Government
enacted the Native Title Act 1993 (Cth) allowing, among
other things, the States and Territories to enact their own
native title legislation.
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There are current claimant applications for native title
determinations in the Federal Court of Australia over areas
that include Alcoa of Australia’s operations.

WMC cannot make any assessment as to whether existing
assets or operations will be materially affected until court
determinations are made. Court decisions and various
pieces of legislation make it evident that there are complex
legal and factual issues affecting existing and future Alcoa of
Australia interests. Accordingly, the impact of native title is
being monitored but cannot be determined at this time.

6.5.9 Supply agreements
AWAC’s revenue from supply agreements depends on a
variety of factors such as price adjustments and other
contract provisions. The modification or termination of a
substantial portion of AWAC’s supply agreements could
adversely affect AWAC’s, and hence Alumina Limited’s,
results and financial performance, to the extent that AWAC is
unable to renew contracts or find alternate buyers for
AWAC’s production at the same level of profitability.

6.5.10 Loss of key personnel
AWAC manages its business with a number of key
personnel, the loss of whom could have a material adverse
effect on its business. AWAC’s, and hence Alumina
Limited’s, future success will depend on AWAC’s continued
ability to attract and retain highly skilled and qualified
personnel. There can be no assurance that key personnel
will continue to be employed by AWAC or that AWAC will be
able to attract and retain qualified personnel in the future.
Failure to retain or attract key personnel could have a
material adverse effect on AWAC’s, and hence Alumina
Limited’s, business. These same issues exist with respect to
Alumina Limited’s key personnel, the loss of whom could
have a material adverse effect on Alumina Limited’s business
and its ability to manage its investment in AWAC.

6.5.11 AWAC arrangements
As discussed in Section 6.2.9(g), AWAC may make an
annual capital request of up to US$1 billion following
approval by a majority vote of AWAC’s Strategic Council.
Alumina Limited will be required to fund its share of the
request. If Alumina Limited is unable to obtain equity or debt
funding to make this contribution, it may ultimately run the
risk of its interest in AWAC being diluted. While the WMC
Board believes Alumina Limited will be able to fund its share
of any contemplated capital requests, there is a risk that
Alumina Limited will be unable to fund a capital request
which is not presently contemplated but which may be made
in the future, and that its interest in AWAC will be diluted
accordingly.

6.5.12 Alumina Limited cash flows
Alumina Limited’s profit and cash flows will be generated, at
least initially, primarily from distributions made by AWAC, by
way of dividend or capital return. The Strategic Council
determines the timing and magnitude of AWAC dividends
and capital returns, subject to the relevant provisions of the
AWAC Agreements set out in Section 6.2.9(h). Alumina
Limited cannot unilaterally determine AWAC’s dividend
policy or the quantum or timing of dividends to be paid by
AWAC. However, the practice of AWAC, confirmed by the
Strategic Council in September 2002, has been to distribute
100% of cash flow from the AWAC entities. WMC expects
AWAC to continue this practice while it is consistent with the
prudent financial management of AWAC.

6.6 Financial information on Alumina Limited
6.6.1 Overview of financial information 
This Section 6.6 presents the following pro forma financial
information for Alumina Limited and summary financial
information for 100% of AWAC:

(a) Alumina Limited financial information:

• pro forma consolidated historical results for the years
ended 31 December 1999, 2000 and 2001 and pro forma
consolidated forecast results for the years ending 
31 December 2002 and 2003 (in A$ and A GAAP) (Table 1);

• pro forma consolidated historical cash flows for the
years ended 31 December 1999, 2000 and 2001 and
pro forma consolidated forecast cash flows for the years
ending 31 December 2002 and 2003 (in A$ and
A GAAP) (Table 3); and

• pro forma consolidated statement of net assets as at
30 June 2002 (in A$ and A GAAP) (Table 4).

(b) AWAC financial information:

• historical results for 100% of AWAC for the years ended
31 December 1999, 2000 and 2001 and forecast results
for 100% of AWAC for the years ending 31 December
2002 and 2003 (in US$ and US GAAP) (Table 5); and

• historical cash flows for 100% of AWAC for the years
ended 31 December 1999, 2000 and 2001 (in US$ and
US GAAP) (Table 6); and

• statement of net assets of 100% of AWAC as at 
30 June 2002 (in US$ and US GAAP) (Table 7).

(c) Reconciliation of financial information:

• reconciliation of the reported WMC consolidated
historical results to the abovementioned pro forma
Alumina Limited consolidated historical results (Table 8);
and

• reconciliation of the abovementioned pro forma
consolidated historical and forecast results for Alumina
Limited (in A$ and A GAAP) to the abovementioned pro
forma historical and forecast results for 100% of AWAC
(in US$ and US GAAP) (Table 9).

6. INFORMATION ON ALUMINA LIMITED

6.5 RISK FACTORS RELATING TO ALUMINA LIMITED

6.6 FINANCIAL INFORMATION ON ALUMINA LIMITED
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6.6.2 Alumina Limited - Financial information 
(a) Introduction
(i) Historical financial information
The pro forma historical financial information has been
extracted from WMC’s audited financial statements for the
years ended 31 December 1999, 2000 and 2001 and the
Half-Year Report for the six months ended 30 June 2002,
and has been adjusted from the financial information
previously reported by WMC to exclude the results of entities
comprising the WMC Resources Group following the
Demerger and the impact of non-recurring items.

The pro forma historical financial information has been
prepared for illustrative purposes only for use in this Scheme
Booklet and should be read in conjunction with:

• the risk factors described in Sections 4.5 and 6.5;

• the management discussion and analysis of the
historical financial information set out in this Section
6.6.2; and

• the Investigating Accountant’s Report on historical
financial information set out in Section 12,

in order to understand the bases, assumptions, and
limitations underlying the historical financial information
presented.

The pro forma historical results and cash flows have been
presented before borrowing costs, financing activities and
income tax. The entities that will comprise the Alumina
Limited Group currently operate under a different corporate
structure with significantly different capital structure and
income tax circumstances, and hence reporting net
borrowing costs, financing activities and income tax is not
considered to be meaningful or appropriate. Accordingly, this
information has not been included in the pro forma historical
information below.

(ii) Forecast financial information
The forecast financial information has been prepared for
illustrative purposes only for use in this Scheme Booklet. It is
based on an assessment of present economic and operating
conditions, and on a number of assumptions regarding
future events and actions, which, as at the date of this
Scheme Booklet, are expected to take place, including the
key assumptions set out in this Section 6.6.2.

The forecast financial information should be read in
conjunction with:

• the risk factors described in Sections 4.5 and 6.5;

• the managment discussion and analysis of the forecast
financial information set out in this Section 6.6.2;

• the Investigating Accountant’s Report on forecast
financial information set out in Section 12;

• the description of key assumptions underlying the
forecast information set out in this Section 6.6.2; and

• an analysis of the sensitivity to key commodity price
and exchange rate assumptions set out in this
Section 6.6.2,

in order to understand the bases, assumptions, and
limitations underlying the forecast financial information
presented.

WMC has used due care and attention in the preparation of
this forecast financial information and considers the
assumptions to be reasonable when viewed as a whole.
However, this information is not fact and readers are
cautioned not to place undue reliance on the forecast
financial information.

The assumptions set out in Section 6.6.2(c)(iii) represent
estimates of 2002 and 2003 commodity prices and US
Dollar/Australian Dollar exchange rates at the date of this
Scheme Booklet, having regard to spot commodity prices
and exchange rates, average commodity prices and
exchange rates in year 2002 to date, historical long-term
average commodity prices and exchange rates and WMC’s
own industry knowledge.

The assumptions have been cross-checked for
reasonableness against consensus forecasts of mineral
prices and exchange rates prepared by leading international
financial institutions.

Forecasts are, by their nature, subject to a variety of
business, economic and competitive risks and uncertainties,
many of which will be outside the control of Alumina Limited
and its directors. Events and circumstances often do not
occur as anticipated, and therefore actual results are likely to
differ from the forecasts, and the differences may be
material. Accordingly, the WMC Directors cannot and do not
give any assurance that the forecasts will be achieved.
Events and outcomes might differ in quantum and timing
from the assumptions, with material consequential impact on
the forecast financial information. The sensitivity analysis in
this Section 6.6.2 (Table 2) summarises the sensitivity of
forecast NPAT for the year ending 31 December 2003 after
changes in certain key commodity price and exchange rate
assumptions.

The forecasts are included as required by Australian
company law. The preparation of the forecast financial
information and the investigating accountant’s review thereof
has been undertaken in accordance with Australian auditing
standards and such information should not be relied upon by
those unfamiliar with such standards.

The forecast financial information has not been prepared
with a view toward compliance with published guidelines of
the SEC or the guidelines established by the American 
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Institute of Certified Public Accountants for preparation and
presentation of prospective financial information. 

(b) Pro forma consolidated historical results for the years
ended 31 December 1999, 2000 and 2001 
(in A$ and A GAAP)

(i) Basis of preparation
Table 1 summarises the pro forma historical results of the
businesses that comprise Alumina Limited for the years
ended 31 December 1999, 2000 and 2001 as if Alumina
Limited had been separately preparing its results. It also
includes the pro forma forecast results for the years ending
31 December 2002 and 2003. The basis of preparation of the
forecasts, assumptions adopted, management discussion
and analysis and other important factors to take into
consideration are discussed in Section 6.6.2(c).

The pro forma historical results do not purport to represent
what the actual results of operations would have been if
Alumina Limited had been operating on a stand-alone basis
for each of the financial years presented or to project, or to
be used as a basis for projecting, Alumina Limited’s results
for any future period. 

(ii) Information for US shareholders
The pro forma historical financial information included in this
Scheme Booklet does not purport to be in compliance with
Article 11 of Regulation S-X of the Rules and Regulations of
the SEC. Under Article 11, pro forma income statements
must be presented assuming the transaction had been
consummated at the beginning of the first fiscal year
presented and may only include adjustments which give
effect to events that are:

• directly attributable to the transaction;

• expected to have a continuing impact on the entity; and 

• factually supportable.

The normalisation adjustment in the pro forma financial
information set out in Table 1 would not be permissible
under the SEC’s Rules and Regulations on pro forma
financial presentations. The adjustment reflected arose from
the belief that the underlying items are non-recurring and
that, although required to be recorded in the historical
financial statements under A GAAP, are more appropriately
presented in the pro forma financial information as
‘normalised’ and therefore eliminated. This would not be
permitted under Article 11 of Regulation S-X. Although the
WMC Directors believe that the item normalised will itself be
non-recurring (at least at the magnitude previously
experienced), there can be no assurance that similar items
will not recur or that such items or a similar item will not
have an impact on a future year’s results of operations or
financial condition.

(iii) Management discussion and analysis of historical
results of Alumina Limited – General

The pro forma historical results of the Alumina Limited Group
for the years ended 31 December 1999, 2000 and 2001 are
primarily comprised of the equity share of profits from AWAC. 

The equity share of profits from AWAC within the Alumina
Limited Group results set out in this Section 6.6.2 are
presented in accordance with A GAAP, and revenues and
costs denominated in US Dollars have been translated to
Australian Dollars using average exchange rates for the
relevant period. 

AWAC reports under US GAAP and in US Dollars and the
majority of AWAC’s revenues and certain costs are
denominated in US Dollars. Therefore management’s
discussion and analysis of the historical profits of AWAC in
this Section 6.6.2(b) is in US GAAP and US Dollars.

(iv) Managment discussion and analysis of historical results
of Alumina Limited – 12 month period ended
31 December 2001 compared to 12 month period
ended 31 December 2000

EBIT: Alumina Limited factors – The decrease in the equity
accounted contribution from AWAC during the year is
discussed below. The average US Dollar/Australian Dollar
exchange rate decreased from US$0.59 to US$0.52,
resulting in a positive impact on the Alumina Limited Group
EBIT. The A GAAP EBIT in 2001 was also impacted by an
A$14.8 million decrease in Alumina Limited’s equity share of
stock option expenses charged by Alcoa to AWAC.

EBIT: Underlying AWAC factors (100% basis) – EBIT before
significant non-recurring items decreased by
US$152.8 million to US$787.4 million in 2001, compared to
US$940.2 million in 2000. The reduction in 2001 was
attributable to a decline in alumina sales volumes, and higher
unit costs offset in part by increased chemical sales.

Following a review of AWAC’s assets, several plants were
written off in the first half of 2001. The plants were:

• the St Croix refinery in the Virgin Islands which had been
idle since January 2001 and was permanently closed in
July 2001;

• the Port Allen HiQ plant, a specialty chemicals operation
in Louisiana, US, which had been idle since December
2000; and

• the Suralco smelter in Suriname which has a capacity of
30,000 tonnes a year and its associated anode
production facility at the Point Comfort refinery in the
US which had been idle since March 1999.

6. INFORMATION ON ALUMINA LIMITED
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The 2001 historical results presented in Section 6.6.3 have
been adjusted to exclude the impact of the costs
associated with these write-offs and associated provisions
as they are considered to be significant non-recurring items.

AWAC sells approximately 40% of its alumina production
to Alcoa’s primary smelting group, with remaining sales
usually under three to five year contracts which are
referenced to the LME aluminium price. Less than 10% of
production is sold into the spot alumina market. Alumina
production for 2001 fell by approximately 10.3% to 
11.9 million tonnes as a response to lower alumina demand
as global economies slowed. The reduction was effected
through the closure of the St Croix refinery and a reduction
in production at the Point Comfort refinery to one third of its
capacity. Increased power prices in the US Pacific Northwest
led to the shutdown of 1.5 million tonnes of aluminium
smelter capacity contributing to an overall decline in demand
for alumina.

AWAC’s aluminium production increased to a record 
372,700 tonnes due to:

• higher production from Point Henry after restarting idle
capacity; and 

• an increase in AWAC’s share of production at Portland
following an increase in its equity interest from 45% to
55% in September 2000. 

Unit cost of sales of alumina in 2001 were 4% higher due to
the lower production at the Point Comfort refinery, higher
costs in the fourth quarter at Jamalco following a labour
strike and higher caustic soda prices. These factors were
partially offset by lower US Dollar costs at Australian
refineries due to the appreciation of the US Dollar relative to
the Australian Dollar although currency hedging eroded
some of these potential benefits. 

The cash price for aluminium reached the previous year high
of US$0.79 per pound in February 2001. The price then
declined progressively throughout 2001 as the economic
outlook deteriorated with further downward pressure on
prices towards the end of the year from expectations of a
slowdown in the US economy. Prices had fallen to US$0.60
per pound at year end with LME stocks increasing from a
near 10 year low in January 2001 of 322,000 tonnes to
approximately 800,000 tonnes at 31 December 2001. 

More than 90% of world production of alumina is sold under
long-term contracts which typically have alumina prices
based on a percentage of the recent aluminium metal
prices. The spot market for alumina is very limited with
prices tending to be volatile. The spot alumina market has
a very limited impact on the average realised alumina
prices for AWAC. 

(v) Management discussion and analysis of historical
results of Alumina Limited – 12 month period ended
31 December 2000 compared to 12 month period
ended 31 December 1999

EBIT: Alumina Limited factors – The increase in profit
contribution from AWAC during the year is discussed below.
The average US Dollar/Australian Dollar exchange rate
decreased from US$0.66 to US$0.59, resulting in a positive
impact on the Alumina Limited Group EBIT.

EBIT: Underlying AWAC factors (100% basis) – EBIT
increased by US$377.1 million to US$940.2 million in 2000
due to higher alumina prices, increased volumes and lower
unit costs. 

During the period, AWAC continued to rationalise its
alumina chemicals products and operations to concentrate
on returns from major commodities such as aluminium
fluoride, hydrate, calcines and refractory and tabular
products.

Alumina production for 2000 increased to a record 
13.3 million tonnes, due to an incremental expansion at
Wagerup and the operation of all refineries, except 
St Croix, at full capacity. Aluminium production increased
with the restart of idle capacity at Point Henry and
Portland, and the acquisition of Eastern Aluminium
(thereby increasing Alcoa of Australia’s interest in Portland
by 10% to 55%) in September 2000. 

The cash price for aluminium reached a four year high of
US$0.79 per pound in January 2000. Prices then faced
downward pressure with expectations of a slow down in
the US economy, but recovered to US$0.71 per pound by
year end. LME stocks declined 63% during the year to
reach 322,000 tonnes in January 2001, representing a near
10 year low and less than one week’s global consumption. 

During 2000, an unexpected shutdown of refinery capacity
resulted in alumina spot prices rising to around US$450
per tonne in the first quarter before ending the year at
US$175 per tonne. This volatility in the spot market price
of alumina had a limited impact on the realised price
received by AWAC as most alumina sales are through
long-term contracts which are tied to LME aluminium
prices rather than to spot market alumina prices or are on
a cost plus basis.

(c) Pro forma consolidated forecast results for the years
ending 31 December 2002 and 2003

(i) Basis of preparation
The pro forma forecast results set out above have been
prepared on a basis consistent with the accounting policies
outlined in the Annual Report. The pro forma forecast results
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should be read in conjunction with the matters set out in
Section 6.6.2(a)(ii) to understand the bases, assumptions,
and limitations underlying the forecast financial information
presented.

The pro forma forecast results have been presented to net
profit after tax. The pro forma forecast results for the year
ending 31 December 2002 and 2003 have been adjusted to:

• reflect the pro forma transactions and events described
below; and

• exclude any gains or losses on the disposal of entities
required to effect the Demerger.

The pro forma forecast result for the year ending 
31 December 2002 comprises pro forma historical financial
information for the six months ended 30 June 2002 and pro
forma forecast financial information for the six months
ending 31 December 2002.

In order to present a meaningful full year comparison, the
2002 forecast results (and the pro forma 2002 forecast cash
flows set out below) have been prepared as if the following
pro forma transactions and events, which are to take place
on or before the Demerger Date, had occurred as at
1 January 2002:

• the settlement of inter-company debts between
companies that will be subsidiaries of Alumina
Limited and those that are to become part of the
WMC Resources Group as a result of the Demerger
by converting the net amount owing to equity; and

• the allocation of approximately A$20.8 million of
cash and A$600 million of existing WMC debt to
Alumina Limited (see Section 5.5.4).

The actual reported results will differ from this forecast for
the reasons outlined in note 2 to Table 1. 

(ii) Management discussion and analysis of forecast
results of Alumina Limited – 12 month periods ending
31 December 2002 and 31 December 2003

Alumina Limited’s share of AWAC profits after tax is
recognised on an equity accounted basis. Alumina Limited’s
equity share of profits after tax from AWAC is forecast to be
A$263.0 million in 2002, a 30% decline on the 2001 actual
result of A$377.7 million (after adjusting for non-recurring
items). In 2003, Alumina Limited’s equity share of profits
after tax from AWAC is forecast to improve to A$375.9
million. The key driver of the increased earnings in 2003 is a
forecast recovery in aluminium prices and the consequent

TABLE 1 PRO FORMA CONSOLIDATED RESULTS OF ALUMINA LIMITED

A GAAP (A$ million)
PRO FORMA HISTORICAL(1) PRO FORMA FORECAST(1)

Year ended 31 December Year ending 31 December
1999 2000 2001(2) 2002(3) 2003

Equity share of profits after tax 216.2 386.8 377.7 263.0 375.9

Amortisation of equity goodwill(4) (17.7) (17.7) (17.7) (17.7) (17.7)

Corporate costs (4.8) (2.3) (3.4) (8.2) (8.2)

Pro forma results before 

borrowing costs and tax 193.7 366.8 356.6 237.1 350.0

Net borrowing costs (18.6) (19.5)

Income tax (expense)/benefit - -

Pro forma net profit attributable to members of Alumina Limited 218.5 330.5

Basic earnings per share (A$)(5) $0.20 $0.30

(1) A description of the assumptions underlying the forecasts for Alumina Limited is included in Section 6.6.2(c).

(2) The 2001 equity share of profit after tax from AWAC has been adjusted by A$80.9 million to exclude the equity share of the write down of
AWAC refining and chemical assets and associated provisions. The assets written off were:
- the St Croix refinery in the Virgin Islands which had been idle since January 2001 and was permanently closed in July 2001,
- the Port Allen HiQ plant, a specialty chemicals operation in Louisiana, US, which had been idle since December 2000, and
- the Suralco smelter in Suriname which has a capacity of 30,000 tonnes per year and its associated anode production facility, at the Point

Comfort refinery, US which had been idle since March 1999.

(3) The pro forma forecast results for the year ending 31 December 2002 have been prepared as if the Alumina Limited Group had existed in its
post-Demerger form from, and the pro forma transactions and events described in Sections 6.6.2(c)(i) had occurred on, 1 January 2002. 
The pro forma forecast results for the year ending 31 December 2002 comprise pro forma historical results for the six months ended 30 June
2002 and pro forma forecast results for the six months ending 31 December 2002. 

Alumina Limited’s reported result for the year ending 31 December 2002 will be different to the forecast provided in this table as the effective
accounting date of the Demerger is expected to be 30 November 2002 (see Section 5.5.8). All profits or losses generated prior to the Demerger
Date by WMC subsidiaries on or before the Demerger Date will be reflected in the actual consolidated earnings of Alumina Limited for the year
ending 31 December 2002.

(4) The equity goodwill amortisation charge of A$17.7 million relates to the amortisation charge on amounts for goodwill recognised in forming
AWAC in January 1995 which are being amortised over 20 years. 

(5) Based on the number of WMC Shares outstanding as at 30 June 2002 of 1,112,419,643.
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increase in contract alumina prices received and higher
production volumes.

Alumina Limited costs in the form of amortisation and
corporate costs are forecast to be A$17.7 million and A$8.2
million respectively in 2002 and 2003.

Total AWAC profit after tax (after adjusting for non-recurring
items) is forecast to decrease by 27% to US$374.9 million
in 2002 and to increase to US$557.4 million in 2003.

(iii) Key assumptions underlying the Alumina Limited
forecasts 

In forecasting Alumina Limited earnings for 2002 and 2003,
the WMC Directors have made the following key
assumptions:

(A) ALUMINA LIMITED SPECIFIC ASSUMPTIONS

• Total corporate costs are forecast to be A$8.2 million a
year consisting of:

– incremental corporate costs of Alumina Limited
operating as an independently listed company,
including directors’ and officers’ costs, office
accommodation, share registry and ASX fees, and
public reporting, estimated to be A$4.8 million a
year; and

– ongoing corporate costs, estimated to be
A$3.4 million a year. WMC Resources will initially
provide Alumina Limited with various transitional
services until these services can be provided
internally by Alumina Limited. These services will be
provided in accordance with the terms of the
Transitional Services Agreement described in
Section 10.17.3.

• Borrowing costs, representing debt interest costs, are at
an average floating rate of 3.25% a year for the year
ending 31 December 2002 and 3.75% a year for the year
ending 31 December 2003. The increasing rate is a function
of an expected increase in US Dollar interest rates.

• No income tax is forecast to be paid by Alumina
Limited as dividends received from AWAC are
assumed to continue to be fully franked or tax exempt.
The Alumina Limited forecasts also assume that other
revenue will not be material and as a result insufficient
to offset expected operating costs, and that the tax
deductibilty of these costs will therefore not be fully
utilized.

• US GAAP adjustments for the year ended 
31 December 2002 include nine months of actual 
US GAAP adjustments to 30 September 2002 and
three months of forecast US GAAP adjustments. 
The forecast US GAAP adjustments for the three
months to 31 December 2002 and the year ending

31 December 2003 assume that there are no significant
changes to market conditions from 
30 September 2002 throughout the forecast period.

(B) AWAC SPECIFIC ASSUMPTIONS

Forecast 2002 and 2003 results for AWAC (on a 100% basis)
are set out in Section 6.6.3(b) (Table 5). In forecasting AWAC
earnings for 2002 and 2003, the WMC Directors have made
the following key assumptions:

1 REVENUE ASSUMPTIONS:

In forecasting AWAC revenue, the following alumina and
aluminium production has been assumed.

Production 
PRO FORMA PRO FORMA

FORECAST FORECAST

AWAC (100% basis) 2002 2003

Alumina (‘000 tonnes) 12,440 12,930

Aluminium (‘000 tonnes) 376 382

AWAC’s alumina production in 2002 is forecast to exceed
2001 production by 4.5% with production at all refineries
except Kwinana forecast to be higher. Three refineries,
Point Comfort, San Ciprian and Jamalco account for over
80% of the increase. Production at the Point Comfort
refinery, the swing producer in the AWAC portfolio, fell to
around one-third of its capacity in the latter months of 2001
but increased to over 50% in the first half of 2002 with
further increases forecast in the second half. Production
from Jamalco was artificially low in 2001 as a result of a
labour strike that occurred in the final quarter of the year.
Finally, the impact of the expansion at San Ciprian from 
1.1 to 1.3 million tonnes a year will be fully evident in 2002.
With respect to aluminium production, a small increase of
approximately 1% is forecast in 2002 emanating primarily
from the Portland smelter.

Alumina production is forecast to increase a further 4% in
2003 with production increases from all refineries with the
exception of Kwinana. Accounting for two-thirds of this
increase is the Point Comfort refinery which is forecast to
operate at 75-80% of capacity. Excluding the Point Comfort
refinery the most significant increases in production are
anticipated at Wagerup and San Ciprian. A further 1.6%
increase is also forecast for aluminium production.

Commodity Price Assumptions
In the forecasting AWAC revenue, the following commodity
prices (nominal US$) have been assumed:

PRO FORMA PRO FORMA

FORECAST FORECAST

2002 2003
LME Aluminium (US$/pound) 0.61 0.67
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The majority of AWAC alumina external sales are under long-
term contracts with pricing based on the LME aluminium
price. Contracts expiring during the forecast period are
assumed to be renewed on similar terms. Sales to Alcoa
owned smelters (excluding sales to ex-Alumax smelters) are
based on a weighted average of external sales (see Section
6.2.4(b). The price paid for the AWAC production delivered to
the ex-Alumax smelters is in accordance with the contracts
entered into with Alumax by AWAC prior to 1998. The
forecast increase in prices reflects an anticipated
strengthening in global economic growth into 2003 with a
consequent increase in demand for aluminium.

2 COSTS

Unit production costs are forecast to fall by approximately 1%
year on year in both 2002 and 2003 in real terms due to the
impacts of cost reduction programs and economies of scale.
The forecasts assume that no significant new currency hedging
contracts will be put in place during the forecast period.

3 TAXATION 

Taxation assumptions reflect a forecast effective tax rate of
30% for Australian entities and an average 35% effective tax
rate for non-Australian based entities, and also adjustments for
tax losses which are not expected to be utilised in the near
future, for the years ending 31 December 2002 and 2003.

(C) GENERAL ASSUMPTIONS FOR ALUMINA LIMITED AND AWAC

The WMC Directors have also made the following general
assumptions for the Alumina Limited and 100% AWAC
forecasts in addition to those outlined above:

• an increase in the Consumer Price Index of 3% a year
over the forecast period;

• the following US Dollar/Australian Dollar exchange rates:

PRO FORMA PRO FORMA 

FORECAST FORECAST 

2002 2003
US Dollar/Australian Dollar
Exchange Rate 0.542 0.58

• no changes of a material nature to Alumina Limited’s
accounting policies or to Australian Accounting Standards,
Statements of Accounting Concepts or other mandatory
professional reporting requirements including Urgent
Issues Group Consensus Views and the Corporations
Act which could have a material effect on Alumina
Limited’s forecast financial results and cash flows;

• no significant changes in legislation, regulatory
requirements or government policy, or to the political or
economic environment in Australia and the markets in
which AWAC and Alumina Limited operate;

• no significant industrial, contractual, competitive or
political disturbances impacting Alumina Limited and

the continuity of its operations;

• no material environmental losses or material legal claims;

• no material acquisitions or disposals of businesses or
assets by AWAC;

• no significant change to the competitive landscape of
the industries in which Alumina Limited will have an
interest; and

• no change in taxation legislation which will have a
material impact on Alumina Limited’s forecast financial
results and cash flows.

(iv) Sensitivity analysis of Alumina Limited pro forma
forecasts

The forecasts are sensitive to variations in a number of key
commodity price and exchange rate assumptions. The table
below highlights the impact of certain variations in
commodity prices and the exchange rate on pro forma
forecast NPAT for 2003 as presented in Table 1.

Care should be taken in interpreting these sensitivities as they
consider movements on an isolated basis. In most cases,
changes in key assumptions are interdependent. Further, in
the normal course of business, management would be
expected to respond to any adverse changes in these key
variables to minimise the net effect on Alumina Limited’s
financial performance. 

The sensitivity for a US$0.03 movement in the aluminium
price has been performed using forecast realised prices for
AWAC. The alumina price is aligned to aluminium prices. The
sensitivity of NPAT to a US$0.03 movement in the aluminium
price also includes the impact of this movement on the
alumina price.

TABLE 2 SENSITIVITY ANALYSIS – ALUMINA LIMITED

IMPACT ON PRO FORMA
FORECAST NPAT

Year ending 
A GAAP (A$ million) 31 December 2003

Commodity Prices

+/- US$0.03/pound movement in aluminium price 35.6

Exchange Rates

+ US $0.02 movement in US Dollar/

Australian Dollar exchange rate (25.6)

- US $0.02 movement in US Dollar/

Australian Dollar exchange rate 27.5

Commodity prices for Alumina Limited’s products are quoted
in US Dollars. In addition, certain costs borne by Alumina
Limited are denominated in US Dollars. Consequently Alumina
Limited’s results are impacted by the US Dollar/Australian
Dollar exchange rate. An appreciation of the Australian Dollar
relative to the US Dollar would be expected to have a net
adverse effect on Alumina Limited’s results. 

6. INFORMATION ON ALUMINA LIMITED

6.6 FINANCIAL INFORMATION ON ALUMINA LIMITED



76

PART B THE DEMERGER AND THE OPTION SCHEME

Table 2 presents the impact on pro forma NPAT for 2003 of a
US$0.02 movement in the US Dollar/Australian Dollar
exchange rate in 2003.

(d) Pro forma historical cash flows for the years ended
31 December 1999, 2000 and 2001 and pro forma
forecast cash flows for the years ending 
31 December 2002 and 2003 for Alumina Limited
(in A$ and A GAAP)

(i) Basis of preparation
Table 3 summarises the pro forma historical cash flows of
the businesses that comprise Alumina Limited for the years
ended 31 December 1999, 2000 and 2001 as if Alumina
Limited had been separately preparing its results and the pro
forma forecast cash flows for the years ending 31 December
2002 and 2003.

The pro forma forecast cash flows have been presented to net
cash flows before financing activities.

In order to present a meaningful full year comparison, the
2002 forecast cash flows have been prepared as if the pro
forma transactions identified in Section 6.6.2(c)(i) above had
occurred as at 1 January 2002.

(ii) Management discussion and analysis of historical and
forecast cash flows of Alumina Limited

Alumina Limited cash flows are primarily driven by dividends
received from AWAC. Further details of historical dividends
and capital returns paid by AWAC, and AWAC’s obligations
to pay dividends, are set out in Section 4.6.2 and 6.9.

The forecast dividend from AWAC for 2002 is based on an
initial dividend of A$127.6 million paid to Alumina Limited in
May 2002, and a second dividend of A$70.6 million paid in
September 2002. It is anticipated that AWAC will pay a
further dividend to Alumina Limited of approximately A$58.2
million in December 2002. The forecast dividend for 2003 is
based on Alumina Limited’s equity share of the forecast
profit after tax for AWAC for 2003 and assumes that 100%
of AWAC profits after tax will be paid as dividends during
2003. 

Alumina Limited does not expect to pay income taxes as
dividends received from AWAC are expected to be fully
franked or tax exempt.

TABLE 3 PRO FORMA CONSOLIDATED CASH FLOWS OF ALUMINA LIMITED

A GAAP (A$ million)
PRO FORMA HISTORICAL PRO FORMA FORECAST
Year ended 31 December Year ending 31 December

1999 2000 2001 2002 2003

Dividends received from AWAC 166.9 274.4 377.0 256.4 375.9

Operating costs (4.8) (2.3) (3.4) (8.2) (8.2)

Payment for purchase of MRN and Halco shares(1) - - - (72.2) -

Net cash flow before borrowing costs, tax 

and financing activities 162.1 272.1 373.6 176.0 367.7

Net borrowing costs (18.6) (19.5)

Income taxes paid - -

Net cash flow after tax and before financing activities 157.4 348.2

(1) Relates to payment for Alumina Limited’s share of AWAC’s acquisition of Reynolds Metals Company’s 5% interest in MRN and 6% interest in
Halco (referred to in Sections 6.2.5(c) and 6.2.5(f)) in US Dollars.
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e) Pro forma consolidated statement of net assets as at
30 June 2002 (in A$ and A GAAP)

(i) Basis of preparation
Set out in Table 4 is a summary pro forma consolidated
statement of net assets for Alumina Limited, which has been
prepared based on the balance sheet of WMC as at 30 June
2002. The pro forma statement of net assets has been
prepared as if the following transactions and events, which
are to take place on or before the Demerger Date, had
occurred as follows as at 30 June 2002:

• the settlement of inter-company debts between
companies that will be subsidiaries of Alumina Limited and
those that are to become part of the WMC Resources
Group as a result of the Demerger by converting the net
amount owing to equity; 

• the allocation of approximately A$20.8 million of cash
and A$600 million of existing WMC debt to Alumina
Limited (see Section 5.5.4);

• the steps required to effect the Demerger described in
Section 5.1.2, including the internal restructuring of the
WMC Group as described in Section 5.5.1, with internal
asset transfer prices determined by reference to their
fair values at 30 June 2002; and

• as described in Section 5.1.2, the payment by WMC
(which will then be known as Alumina Limited) of the
Share Scheme Dividend of A$0.73 per WMC Share and
the reduction to its share capital by the Reduction
Amount of A$2.78 per share, both of which are
automatically applied in consideration for the transfer 
of one WMC Resources Share for each WMC Share.
Based on the number of WMC shares on issue at 
30 June 2002 (being 1,112,419,643), this results in a

residual share capital balance for Alumina Limited of
approximately A$125 million. The share capital balance
at the Demerger Date may vary as a result of WMC
Options being exercised after 30 June 2002.

6.6.3 AWAC financial information

(a) Introduction
WMC’s interest in AWAC has historically been accounted for
under the equity method. The equity accounted pro forma
historical and forecast results for Alumina Limited provide
limited information regarding the underlying financial
strength of the AWAC business. To ensure that readers have
a more detailed understanding of Alumina Limited’s
investment in AWAC, historical results of 100% of AWAC for
the years ended 31 December 1999, 2000 and 2001,
forecast results of AWAC for the years ending 31 December
2002 and 2003, and the consolidated statement of net
assets of AWAC as at 30 June 2002 for AWAC, are
presented in this Section 6.6.3.

The AWAC financial information in this Section is presented
under US GAAP in US Dollars as indicated.

The pro forma historical financial information of AWAC has
been extracted from AWAC’s combined statements of
income and cash flows of AWAC (in US$ and US GAAP) for
the years ended 31 December 1999, 2000 and 2001, and
the combined balance sheets as at 30 June 2002, and has
been adjusted to exclude the impact of non-recurring items.
The pro forma forecast financial information of AWAC
(in US$ and US GAAP) has been prepared based on the
assumptions set out in Section 6.6.2(c).

TABLE 4 PRO FORMA CONSOLIDATED STATEMENT OF NET ASSETS OF ALUMINA LIMITED

A GAAP (A$ million)

NET ASSETS PRO FORMA
ATTRIBUTED TO ALUMINA LIMITED PRO FORMA NET ASSETS 

As at 30 June 2002 ADJUSTMENTS As at 30 June 2002

Cash(1) 51.4 20.8 72.2

Investments in Associates 1,605.8 - 1,605.8

Other assets 3.4 - 3.4

TOTAL ASSETS 1,660.6 20.8 1,681.4

Interest bearing liabilities(2) - 600.0 600.0

Other liabilities 5.7 - 5.7

TOTAL LIABILITIES 5.7 600.0 605.7

NET ASSETS/ 
SHAREHOLDERS’ EQUITY 1,654.9 (579.2) 1,075.7

(1) The cash balance is held in Western Mining Corporation (US) and will be utilised to fund Alumina Limited’s share of AWAC’s acquisition of
Reynolds Metals Company’s 5% interest in MRN and 6% interest in Halco. The total payment required of A$72.2 million will be funded by
transferring A$20.8 million of existing cash within the WMC Group to Alumina Limited after the Effective Date (see Section 5.5.4). Refer to
description of pro forma transactions above.

(2) The pro forma adjustment reflects A$600 million of existing WMC debt allocated to Alumina Limited after the Effective Date (see Section 5.5.4).
Refer to description of pro forma transactions above.
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The forecast financial information presented in this Section
6.6.3 has been prepared by the WMC Directors for use in
this Scheme Booklet and should be read in conjunction with:

• the risk factors described in Sections 4.5 and 6.5;

• the management discussion and analysis of the forecast
financial information set out in Section 6.6.2;

• the Investigating Accountant’s Report on forecast
financial information set out in Section 12;

• the description of key assumptions underlying the
forecast information set out in Section 6.6.2; and

• the sensitivity analysis on key commodity price and
exchange rate assumptions set out in Section 6.6.2,

to understand the bases, assumptions and limitations
underlying the forecast financial information presented.

(b) 100% of AWAC – Historical combined results for the
years ended 31 December 1999, 2000 and 2001 and
forecast combined results for the years ending
31 December 2002 and 2003 (in US$ and US GAAP)

Table 5 summarises the historical reported results of 100% of
AWAC for the years ended 31 December 1999, 2000 and
2001, and the forecast results for 100% of AWAC for the
years ending 31 December 2002 and 2003, under the US
GAAP and in US Dollars.

TABLE 5 HISTORICAL AND FORECAST COMBINED RESULTS OF 100% OF AWAC

US GAAP (US$ million)
HISTORICAL FORECAST

Year ended 31 December Year ending 31 December
1999 2000 2001 2002(1) 2003

EBITDA

Alumina 574.7 892.5 709.0 528.1 734.9

Aluminium Metal 118.1 182.1 176.6 140.0 180.1

Chemicals 51.2 41.2 58.0 33.4 46.4

Other (7.8) (0.7) 7.8 32.7 9.1

Total EBITDA(5) 736.2 1,115.1 951.4 734.2 970.5

Amortisation 12.4 12.0 9.8 10.0 10.0

Depreciation 160.7 162.9 154.2 146.6 154.3

Total amortisation and depreciation 173.1 174.9 164.0 156.6 164.3

EBIT

Alumina 454.5 770.2 590.8 415.2 616.4

Aluminium Metal 89.1 152.2 148.4 113.1 151.5

Chemicals 27.4 18.5 40.5 16.6 29.2

Other (7.9) (0.7) 7.7 32.7 9.1

Total EBIT(5) 563.1 940.2 787.4 577.6 806.2

Significant non-recurring items(2) - - (107.0) - -

Net borrowing costs(3) 0.8 (2.2) 1.1 - -

Profit before tax 563.9 938.0 681.5 577.6 806.2

Income tax expense (152.7) (317.6) (272.7) (202.7) (248.8)

Profit after tax 411.2 620.4 408.8 374.9 557.4

Less minority interests’ share(4) (0.4) (1.6) (0.9) - -

Profit after tax and minority interests 410.8 618.8 407.9 374.9 557.4

(1) The forecast results for the year ending 31 December 2002 include six months of actual results to 30 June 2002 and six months of forecast
results.

(2) Significant non-recurring items relate to the write down of AWAC refining and chemical assets and associated provisions. Alumina Limited’s
equity share of significant non-recurring items after tax (A$80.9 million) has been excluded from Alumina Limited’s pro forma EBIT as discussed
in Note 2 to Table 1.

(3) Net borrowing costs for 2002 and 2003 are forecast to be negligible based on anticipated cash holdings and interest bearing liabilities.

(4) Minority interests’ share in 2002 and 2003 has not been forecast.

(5) WMC uses EBIT and EBITDA as measures of financial performance. EBIT and EBITDA are not measures of financial performance under 
US GAAP and are not alternatives to US GAAP net income, cash flows or liquidity as measures of financial performance.
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(c) Historical combined cash flows for 100% of AWAC for the years ended 31 December 1999, 2000 and 2001
(in US$ and US GAAP)

Table 6 summarises the historical reported cash flows of 100% of AWAC for the years ended 31 December 1999, 2000 and
2001 under US GAAP and in US Dollars.

TABLE 6 HISTORICAL COMBINED CASH FLOWS OF 100% OF AWAC

US GAAP (US$ million)

HISTORICAL

Year ended 31 December

1999 2000 2001

Operating activities

Net Income (after minority interests) 410.8 618.8 407.9

Adjustment to reconcile net income to cash from operations:

Depreciation, amortisation and impairment 173.1 174.9 163.9

Reduction (Increase) in: Receivables (51.8) (86.6) 46.9

Inventories 93.8 (9.9) (72.0)

Increase (Reduction) in: Current liabilities 29.7 59.8 (23.1)

Other working capital 21.3 11.5 39.4

Net change in non-current assets and liabilities (26.9) (41.8) (44.5)

Other items(1) (27.4) 119.3 56.2

Cash from operating activities 622.6 846.0 574.7

Financing activities

Dividends paid and return of capital to partners (306.5) (437.1) (541.8)

Change in debt (38.6) (193.6) 60.1

Additions to minority interest – – 0.5

Dividends paid to minority interests (0.3) (0.2) (0.4)

Cash used for financing activities (345.4) (630.9) (481.6)

Investing activities

Capital expenditure (184.3) (139.9) (111.5)

Acquisition of subsidiaries (3.0) (99.3) –

Net loans to related party (49.6) – –

Investments – – –

Changes in minority interest – – –

Cash used for investing activities (236.9) (239.2) (111.5)

Effect of exchange rate changes on cash 0.7 (2.2) (1.5)

Cash generated/(used) 41.0 (26.3) (19.9)

Cash and cash equivalents

Cash and cash equivalents at beginning of period 103.4 144.4 118.1

Cash and cash equivalents at end of period 144.4 118.1 98.2

Net change in cash and cash equivalents 41.0 (26.3) (19.9)

(1) Includes equity earnings net of dividends, non-cash special items, change in deferred income taxes, minority interest and reduction/increase in
taxes, including taxes on income.
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TABLE 7 COMBINED STATEMENT OF NET ASSETS OF 100% OF AWAC

US GAAP (US$ million)

NET ASSETS 

As at 30 June 2002

Current assets

Cash 89.3

Receivables 280.5

Inventories 376.1

Other current assets 106.1

Total current assets 852.0

Non-current assets

Investments 71.6

Machinery and equipment 2,007.5

Other non-current assets 361.1

Total non-current assets 2,440.2

TOTAL ASSETS 3,292.2

Current liabilities

Payables 251.7

Debt 107.7

Current tax provision 77.0

Other current liabilities 216.4

Total current liabilities 652.8

Non-current liabilities

Debt 9.4

Deferred tax liabilities 357.7

Other non-current liabilities 264.3

Total non-current liabilities 631.4

TOTAL LIABILITIES 1,284.2

Minority interest 5.5

NET ASSETS / SHAREHOLDERS’ EQUITY 2,002.5

(d) Combined statement of net assets of 100% of
AWAC as at 30 June 2002 (in US$ and US GAAP)

Set out in Table 7 is a summary combined statement of net
assets for 100% of AWAC as at 30 June 2002 presented
under US GAAP and in US Dollars.

6.6.4 Reconciliations of financial information
(a) Reconciliation of reported WMC historical results to

pro forma Alumina Limited historical results
Table 8 reconciles the reported consolidated net profit after
tax of WMC to the pro forma consolidated results of Alumina
Limited for the years ended 31 December 1999, 2000, and
2001.

Adjustments have been made to exclude the impact of
significant non-recurring items from the pro forma historical
results of Alumina Limited. WMC believes that normalisation
adjustments enable a more meaningful analysis of Alumina
Limited’s underlying financial performance.
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TABLE 8 RECONCILIATION OF REPORTED CONSOLIDATED PROFIT AFTER TAX OF WMC TO PRO FORMA 

CONSOLIDATED RESULTS OF ALUMINA LIMITED

A GAAP (A$ million)

HISTORICAL

Year ended 31 December

1999 2000 2001

Reported consolidated net profit after tax of WMC 275.8 764.9 401.7

Less: profit after tax attributed to WMC Resources 82.1 398.1 126.0

Pro forma consolidated profit after tax attributed to Alumina Limited 193.7 366.8 275.7

Significant non-recurring items:

Equity share of write down of AWAC refining 

and chemical assets and associated provisions - - 80.9

Pro forma consolidated results of Alumina Limited (Table 1) 193.7 366.8 356.6

(b) Reconciliation of pro forma consolidated results of Alumina Limited (in A$ and A GAAP) to combined results of AWAC
(in US$ and US GAAP)

Table 9 reconciles the Alumina Limited equity share of profits after tax to AWAC’s historical profit after tax for years ended
31 December 1999, 2000 and 2001 and for the forecast years ending 31 December 2002 and 2003.

TABLE 9 RECONCILIATION OF ALUMINA LIMITED CONSOLIDATED RESULTS (A$ AND A GAAP) TO AWAC 

COMBINED RESULTS (US$ AND US GAAP)

($ million)
HISTORICAL FORECAST

Year ended 31 December Year ending 31 December

1999 2000 2001 2002(1) 2003

Alumina Limited’s equity share of AWAC profits 

after tax (A$ and A GAAP) (Table 1) 216.2 386.8 377.7 263.0 375.9

Less non-recurring items

Equity share of write down of AWAC assets and 

associated provisions after tax - - (80.9) - -

US GAAP adjustments

Pension funds(2) (1.8) 3.1 11.5 5.3 -

Stock option expense(3) 33.3 25.3 10.5 3.5 -

Gas transmission(4) 5.0 7.4 5.1 3.3 3.3

Other 3.5 2.6 (2.1) (0.2) -

Tax effect of US GAAP adjustments (11.7) (9.6) (10.4) (3.5) (1.0)

Equity share of AWAC profits after tax under US GAAP (A$) 244.5 415.6 311.4 271.4 378.2

Adjustment to gross up equity share of AWAC profits 

to 100% of AWAC profits under US GAAP (A$) 377.9 641.5 476.3 420.3 582.8

100% of AWAC profit under US GAAP (A$) 622.4 1,057.1 787.7 691.7 961.0

Average exchange rates 0.6600 0.5854 0.5178 0.5420 0.5800

AWAC profit after tax (US$ and US GAAP) (Table 5) 410.8 618.8 407.9 374.9 557.4

(1) Pro forma forecast US GAAP adjustments for 2002 include nine months of actual US GAAP adjustments for the nine months to 30 September
2002 and three months of forecast US GAAP adjustments. The forecast US GAAP adjustments for the three months to 31 December 2002 and
the year ending 31 December 2003 assume that there are no significant changes to market conditions from 30 September 2002 throughout the
forecast period.

(2) The accepted practice for pension funds under A GAAP is to account for company contributions on a cash rather than an accruals basis. This is
contrary to US GAAP thus an adjustment is made to record the balance in line with the recognition provisions of FAS 87 ‘Employers Accounting
for Pensions’.

(3) The stock option expense adjustment represents the cost of stock options issued under the Alcoa long-term incentive plan which are not
required to be recognised as an expense under US GAAP. 

(4) The gas transmission adjustment represents the reversal of the A GAAP amortisation and interest expense for the period to ensure consistent
treatment with US GAAP. 
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6.7 Funding
Prior to the Demerger, Alumina Limited will establish the
A$700 million Alumina Limited Loan Facility, of which
approximately A$600 million will be used to suscribe for
additional equity in WMC Resources prior to the Demerger,
as described in Section 5.5.4(a). Alumina Limited will transfer
all of the WMC Resources Shares subscribed for to WMC
Shareholders in implementing the Demerger Proposal such
that Alumina Limited will not hold any WMC Resources
Shares after the Demerger. Once the Demerger is
implemented, it is anticipated that the Alumina Limited Board
will consider various alternatives as to how Alumina Limited’s
debt can be refinanced in a cost efficient manner.

It is currently anticipated that Alumina Limited will not be
required to access significant additional debt in the
immediate future. However, it is expected that Alumina
Limited will have access to approximately A$100 million
under the undrawn, standby component of the Alumina
Limited Loan Facility.

6.8 Material litigation
Other than the litigation discussed in Section 6.2.11, there
are no material pending legal proceedings relating to the
Alumina Limited Group as at the date of this Scheme
Booklet.

6.9 Dividends
Payment of dividends will be determined by the Alumina
Limited Board after taking into consideration a number of
factors, including AWAC’s financial results, the level of
dividends paid by AWAC, strategic objectives, anticipated
capital contributions required by AWAC, general business
conditions, taxation considerations (including the level of
franking credits available), any contractual, legal or regulatory
restrictions on the ability to pay dividends and any other
factors the Alumina Limited Board may consider relevant. It
is the intention of the Alumina Limited Board, to the extent
practicable, to fully distribute to Alumina Limited
shareholders all fully franked dividends received by Alumina
Limited from AWAC.

The practice of AWAC, confirmed by the Strategic Council in
September 2002, has been to distribute 100% of cash flow
from the AWAC entities. WMC expects AWAC to continue
this practice while it is consistent with the prudent financial
management of AWAC.

The AWAC Agreements provide that AWAC must distribute
by way of dividends in each financial year at least 30% of
the net income of the prior year of each of its constituent
entities, unless the Strategic Council agrees by a vote of
80% of the appointed members to pay a smaller dividend.
In addition, the AWAC Agreements provide that WMC and
Alcoa must endeavour to distribute dividends above 30% of
the net income of AWAC consistent with prudent financial
management and in the context of the strategic and
business objectives of AWAC.

As shown in Figure 14, in the period since the formation of
AWAC on 1 January 1995 until 30 June 2002, slightly in
excess of 100% of AWAC’s net income (determined
pursuant to US GAAP) has been distributed, either in the
year it was generated or in a subsequent year, by way of
dividend or capital return. Over the same period, 85% of
dividends paid by AWAC have been fully franked.

Alumina Limited’s share of the initial 2002 dividend paid by
AWAC in May 2002 was A$127.6 million, of which A$120
million was franked. Alumina Limited also received a further
dividend of A$70.6 million, which was fully franked, in
September 2002. It is anticipated that AWAC will pay a
further dividend in December 2002, of which Alumina
Limited’s share is expected to be approximately A$58
million, approximately A$36 million of which is expected to
be franked.

The payment of dividends by AWAC in respect of future
financial years will similarly be determined by the Strategic
Council in the context of the AWAC Agreements’ distribution
principles as applied to that financial year.



FIGURE 14 AWAC DIVIDENDS RECEIVED AND CAPITAL RETURNS

PROPORTION OF TOTAL DIVIDEND AND

FULLY DIVIDEND DIVIDEND RECEIVED CAPITAL DIVIDEND CAPITAL RETURN

FRANKED(1) UNFRANKED(2) TOTAL FULLY FRANKED RETURNED AND CAPITAL PAYOUT RATIO(3)

Date (A$ million) (A$ million) (A$ million) (%) (A$ million) (A$ million) (%)

1995
12 April 29
30 June 33
28 September 39
28 December 31

Total 133 8 142 94% – 142 80%

1996
9 April 39
14 May 39
30 June 39
27 September 39
December 31

Total 188 8 196 96% – 196 97%

1997
26 March 31
27 June 39
26 September 39
22 December 39

Total 149 7 156 96% 240 396 193%

1998
19 March 39
26 June 39
25 September 29
23 December 39

Total 147 68 215 68% 42 257 112%

1999
26 March 39
28 June 29
26 November 49
23 December 39

Total 157 10 167 94% – 167 75%

2000
7 January 20
23 June 157
15 September 20

Total 196 78 274 72% – 274 71%

2001
28 February 157
26 June 157

Total 314 63 377 83% – 377 133%

First Half 2002
2 May 120

Total 120 7 127 95% – 127 104%

TOTAL 1,406 249 1,655 85% 282 1,937 106%

(1) Fully franked dividends are from Alcoa of Australia. Figures shown in this table may not add due to rounding.

(2) Unfranked dividends are from non Alcoa of Australia entities and generally are not received on the same dates as the fully franked dividends.

(3) The dividend and capital return payout ratio is calculated with reference to 100% AWAC in US GAAP terms.
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6.10 Rights and liabilities attaching to Alumina 
Limited Shares

Alumina Limited Shares are fully paid ordinary shares in
Alumina Limited (as WMC will be known from the Listing
Date). As is the case with WMC, Alumina Limited Shares will
be the only class of shares on issue in Alumina Limited
following the Demerger.

The rights and liabilities attaching to the Alumina Limited
Shares, as at the date of this Scheme Booklet, are the same
as the rights and liabilities currently attaching to the WMC
Shares, and are:

• set out in Alumina Limited’s constitution (ie WMC’s
constitution); and

• in certain circumstances regulated by the Corporations
Act, the Listing Rules and the general law.

This Section 6.10 contains a summary of the rights and
liabilities attaching to the Alumina Limited Shares. This
summary does not purport to be exhaustive nor to
constitute a definitive statement of the rights and liabilities
of shareholders of Alumina Limited, which can involve
complex questions of law arising from the interaction of
Alumina Limited’s constitution and statutory, common law
and Listing Rule requirements. To obtain a definitive
assessment of the rights and liabilities which attach to
those shares in any specific circumstances, investors
should seek their own advice.

6.10.1 Issue of further shares
Without prejudice to any special rights previously conferred
on the holders of shares, any share in the capital of Alumina
Limited may be issued with such preferred, deferred or other
special rights or such restrictions, whether in regard to
dividends, voting, return of share capital, payment of calls or
otherwise, as the Alumina Limited Directors may from time to
time determine and the rights attaching to shares of a class
other than ordinary shares shall be expressed at the date of
issue. All unissued shares shall be under the control of the
Alumina Limited Directors who may in their discretion grant
calls or options thereon, issue option certificates in respect
thereof, or allot or otherwise dispose of the same to such
persons on such terms and conditions and for such
consideration and for or at such time as they think fit.

6.10.2 Modification of rights
All or any of the rights and privileges attached to any class of
shares may be varied or abrogated, and any repayment of
capital in respect of any class of shares may be effected, by
special resolution approving the proposed variation, abrogation
or repayment passed at a special meeting of the holders of
shares of that class or by consent in writing signed by the
holders of at least three-fourths of the issued shares of that

class within two calendar months from the date of such
special meeting. However, no approval or consent shall be
required in respect of the redemption of any redeemable
shares in accordance with the terms of their issue.

In either case, members with at least 10% of the votes in the
class whose rights have been varied or cancelled may apply
to a court of competent jurisdiction to exercise its discretion
to have the variation or cancellation set aside.

6.10.3 Transfer of ordinary shares
The Alumina Limited Shares quoted on the ASX are
transferable by:

• a written transfer in the usual or common form or in any
form the Alumina Limited Directors may prescribe or in a
particular case accept, duly stamped (if necessary),
being delivered to Alumina Limited;

• a proper instrument of transfer, which is to be in the form
required or permitted by the Corporations Act or the
SCH Business Rules; or

• any other electronic system established or recognised by
the Listing Rules in which Alumina Limited participates in
accordance with the rules of that system.

The Alumina Limited Directors may, subject to the
requirements of the Corporations Act and the Listing Rules,
refuse to register any transfer of shares in the following
circumstances:

• if the registration would infringe any applicable laws or
the Listing Rules;

• if the transfer concerned shares over which Alumina
Limited has a lien; or 

• if permitted to do so under the Listing Rules.

6.10.4 Forfeiture and lien
If any member fails to pay any sum payable on or in respect
of any shares, either for allotment money, calls or instalments,
on or before the day appointed for payment, the Alumina
Limited Directors may, at any time thereafter whilst any part
of the sum remains unpaid, serve a notice on the member
requiring them to pay the sum or so much of the sum as
remains unpaid together with interest accrued and all
expenses incurred by Alumina Limited by reason of the non-
payment, and if the requirements of the notice are not
complied with, any shares in respect of which the notice has
been given may, at any time thereafter before payment of the
sums due pursuant to the notice, be forfeited by a resolution
of the Alumina Limited Board.

6.10.5 Alteration of share capital
Alumina Limited may, by resolution passed in general
meeting, alter its share capital in any manner provided by the
Corporations Act, including reducing its share capital.
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6.10 RIGHTS AND LIABILITIES ATTACHING TO ALUMINA LIMITED SHARES

6.11 ALUMINA LIMITED OPTIONS

6.10.6 General meetings and notices
Each shareholder is entitled to receive notice of general
meetings of Alumina Limited and to receive all notices,
financial statements and other documents required to be
sent to shareholders under Alumina Limited’s constitution.
Alumina Limited may serve a notice on a shareholder in the
form and in the manner the Alumina Limited Board thinks fit,
subject to the Corporations Act and the Listing Rules. The
manner of service may include leaving the notice at the
shareholder’s registered address or sending it to the
electronic address (if any) nominated by the member or
sending it by prepaid post, telex or facsimile transmission
addressed to the member at their registered address.

6.10.7 Voting rights
At a general meeting, subject to a number of specified
exceptions, on a show of hands each shareholder present in
person or by corporate representative, attorney or proxy has
one vote. On a poll, each shareholder present in person or
by corporate representative, attorney or proxy shall in
respect of each share held by them:

• have one vote for each fully paid share; and

• have a vote in respect of each partly paid share
equivalent to the proportion which the amount paid up
bears to the total issue price of the share at the date the
poll is taken.

6.10.8 Dividends
Subject to the rights of, or restrictions imposed upon, the
holders of shares in respect to the payment of dividends,
dividends shall be payable on all shares in proportion to the
amount of capital credited as paid up in respect of those
shares, provided however that no amount paid on a share in
advance of calls or the due date for the payment of any
instalment shall be treated as paid on that share.

6.10.9 Winding up
If Alumina Limited is wound up, whether voluntarily or
otherwise, with the sanction of a special resolution, the
liquidator may divide among the contributories in specie or 
in kind, any part of the assets of Alumina Limited, and may
vest any part of the assets of Alumina Limited in trustees
upon such trusts for the benefit of the contributories or any
of them as the liquidator thinks fit. Any contributory who
would be prejudiced by the determination shall have a right
to dissent and ancillary rights as if the determination were a
special resolution passed pursuant to the Corporations Act.

6.10.10 Partial takeovers
WMC Shareholders will be asked at the General Meeting to
approve an amendment to the Alumina Limited constitution
(which will be the WMC constitution at the time) to insert a
partial takeovers approval provision. If approved, the

provisions will regulate proportional takeover bids for shares
in Alumina Limited as permitted by the Corporations Act. Full
details of the proposed provision are set out in the
explanatory notes to the notice convening the General
Meeting in Section 16.

6.10.11 Share buybacks
Alumina Limited may buy back shares in itself in accordance
with the Corporations Act.

6.10.12 Foreign persons
The Alumina Limited Directors may refuse to allot any share,
or subject to the Corporations Act, the Listing Rules and the
SCH Business Rules, to register any transfer or transmission
of a share, to any person if the allotment, transfer or
transmission results in a foreign person, alone or together
with any associate or associates, acquiring a substantial
interest in Alumina Limited (15% or more of the voting
power) or if it results in two or more foreign persons,
together with any associate or associates of any of them,
acquiring an aggregate substantial interest in Alumina
Limited (40% or more of the voting power). The definition of
‘foreign persons’ and the percentages that constitute a
substantial interest or aggregate substantial interest, are as
provided by the Foreign Acquisitions and Takeovers Act
1975 (Cth) and may change over time.

6.10.13 Amending the constitution
The Corporations Act provides that the constitution of a
company may be modified or repealed by special resolution
passed by the members of that company (ie passed by at
least 75% of the votes cast by members entitled to vote on
the resolution). The constitution of Alumina Limited does not
provide for any further requirements to be complied with to
effect a modification of, or to repeal, Alumina Limited’s
constitution.

6.11 Alumina Limited Options
After the Demerger is implemented, WMC Optionholders will
continue to be able to exercise their WMC Options – which
will become Alumina Limited Options – and be issued with
Alumina Limited Shares.

The terms and conditions that will apply to those Alumina
Limited Options will depend on whether the Option Scheme
receives the necessary approvals.

Details of the terms and conditions to apply to those
Alumina Limited Options if the Option Scheme is approved
are contained in Section 5.2, and details of the terms and
conditions to apply if the Option Scheme is not approved are
contained in Section 4.7.4. Details of the WMC Options on
issue as at 1 September 2002 are contained in Section 8.2.3.



7. Information on WMC Resources

7.1 Overview of WMC Resources
7.1.1 Introduction
WMC Resources was incorporated in 1933 and, since 1978,
has been a wholly owned operating subsidiary of WMC,
holding primarily the WMC Group’s nickel interests. After the
Demerger, WMC Resources will also hold WMC’s remaining
non-AWAC businesses. It will be a major diversified
resources company listed in Australia and the US. Its main
business will be the discovery, development, production,
processing and marketing of minerals, metals and
chemicals. It will produce nickel, copper, uranium oxide,
phosphate fertilizers and a range of other intermediate
products from a portfolio of three quality, long-life
businesses – the Nickel Business Unit, a fully integrated
nickel mining, concentrating, smelting and refining business
in Western Australia; Olympic Dam, a copper-uranium
business in South Australia; and the Queensland Fertilizer
Operations, a high analysis fertilizers production complex at
Phosphate Hill, Queensland.

From the mid 1990s, WMC undertook major investment and
restructuring to enhance the competitiveness and quality of
its non-AWAC minerals businesses. Businesses such as oil
and gas, talc and gold were divested. WMC’s remaining
businesses, namely the Nickel Business Unit, Olympic Dam
and the Queensland Fertilizer Operations, have been the
focus of major management effort and capital investment
with the aim of maintaining their status as quality, cost
competitive businesses.

The outcome of these efforts has been that WMC Resources
will have a suite of three quality assets, each of which is
integrated, has long-life reserves and has a competitive cost
position. WMC Resources is, therefore, well positioned to
generate sound cash flows over the commodity price cycle.

WMC’s strong history and reputation in environmental
matters, occupational health and safety and community
issues will continue in WMC Resources.

7.1.2 Business strengths
WMC Resources’ business strengths include:

• large, long-life reserves in each of its businesses;

• fully integrated production facilities;

• current operations in low political risk jurisdictions;

• minimal environmental issues;

• competitive production costs;

• significant expansion opportunities at existing
businesses;

• a focus on environmental, health and safety
management;

• a history of exploration success; and

• an experienced management team.

7.1.3 Strategy
The strategy of WMC Resources will be to create
shareholder value by finding, acquiring, developing and
operating long-life, low cost mineral resource projects.

WMC Resources intends to maximise the value of and to
grow each of its key existing businesses (the Nickel
Business Unit, Olympic Dam and the Queensland Fertilizer
Operations). Detailed outlines of the strategy and growth
options for each of these businesses are set out later in this
Section 7.

WMC Resources will seek to add to its portfolio of quality
resource assets by:

• evaluating its current portfolio of development projects
(including further expansion of Olympic Dam and Mount
Keith and the development of the Corridor Sands heavy
minerals project);

• maintaining a global minerals exploration program,
focused on exploring for outstanding copper, gold and
nickel deposits; and

• actively evaluating merger, acquisition and joint venture
opportunities.

WMC Resources will constantly review its portfolio of assets
and will take actions in relation to its assets where necessary
to enhance shareholder value. In this regard, the company
will continue WMC’s strategic review of its Queensland
Fertilizer Operations, including the distribution subsidiary, 
Hi-Fert. The strategic review will examine a range of options
for these two businesses and is scheduled for completion in
the first half of 2003.

7.1.4 Summary pro forma historical financial and
production information

The WMC Resources Group’s production results for the years
ended 31 December 1999, 2000 and 2001 and the six
months ended 30 June 2002 are set out in Figure 15.
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7.1 OVERVIEW OF WMC RESOURCES

7.2 NICKEL BUSINESS UNIT

FIGURE 15 PRODUCTION SUMMARY

1999 2000 2001 2002

Full Year Full Year Full Year 1st Half Year

Nickel (contained nickel)

- Concentrate (‘000 tonnes) 88 107 105 51

- Matte (‘000 tonnes) 80 103 97 42

- Metal (‘000 tonnes) 53 61 61 31

Copper (‘000 tonnes) 138 200 201 88

Uranium oxide (tonnes) 3,221 4,539 4,379 1,192

Ammonium phosphate (‘000 tonnes) 5 326 709 398(1)

(1) Includes 59.1 kt of MAP and 339.1 kt of DAP.

Figure 16 summarises certain pro forma historical financial information for the WMC Resources Group for the years ended 31
December 1999, 2000 and 2001 and the six months ended 30 June 2002 as if WMC Resources had been separately
preparing its results. The pro forma historical financial results have been adjusted in each year to exclude non-recurring costs
and revenues and the results of discontinued operations. The historical financial information in Figure 16 does not purport to
represent what the actual results of operations would have been if WMC Resources had been operating on a stand-alone
basis for each of the financial years presented or to project, or to be used as a basis for projecting, WMC Resources’ results
for any future period. The historical financial information in Figure 16 has been prepared for illustrative purposes and should
be read in conjunction with the factors outlined in Section 7.12.2(a)(i) to understand the bases, assumptions and limitations
underlying the historical information presented.

FIGURE 16 PRO FORMA HISTORICAL FINANCIAL PERFORMANCE

A$ million

1999 2000 2001 2002

Full Year Full Year Full Year 1st Half Year

Revenue 1,770.6 3,108.0 2,727.8 1,305.6

EBITDA (excluding currency and commodity hedges) 393.5 1,354.5 775.4 313.1

EBIT (excluding currency and commodity hedges) 75.3 925.8 294.2 46.4

7.2 Nickel Business Unit
7.2.1 Nickel industry and market background
(a) Nickel usage
Nickel is used primarily in alloys to impart strength,
toughness and corrosion resistance. It is principally used in
the production of stainless steel, low alloy steels, nickel-
based alloys and for electroplating. Stainless steel
accounted for approximately 63% of western world primary
nickel demand in 2001 and this percentage is expected to
increase as stainless steel production is expected to grow
faster than other nickel applications.

In the western world, the rate of growth in demand for
stainless steel, whilst volatile, has outstripped the rate of
growth in industrial production over the past 20 years, as
shown in Figure 17.

(b) Nickel producers
The production of primary nickel is dominated by a relatively
small number of major integrated producers. The five leading
nickel producers accounted for over 55% of total world
primary production in 2001. See Figure 18.



FIGURE 18 LEADING NICKEL PRODUCERS IN 2001

NICKEL CONTAINED

IN ORES AND

CONCENTRATES % OF WORLD 

RANK COMPANY ’000t PRODUCTION

1 Norilsk Nickel 276 21.0

2 Inco 218 16.6

3 WMC 105 7.9

4 Falconbridge 84 6.3

5 Eramet-SLN 67 5.1

Source: Brook Hunt, 2001

(c) Nickel market
The LME is the central price setting market for most nickel.

Nickel prices in 2001 ranged from US$2.00 per pound to
US$3.42 per pound and averaged US$2.70 per pound
(average daily cash settlement). Nickel price weakness in
2001 was largely attributable to slowing world economic
activity and increased mine production.

In the first half of 2002, nickel demand was solid with the
rate of demand estimated as being 5.4% higher than in the
first half of 2001. Consumption of nickel was supported by
the stainless steel sector, where production of stainless steel
is estimated to have increased by 4.5% on a year-on-year
basis, and enhanced by limited availability of scrap in several
markets. During the first half of 2002, the nickel price
averaged US$2.98 per pound.

The medium to long-term outlook is positive, with expected
continued growth in demand through growth in stainless
steel production and recovery in the non-stainless steel
sector. Stainless steel production is forecast to grow in the

near-term at an average rate of 4.5% a year from 2002 until
around 2012, with consequent nickel demand growth at an
average rate of 3.8% a year over the same period. 

WMC expects long-term nickel prices in the range of
US$2.90 to US$3.25 per pound. Figure 19 depicts historical
nickel prices.

7.2.2 Description of the Nickel Business Unit
(a) Overview
The Nickel Business Unit is a fully integrated nickel business
comprising mines, concentrators, a smelter and a refinery.
Underground and open-cut mines are operated at Leinster
and there is a large scale open-cut mine operation at Mount
Keith. Nickel ore is concentrated at both Leinster and Mount
Keith. The Nickel Business Unit also operates a concentrator
at Kambalda, which treats ore sourced from third parties in
the region. Prior to April 2002, the Nickel Business Unit also
operated mines in the Kambalda region. Until recently,
concentrates were also purchased from third party
concentrators outside the Kambalda region and dried at
Kambalda for blending as smelter feed. Approximately 13%
of the total nickel-in-concentrate is sold to export customers,
with the balance railed to the Kalgoorlie Nickel Smelter and
smelted into matte. Approximately 30% of nickel-in-matte is
sold to export customers, with the balance railed to the
Kwinana Nickel Refinery, where it is refined to produce nickel
briquettes and nickel powder. The refinery also produces a
number of intermediate products, including copper sulphide,
cobalt-nickel sulphide and ammonium sulphate which it sells
to third parties. Figure 20 shows the production chain of the
Nickel Business Unit.

The Nickel Business Unit is the world’s fifth largest producer
of nickel metal. However, as noted in Section 7.2.1(b),
allowing for the sale of concentrate and matte products, the
Nickel Business Unit is the world’s third largest producer of
nickel-in-concentrate.
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7. INFORMATION ON WMC RESOURCES

7.2 NICKEL BUSINESS UNIT

WMC Resources’ estimated Ore Reserves and Mineral
Resources in respect of the Nickel Business Unit are set out
in Section 7.5.

WMC Resources’ operations at the Kalgoorlie Nickel Smelter
and the Kwinana Nickel Refinery and its ore concentrating
operations at Kambalda are governed by the Nickel Refinery
(Western Mining Corporation Limited) Agreement Act 1968
(WA) while those at the Leinster Nickel Operations are
governed by the Nickel (Agnew) Agreement Act 1974 (WA).
These Agreement Acts govern matters such as water rights,
the size of the mining tenements, protection of the
environment, the provision of infrastructure and the payment
of royalties. Mount Keith is not subject to a special ratified
agreement with the State of Western Australia and operates
in accordance with normal mining and environmental laws.

(b) Strategy and growth
The Nickel Business Unit’s current strategic approach can be
summarised as follows:

• optimise the performance of existing assets by focusing
on improving margins;

• use process improvement technology and de-
bottlenecking to increase output at minimum capital
cost and reduce unit production costs;

• maintain the business as a low cost major producer;

• grow the business where commercially viable via
projects such as Yakabindie and through exploration;
and

• restructure the business when appropriate (for example,
divesting the mature nickel mines at Kambalda and

participating in the anticipated benefits that a small,
focused operator can yield from the remaining
resources – see Section 7.2.2(d)(iii)).

The Nickel Business Unit has identified several potential
growth possibilities including, but not limited to:

• incremental expansions at Mount Keith (see
Section 7.2.2(d)(i));

• conversion of existing resources to reserves in order to
add further production during the operating life at
Leinster (see Section 7.2.2(d)(ii));

• Kalgoorlie Nickel Smelter expansion to 115,000 –
120,000 tonnes a year (see Section 7.2.2(d)(iv));

• Kwinana Nickel Refinery expansion to 70,000 or 80,000
tonnes a year (see Section 7.2.2(d)(v)); and

• Yakabindie and West Musgrave and other exploration
potential around its current mining operations (see
Section 7.2.2(g)).

The timing and viability of these options has not yet been
established. Implementation of these growth options, should
they prove to be viable, will require significant capital
investment in future years.

(c) Business strengths
The Nickel Business Unit’s principal business strengths are:

(i) Reserves
The Nickel Business Unit has a strong reserve position, with
lives of:

• Mount Keith – 30 years; and

• Leinster – 10+ years.

FIGURE 20 PRODUCTION CHAIN OF THE NICKEL BUSINESS UNIT
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This is supplemented by the large resources at Mount Keith,
Leinster and Yakabindie and major ground holdings in
prospective nickel regions. Further details of WMC
Resources’ Ore Reserves and Mineral Resources are
provided in Section 7.5.

(ii) Low political risk
All of the Nickel Business Unit’s operations are sited in
Western Australia. By contrast, a significant proportion of
world nickel production is sourced from high political risk
regions, such as Russia, New Caledonia and Cuba.

(iii) Low cost production
The Nickel Business Unit underwent major restructuring in
the 1990s to create and secure its position as one of the
lowest cost producers in the world. As shown in Figure 21,
for 2001 WMC was in the lowest quartile of the Western
World fully allocated cost curve.

(iv) Workforce and productivity
The Nickel Business Unit has an all staff workforce and has
almost doubled employee productivity since 1994/1995, as
depicted in Figure 22.

(d) Operations
(i) Mount Keith Operations
Mount Keith is located approximately 450 kilometres north of
Kalgoorlie and 80 kilometres north of Leinster. The Mount
Keith deposit is a large, low-grade disseminated sulphide ore
body averaging approximately 0.6% nickel. It is mined by the
open-cut method. The operation was developed by WMC
and commissioned in January 1995.

The Mount Keith open-cut mine is mined by conventional
drill and blast, load and haul method. The Mount Keith
concentrator utilises crushing, grinding and flotation to

recover nickel as concentrate. Significant recovery
improvements have been achieved in recent years at the
concentrator, with recoveries increasing from around 60% in
1998 to over 70% in 2000. Recovery in 2001 was 70.8%.
Recovery in 2002 is expected to be slightly lower than 2001.
Recovery in future years will vary depending on the
composition of the nickel ore processed, and with planned
further improvements, is expected to average in excess
of 70%.

Concentrate from Mount Keith typically contains 18-22%
nickel. Production of nickel-in-concentrate at Mount Keith
totalled 47,900 tonnes in 2001. The utilization of the Mount
Keith concentrator is currently approximately 95%.
Production in 2002 is forecast to be approximately 10%
lower than 2001. In the first half of 2002, 21,570 tonnes of
nickel-in-concentrate was produced.

The size of the Mount Keith ore body is such that a greater
level of production than the current 11 million tonnes of ore
throughput a year can be readily supported. A feasibility
study examining the option of expanding throughput to
14 million tonnes a year is currently in progress. A
prefeasibility study examining the option of further expanding
throughput to 16 million tonnes a year has also been
completed.

Mount Keith concentrates not contracted for sale are
transported by road to Leinster or Kambalda for drying and
blending with other concentrates, and are then railed to the
Kalgoorlie Nickel Smelter for smelting.

(ii) Leinster Nickel Operations
Leinster is located approximately 370 kilometres north of
Kalgoorlie in Western Australia. The Leinster (formerly Agnew)
operations were purchased in 1988. The site comprises
underground and open-cut mines and a concentrator and is
supported by the nearby township of Leinster.

6 C3 Cost 2001 US$/lb

5

4

3

2

1

0

FIGURE 21 NICKEL MINE C3 COST CURVE 2001 (WESTERN WORLD)
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'C3' is the Brook Hunt terminology used for classifying fully allocated costs. 
The costs included in 'C3' are set out in the definition of that term in the 
Glossary of cost curve terminology. Includes nickel sold as intermediate products.
Source:  Brook Hunt, 2001.
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Leinster production in previous years was predominantly
sourced from the Perseverance and Rocky’s Reward
underground mines. However, Rocky’s Reward closed in the
last quarter of 2000 and was replaced by production from
the Harmony open-cut mine, which is expected to stay in
production until the end of 2003. Current mine life at
Perseverance is in excess of 10 years with significant
potential to increase production beyond planned levels.

All ore mined at Leinster is treated in the Leinster concentrator,
which has an operating capacity of 2.8 million tonnes of ore a
year. The utilization of the Leinster concentrator is currently
approximately 90%. The Leinster concentrator utilises
crushing, grinding, flotation and flash drying to recover nickel
as concentrate. Concentrate from Leinster typically contains
about 12% nickel. The Leinster dryer currently treats both
Leinster and Mount Keith concentrates. 

Concentrate from the Leinster drier is transported by road to
Leonora, then by rail to the Kalgoorlie Nickel Smelter.

Various projects are underway at Leinster to improve current
nickel recovery rates of approximately 80%. Nickel recovery
is expected to increase to over 85% by 2005.

Production of nickel-in-concentrate at Leinster totalled
38,000 tonnes in 2001. Production in 2002 is forecast to 
be slightly higher than 2001. In the first half of 2002,
19,174 tonnes of nickel-in-concentrate was produced.

(iii) Kambalda Nickel Operations
The Kambalda Nickel Operations are sited 56 kilometres
south of Kalgoorlie and comprise high-grade nickel sulphide
mines and a concentrator.

Since early 2000, WMC has been selling its various mines in
the Kambalda region. A key component of these mine sales
is that WMC toll treats ore produced from these mines and
purchases the concentrate produced for blending as smelter
feed. In addition, WMC sources feed (both ore and
concentrate) from other third parties operating mines in the
Kambalda region and elsewhere in Western Australia. Since
October 2002, all of the Kambalda concentrator’s feed has
come from third party mines. The Lanfranchi mine complex
is the only mine at Kambalda still owned by WMC. Mining
ceased at Lanfranchi at the end of March 2002. It is
anticipated that the Lanfranchi mine will be sold during 2003.

Ore is treated in the Kambalda concentrator, which has a
capacity of 1.5 million tonnes a year. The current utilization of
the Kambalda concentrator is approximately 40%.
Concentrate from Kambalda, which contains approximately
12-14% nickel, is dried on site and then transported by rail
to the Kalgoorlie Nickel Smelter for smelting to nickel matte.

In 2001, 18,700 tonnes of contained nickel-in-concentrate
was produced by the Kambalda concentrator, of which
11,200 tonnes was derived from WMC’s mines and 7,500
tonnes was purchased from third parties.

Production in 2002 is forecast to be about 25% higher than
2001. In the first half of 2002, approximately 9,700 tonnes of
nickel-in-concentrate was produced by the Kambalda
concentrator, of which 7,700 tonnes were purchased from
third parties and 2,000 tonnes were derived from WMC’s mines.

Toll treatment of third party sourced ore is expected to
continue until at least 2006, but this supply could possibly
extend beyond that time.

(iv) Kalgoorlie Nickel Smelter
The Kalgoorlie Nickel Smelter was constructed by WMC and
commenced operation in 1972. It utilises a modified flash
smelting process and is used to convert concentrate and
high-grade ore to nickel matte which contains 67-74%
nickel, 2-3% copper and approximately 1% cobalt. It also
produces sulphuric acid from an acid plant which was
constructed and commissioned in 1996. Most of this
sulphuric acid is sold to nickel laterite operations in the
Kalgoorlie area, with some acid being used at Mount Keith
and the Kwinana Nickel Refinery. 

The smelter underwent a major furnace hearth rebuild in
early 1999 and since that time smelter production has been
at an annual rate of 97,000-103,000 tonnes of contained
nickel, with recoveries to nickel-in-matte of 96-97%. The
campaign life for the furnace hearth is expected to be in the
order of 10 years. During 2001, the Kalgoorlie Nickel Smelter
processed 704,000 tonnes of concentrate to produce 97,000
tonnes of nickel-in-matte.

The smelter has a major maintenance outage every two
years. The next outage is scheduled to occur in 2003 and is
forecast at 15 days duration.

On 20 February 2002 there was a fire within the sulphuric
acid facility at the smelter that was caused by a mechanical
failure of a discharge electrode. The broken electrode came
in contact with a polypropylene screen deck and initiated an
electrical short which caused the screen deck to ignite.

One of four banks of mist precipitators in the acid plant was
destroyed. The other three banks were repaired and the acid
plant was restarted on 21 March 2002 with the smelter
operating at 95% capacity with three banks of precipitators.
The fourth bank was replaced in September 2002, returning
the smelter to full capacity.

The fire did not damage the smelter. However, due to air
quality restraints restricting emissions through the stack

7. INFORMATION ON WMC RESOURCES 
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there was only minimal production during the acid plant
outage. As a result of the fire, production of nickel-in-matte
in 2002 is forecast to be approximately 92,000 tonnes, which
is 2,000 tonnes lower than previously forecast. In the first
half of 2002, 41,704 tonnes of nickel-in-matte was produced.
Production for 2003 is forecast to increase to 99,000 tonnes.
WMC Resources is currently reviewing whether the
production disruption in 2002 will result in it making a
business interruption claim under its industrial special risks
insurance policy for losses resulting from reduced
production.

Studies at the smelter have identified low cost opportunities
to expand plant capacity to between 115,000 and 120,000
tonnes a year. These studies are currently being progressed.
Any increase in smelter production capacity will be linked to
the possible expansion at Mount Keith and potential
development of the Yakabindie project. 

In order to optimise the processing of concentrate through
the smelter, concentrate produced at the Nickel Business
Unit operations is blended prior to being shipped to the
smelter. To further reduce the unit cost of production, the
Nickel Business Unit is exploring ways to improve the quality
of concentrates in the future through the application of
process improvements and new technology.

The matte produced at the smelter is either refined to metal at
WMC’s Kwinana Nickel Refinery or sold to third party refiners.

(v) Kwinana Nickel Refinery
The Kwinana Nickel Refinery is situated 30 kilometres south
of Perth in Western Australia. The refinery was constructed
by WMC and commenced operation in 1970. It uses the
Sherritt-Gordon ammonia leach process to convert nickel
matte into LME-grade nickel briquettes and nickel powder. It
also produces a number of intermediate products, including
copper sulphide, cobalt-nickel sulphide and ammonium
sulphate, which are sold to third parties.

The capacity of the refinery was increased in 2001 to 67,000
tonnes of nickel metal a year. The refinery has a three week
maintenance shutdown every three years. The last shutdown
occurred in March 2001. In 2001, 95,000 tonnes of matte
was treated to produce 61,300 tonnes of refined nickel
metal, inclusive of this shutdown. For the six months ended
30 June 2002, 44,000 tonnes of matte and 2,000 tonnes of
concentrate were treated to produce 30,900 tonnes of
refined nickel metal.

The reduction in matte produced by the Kalgoorlie Nickel
Smelter due to the fire in the acid plant will impact on nickel
metal production at the refinery by 2,000 tonnes during 

2002, primarily in the first half (forecast 2002 production of
65,000 tonnes reduced from 67,000 tonnes). The refinery is
expected to return to full production (67,000 tonnes) in 2003.

During the past seven years, the capacity of the refinery has
been increased by nearly 60% from 42,000 tonnes a year.
Studies are currently underway to de-bottleneck the refinery
capacity to at least 70,000 tonnes a year by 2005. Further
expansions, to at least 80,000 tonnes a year capacity, are
also being evaluated.

(e) Power and gas
Power for all operations in the Nickel Business Unit is
purchased from Southern Cross Energy pursuant to an
agreement expiring in 2013. Third party gas fired turbines
provide this power at the Kalgoorlie Nickel Smelter and at
the Mount Keith, Leinster and Kambalda operations with the
power at the Kwinana Nickel Refinery being wheeled from
the goldfields through the Western Power network. Under
the agreement with Southern Cross Energy, WMC has a take
or pay obligation to purchase energy. 

In the Goldfields region until 2006, gas is purchased under a
long-term contract and is sourced from North West Shelf gas
fields and transported by the Goldfields Gas Pipeline. Under
its gas transmission agreement with the pipeline owners,
WMC has an 80% take or pay obligation. The transmission
tariff has recently been increased by the pipeline owners by
approximately 30% and WMC Resources is currently
disputing this increase in accordance with the dispute
resolution procedures under the gas transmission
agreement. The Western Australian Independent Gas
Pipeline Regulator has made a draft decision regarding tariffs
payable by third parties for access to the pipeline suggesting
that a lower access tariff to that currently proposed by the
pipeline owners should apply. The pipeline owners have
commenced proceedings in the Supreme Court of Western
Australia seeking a declaration that the Regulator’s draft
decision does not apply.

Until 2003, gas for the Kwinana Nickel Refinery will be
sourced from the north-west of Western Australia via the
Dampier to Bunbury natural gas pipelines, pursuant to an
agreement under which WMC has a 70% take or pay
obligation. WMC is currently negotiating the renewal of this
agreement beyond 2003.

(f) Marketing
WMC sells nickel in three forms:

• Concentrate – a maximum of 14,000 tonnes a year of
nickel-in-concentrate derived from Mount Keith is sold
under contract to OMG Harjavalta Nickel Oy (OMG
Group) until the end of January 2005. It is currently
intended that WMC Resources will not seek to renew
the contract and that, thereafter, the concentrate will
be processed through the Kalgoorlie Nickel Smelter.
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• Matte – WMC currently sells approximately 30% of
nickel matte produced at the Kalgoorlie Nickel Smelter
to export customers, principally Sumitomo Metals and
Mining Company Ltd of Japan (Sumitomo) until March
2005. WMC has been supplying Sumitomo with nickel
products on a consistent basis since the late 1960s.
WMC Resources will seek to renew these agreements
prior to their expiry consistent with its past course of
dealing with Sumitomo. If, for any reason, one or more
of these contracts are not renewed or replaced with
new contracts with Sumitomo, WMC Resources will
pursue other avenues for the disposition of its nickel
matte products and WMC believes ample potential
purchasers are available to pick up any lost sales to
Sumitomo. WMC also sells approximately 6,000
tonnes a year of nickel-in-matte to OMG Group under
a contract which expires in December 2008.

• Metal – nickel metal is sold primarily to stainless steel
producers in North America, Western Europe and Asia.
Most of WMC’s nickel metal sales are made under short
to medium-term contractual arrangements.

WMC has strong relationships with its major customers and
has a record of minimal bad debts from nickel customers
over a long history. WMC Resources intends to continue 
this approach.

(g) Projects and exploration
In February 2001, WMC purchased the Yakabindie Nickel
Project from Rio Tinto at a cost of A$27.1 million. An
additional A$15 million will be payable to Rio Tinto by WMC
Resources as part of its purchase price for Yakabindie upon
gaining approvals, and committing, to mine the property. The
project has an estimated resource of 287 million tonnes at
0.56% nickel, including WMC’s existing resources at the
adjacent mining lease at North Six Mile. This project is
located 22 kilometres south of Mount Keith and has long-
term potential to complement existing assets and create
further development options in the Mount Keith area.

WMC Resources intends to conduct drilling at Yakabindie to
further define the resource. This drilling will ultimately form
part of a prefeasibility study into the potential development
of this resource. Technology developed to increase nickel
recovery at Mount Keith will be applied to Yakabindie,
combined with maximising synergies from the existing
infrastructure at Mount Keith.

WMC Resources also holds prospective nickel ground at
West Musgrave in Western Australia and on tenements held
around its current mining operations, as discussed further in
Section 7.6.2.

All current and future work at Yakabindie, West Musgrave
and elsewhere in Australia must be conducted in accordance
with applicable heritage legislation which requires, amongst
other things, WMC Resources to obtain site heritage
clearances prior to developing the resources. While the
approval process has been commenced, final approvals to
mine are not expected for some years.

7.3 Olympic Dam
7.3.1 Copper industry and market background
(a) Copper usage
Industrial usage of copper derives from its electrical and
thermal conductive properties, its durability and strength.
Copper has many end uses, as illustrated in Figure 23.

(b) Copper producers
The principal copper producing countries of the world are
Chile, the US, Indonesia, Canada and Australia. The five
largest individual copper producers (and WMC) are detailed
in Figure 24.

FIGURE 24 LEADING COPPER PRODUCERS IN 2001

MINE 

PRODUCTION % OF WORLD

RANK COMPANY 000 TONNES PRODUCTION 

1 Codelco 1,701 12.4

2 Phelps Dodge 1,068 7.8

3 BHP Billiton 973 7.1

4 Rio Tinto 834 6.1

5 Grupo Mexico 712 5.2

15 WMC 201 1.5

Source: Brook Hunt, 2001.

(c) Copper market
Copper is an internationally traded commodity, traded on the
LME in London and the COMEX division of the New York
Mercantile Exchange in New York. Figure 25 depicts
historical copper prices.
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The average copper price in 2001 was US$0.72 per pound
(US$1,578/tonne). Prices in 2001 were weak due to the
world economic slow down and new mine production coming
on line.

In response to the decline in prices, key copper producers
have shown discipline by announcing in 2001, mine
production cuts in excess of 500,000 tonnes. These
cutbacks, when offset by increased production from other
sources, is forecast to result in a net 1-2% decline in
production for 2002 versus 2001. US producers have also
been impacted by the continuing strength of the US Dollar
and in some cases by higher energy prices. These factors,
plus an expected modest recovery in demand, mean that the
copper market may return to supply-demand balance in the
near term. Over the first half of 2002, copper prices
averaged US$0.72 per pound (US$1,582/tonne).

The medium to long-term outlook is positive with demand
forecast to grow by 4-5% a year to 2007. Consequently, key
analysts have a positive outlook for the copper market and
are forecasting long-term copper prices in the range of
US$0.85 per pound to US$0.95 per pound.

7.3.2 Uranium industry and market background
(a) Uranium usage
The only significant commercial end use of uranium is as fuel
for nuclear power electricity generating plants. Nuclear
power currently accounts for approximately 16% of the
world’s electricity requirements.

Depending upon overall growth of electricity production from
other sources, nuclear power’s share is expected to decline
over the course of this decade to comprise approximately
14% of total electricity production by 2010, although nuclear
demand is expected to grow over this period.

(b) Uranium oxide producers
Production is spread among a number of countries with
Canada and Australia being the largest producers. The
industry is dominated by a small number of large producers.
Annual mine production in 2001 was approximately 42,200
tonnes of U3O8:

FIGURE 26 WORLD U3O8 PRODUCTION (2001)

Rank Company Tonnes % World

U3O8 Production

1 Cameco 8,400 20

2 Cogema 8,000 19

3 Rio Tinto 4,700 11(1)

4 WMC Resources 4,400 10

(1) Includes production by companies in which majority equity
interests are held.

(c) Uranium oxide market
The rapid growth of uranium consumption in the 1970s and
1980s slowed in the 1990s with reduced construction of new
power reactors. However, as shown in Figure 27, demand
continues to strongly outstrip mine supply requiring
continued draw-down of diminishing secondary stockpiles.
Former Russian military uranium oxide has been entering the
commercial market in increasing quantities since 1995. The
maximum recent and expected future rate of such market
entry is 24 million pounds of U3O8 a year.

In the near term, exports of Russian uranium oxide will
probably keep the uranium spot price lower than it would
otherwise be, but in the longer term this material will be
needed to meet commercial demand and therefore is not
expected to materially affect price. However, depending on
the level of future commercial uranium oxide prices, the
presence of former Russian military uranium oxide may
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result in the deferral of one or more new mine projects, the
development of which are price sensitive. For various
reasons, it is unlikely that former US military uranium oxide
will become available to the commercial market before 2009.

Key industry analysts forecast spot prices for uranium in the
long-term in the range US$12 per pound to US$15 per pound.

Uranium oxide is not traded on an official exchange and the
spot market is highly illiquid as most uranium oxide is sold
under long-term contract (3-10 years). In spite of this, the
spot market is important as pricing under a significant
portion of long-term contracts concluded by suppliers is
linked to the spot market. Spot prices in 2001 averaged
US$8.84 per pound U3O8 and strengthened to reach
US$9.50 per pound by year end. During the first half of
2002, the spot price of U3O8 averaged US$9.85 per pound.

Figure 28 depicts historical spot prices.

7.3.3 Description of Olympic Dam business
(a) Overview
The Olympic Dam copper, uranium, gold and silver deposit
was discovered by WMC in 1975. It is a massive ore body
located in South Australia which, on current reserves, is the
world’s eighth largest copper ore body and the world’s
largest uranium oxide deposit. It comprises a large number
of discrete ore zones throughout an area of several square
kilometres, ranging in depth from 350 metres to
approximately one kilometre.

The project comprises a fully integrated mine and
metallurgical complex with three shafts, major underground
facilities and rail systems, a grinding and concentrating
circuit, hydrometallurgical plant incorporating solvent
extraction circuits for copper and uranium oxide, a copper
smelter, a copper refinery and a recovery circuit for precious
metals. Olympic Dam produces both LME accredited

electrolytic refined copper cathode and electro-won copper,
which is not yet LME accredited. WMC expects this
accreditation to be sought within the next three years.

A major expansion of the project was completed in 1999 at a
cost of A$1.94 billion, which raised potential production
capacity to over 200,000 tonnes of refined copper and 4,300
tonnes of uranium oxide a year. At this production rate, it is
believed the project would be among the lowest cash cost
copper producers in the world.

In early 2001, work commenced to further increase
production capacity beyond the levels achieved by the 1999
expansion by removing production bottlenecks and
optimising the operating efficiency of the process plant. This
project, known as Optimisation 3, has an expected capital
cost of A$79 million and is scheduled for completion in
December 2002. When Optimisation 3 is completed, the
potential production capacity of the process plant will
increase to 235,000 tonnes a year of copper and 4,500
tonnes a year of uranium oxide.

Primarily for the reasons discussed in Section 7.3.3(d),
Olympic Dam’s copper production is expected to be
178,000 tonnes in 2002 and 196,000 tonnes in 2003.

The project is held under an Indenture Agreement with the
South Australian Government, ratified by the South
Australian Parliament, which provides security of tenure for
the Olympic Dam Special Mine Lease to May 2036, with a
right of renewal thereafter. The Indenture Agreement
governs matters such as water rights, the provision of
infrastructure, the payment of royalties and copper
production limits.

The past three years’ production at Olympic Dam is shown
in Figure 29:

FIGURE 29 OLYMPIC DAM PRODUCTION

2002

1999 2000 2001 1st Half

Full Year Full Year Full Year Year

Copper (`000 tonnes) 138 200 201 88

Uranium oxide (tonnes) 3,221 4,540 4,379 1,192

Gold (`000 ozs) 31 70 113 38

Silver (`000 ozs) 245 625 913 321

WMC Resources’ estimated Ore Reserves and Mineral
Resources in respect of Olympic Dam are set out in
Section 7.5.
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(b) Strategy and growth
Olympic Dam’s current strategic approach can be
summarised as follows:

• in the short to medium-term, complete Optimisation 3
and achieve 235,000 tonnes a year of copper
production;

• use process improvement, technology and de-
bottlenecking to increase output at minimal capital cost
and further reduce production costs; and

• review further expansion options.

The size of the Olympic Dam ore body provides the potential
to substantially increase the size of the operation. Following a
scoping study of expansion options and assessment of
possible underground and surface methods and tonnages, as
well as hydrometallurgical and pyrometallurgical alternatives
to handle the increased production, a wide ranging 12-18
month expansion study is expected to be initiated later in
2002, with a view to expanding copper production rates to
between 350,000 and 600,000 tonnes a year.

Environmental approval for 350,000 tonnes a year of
production has been received. However, any expansion of
Olympic Dam beyond this level will require further
environmental approval. Expansion beyond the Optimisation
3 target (referred to in Section 7.3.3(a)) of 235,000 tonnes a
year will also require other regulatory and governmental
approvals covering a range of operational aspects.

(c) Business strengths
Olympic Dam’s principal business strengths are: 

• Reserves and resources – Olympic Dam has a massive
reserve base which can support operations at current

levels for at least 70 years. Further conversion of
resources to reserves has the potential to increase the
reserve base significantly.

• Low political risk – Olympic Dam is sited in South
Australia and has the protection of an Indenture
Agreement with the South Australian Government. Many
major copper mines are sited in jurisdictions in Asia and
South America with high political risk.

• Low cost production – Olympic Dam’s 2001 production
costs placed it in the lowest quartile of cash cost
producers for that year. Figure 30 outlines Olympic
Dam’s position in 2001 on the world fully allocated cost
curve. Olympic Dam’s production costs and levels are
expected to be adversely affected in 2002 and 2003, as
discussed in Section 7.3.3(d), which may affect WMC’s
position on the world copper cost curve in those years.
However, Olympic Dam has the potential to improve
production costs after 2003 from ongoing
enhancements and potential expansion opportunities.

• Workforce and productivity – Workforce productivity was
157 tonnes of copper per full time equivalent employee
in 2001. This has increased by 60% since 1998.

(d) Operations
The Olympic Dam underground mining operation is the
largest in Australia and utilises two shafts. The underground
mine is highly mechanised, with automated rail transportation
and underground crushing. The primary method of ore
extraction is long hole open stoping with cemented
aggregate fill. This method allows for large equipment to
achieve high productivity and maximum ore recovery.

Ore is hoisted to the surface where it is fed to one of two
grinding circuits. After grinding, the resultant slurry passes to
a flotation circuit where a series of flotation stages and a
further regrinding activity produce a copper concentrate. The
concentrate then passes through a leaching circuit which is
principally designed to extract uranium from the copper
minerals. Uranium is extracted in a solvent extraction plant,
producing yellow-cake. The yellow-cake is then calcined to
produce uranium oxide concentrate, which is packaged in
drums for export sales.

After drying, copper concentrate is fed to an Outokumpu
flash furnace smelter, which produces blister copper and
flash furnace slag. In 2001, the through-put of the smelter
was 407,000 tonnes of concentrate. With the completion of
Optimisation 3 and after the major maintenance shutdown in
2003 the smelter’s capacity is expected to increase to over
500,000 tonnes of concentrate a year.

Blister copper is transferred to anode furnaces for fire
refining. Anode copper is transported to the refinery where
the ISA electro-refining process is used to produce copper
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cathodes. The slimes from this process are treated
separately to recover gold and silver.

Figures 31 and 32 show the production processes for
copper and uranium at the Olympic Dam operations.

Power for the Olympic Dam operations is supplied via a
275kV powerline from Port Augusta, with power supplied
currently under contract until July 2006 by TXU Electricity
Limited and transmitted by Electranet in accordance with the
National Electricity Code and the Electricity Act 1996 (SA)
(as amended).

Water supply for Olympic Dam is accessed from bore fields
which draw from the Great Artesian Basin in South Australia.
The operation has licences from the relevant authorities to
allow a draw-down (aquifer pressure) estimated to be the
equivalent of 42 megalitres a day of which 33 megalitres a
day is currently used.

In 1999, the project experienced a fire in the copper solvent
extraction circuit (Copper SX Circuit) which resulted in a loss
of approximately 7,150 tonnes of copper production. A
further fire in an area containing both the Copper SX Circuit
and the uranium solvent extraction circuit (Uranium SX
Circuit) occurred in 2001. This later fire has led to a forecast
loss of production of approximately 20,000 tonnes of copper
and 2,500 tonnes of uranium oxide between October 2001
and April 2003. Investigations are not conclusive but indicate
that static electricity discharge at a location where
polyethylene piping carries a kerosene like solvent was the
probable cause of the fire. Results of these investigations
have been considered as part of the redesign and rebuild of
the Copper SX circuit with a view to minimising any future
risk of fire. The rebuild of both the Copper SX circuit and the
Uranium SX circuit is expected to cost approximately A$250
million. The Uranium SX circuit is scheduled to be operable
in December 2002 and fully commissioned in January 2003,
and the Copper SX Circuit is scheduled to be operable in
April 2002 with commissioning to be completed in May
2003. The rebuild cost and cost of lost production will be
partially offset by insurance proceeds which include
proceeds for business interruption and material damage. The
amount of insurance recovery is subject to discussions
between WMC and its insurance providers. The lead insurer
has formally accepted liability with regard to the event but
the total amount to be received in relation to the claim is
currently unable to be determined.

In July 2002, WMC announced that a review of the smelting
operations at Olympic Dam had identified deterioration in
excess of expectations in the furnace roof and sidewall
refractory, and in adjacent taphole cooling jackets, which will
require increased maintenance and consequential down time
that will impact ongoing production levels and costs. The
review also found that it would be prudent from an operating
risk perspective to advance plans to reline the furnace,
which was previously scheduled for a smelter shutdown in
the second quarter of 2004. The reline will now be brought
forward to the second half of 2003 after a campaign life of
over four and a half years. Relining the furnace will take
approximately 40 days, impacting copper production, cash
generation and costs. Uranium production will only be
marginally impacted with milling, leaching and solvent
extraction circuits operating throughout the smelter
shutdown. The cash costs of relining the direct-to-blister
furnace, including cooling jacket replacement and
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improvements, are estimated to be A$50 million. Associated
refurbishments and repairs to the smelter, anode furnaces,
slag furnace and sulphuric acid plant, normally scheduled to
coincide with each smelter reline, are expected to cost an
additional A$40 million. Additional modifications to improve
the capability of the gas handling system and acid plant will
also be undertaken at the same time at an estimated cost of
A$30 million. Future furnace campaigns are expected to be
of 4-6 years duration.

The review of the smelting operation also identified
opportunities to improve smelter performance which include
increased concentrate grade, feed preparation and gas
handling improvements and potential to increase overall
utilisation. In addition, the Optimisation 3 project will include
the installation of a larger concentrate burner.

Production of copper at Olympic Dam will be impacted by
the reline of the furnace, production constraints leading up to
the reline and the completion of the rebuild of the Copper SX
Circuit. As a result, copper production is forecast to be
178,000 tonnes for 2002 and 196,000 tonnes for 2003.

With the completion of Optimisation 3 and after the major
maintenance shutdown in 2003, copper production rates are
planned to achieve full capacity rates of 235,000 tonnes of
refined copper a year by the end of 2003.

(e) Marketing
Marketing of Olympic Dam production is undertaken by
WMC. Proportional revenue from the various products
produced at Olympic Dam is approximately 70% copper,
25% uranium oxide and 5% gold with silver being negligible.

Copper sales are approximately 15% to Australia, 73% to
Asia and 12% to Europe. Sales terms are generally based on
LME pricing. Contracts are generally short-term. Olympic
Dam electro-refined cathode is registered as LME Grade A
under the brand name OLYDA.

Uranium oxide production from the project is generally sold
on long-term contracts (3-10 years) to major nuclear power
utilities in the US, France, Japan, the United Kingdom,
Sweden, Finland, Belgium and Canada. Pricing is a mixture
of base prices adjusted by Consumer Price Index escalation
or formulae comprising several pricing indices including
some spot prices. No Olympic Dam production is currently
sold on the spot market.

All WMC’s customer commitments are expected to be met
despite the loss of production following the fire in the
Copper SX Circuit and the Uranium SX Circuit and limited
smelter availability. WMC has purchased and borrowed
some uranium to meet its obligations, whilst some
customers have volunteered to defer deliveries.

FIGURE 32 SECONDARY COPPER AND URANIUM STREAM
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Uranium oxide is exported in accordance with Australian
Government regulations and the requirements of bilateral
safeguard agreements between the Australian Government
and the recipient’s national government.

7.4 Queensland Fertilizer Operations
7.4.1 Fertilizers industry and market background
(a) Fertilizers usage
Fertilizers provide nutrients for soil and plants in a form that
is readily available for uptake. Fertilizers are typically required
to replace nutrients extracted from the soil as a result of
cropping and pastoral activity and to enhance crop and
pasture productivity and remedy natural nutrient deficiencies
in soil.

(b) Fertilizer production
The world’s largest phosphate reserves are sited in Morocco
and China, however a large proportion of these reserves is
not yet developed. The US has approximately 4% of global
phosphate rock reserves but accounts for 27% of world
phosphate rock production.

The cost competitiveness of phosphate fertilizer producers is
dependent upon input costs (principally ammonia and
phosphate rock) and distribution costs. Low cost producers
tend to be large vertically integrated producers and the high
cost producers typically rely on external supply of either
phosphoric acid or phosphate rock. Ocean freight rates are
also a key element given the low unit product value.

Production costs for the US Gulf operators have been
increasing due to declining rock quality and stricter
environmental conditions.

(c) Fertilizer market
High analysis fertilizers based on phosphoric acid are
increasing their market share due to their high nutrient
content and savings in storage, handling, transportation and
application costs.

About half of the high analysis fertilizers produced is traded
internationally because production is concentrated in a small
number of countries. International trade is based on the
supply from the two major production regions, the US Gulf
and North Africa. The North African producers generally
export to Western Europe, the North American producers to
Asia, South America, Australia and New Zealand.

Most high analysis fertilizers pricing is based on US Gulf
prices. DAP prices have been depressed in recent years due
to weak demand and over-supply. DAP prices in 2001
averaged US$147 a tonne (free on board US Gulf).

Due to price weakness and increasing costs, there have
been recent significant production cutbacks in North
America. Prices strengthened during the first half of 2002 to
average US$154 a tonne and finished the period at US$167
a tonne. Key analysts use long term DAP forecast prices of
approximately US$180 a tonne. Figure 33 depicts historical
US Gulf DAP prices.

7.4.2 Queensland Fertilizer Operations
(a) Overview
WMC acquired major phosphate deposits at Phosphate Hill,
Queensland, 160 kilometres south-east of Mount Isa, in 1980
through its acquisition of Broken Hill South Limited. The
construction of a high analysis fertilizers production complex
on site did not become viable until the late 1990s when
natural gas became available to the region.

The Queensland Fertilizer Operations is a vertically
integrated production facility which utilises phosphate rock
from its own deposits, sulphuric acid derived from the Mount
Isa smelting facilities of MIM Holdings Limited and the Korea
Zinc refinery in Townsville, and ammonia from natural gas.

In 2002, production from the Queensland Fertilizer
Operations, principally DAP, will be both sold in Australia
(74%) and exported to Asian markets (26%). The
Queensland Fertilizer Operations is Australia’s largest
fertilizer production facility and is the only Australian
producer of DAP.

Construction of the Queensland Fertilizer Operations was
completed at the end of 1999, and commissioning of the
project was completed in 2000/2001. In December 2001 the
plant produced at an annualised rate of approximately
965,000 tonnes a year of high analysis fertilizers for the first
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time. For the full 2001 year, production from the Queensland
Fertilizer Operations’ plant was 709,445 tonnes of fertilizers.
In the first half of 2002, the Queensland Fertilizer Operations
produced 339,069 tonnes of DAP and 59,108 tonnes of
MAP. Production for the full 2002 year is forecast to be
approximately 800,000 tonnes.

WMC Resources’ estimated Ore Reserves and Mineral
Resources in respect of the Queensland Fertilizer Operations
are set out in Section 7.5.

The property and associated plant and equipment at the
Queensland Fertilizer Operations had a net written down
value of A$879 million as at 30 June 2002. In accordance
with A GAAP, the carrying value of the Queensland Fertilizer
Operations for WMC Resources will be an amount equal to
the fair value of the operations at the time of the Demerger.
On acquisition, WMC Resources will record the Queensland
Fertilizer Operations at a fair value which is less than
WMC’s carrying value of the operations immediately prior to
the Demerger. For the purposes of WMC Resources’ pro
forma statement of net assets, the fair value of the
Queensland Fertilizer Operations’ property, plant and
equipment was determined to be A$532.5 million as at
30 June 2002.

The factors affecting this estimation of fair value and the
implications of the relevant A GAAP requirements are
detailed in Section 7.12.2(f).

(b) Strategy and growth
The current principal strategic objectives for the Queensland
Fertilizer Operations are:

• consolidate operating performance at or above
nameplate capacity;

• optimise and de-bottleneck to reduce operating costs
and obtain additional low-cost production;

• develop domestic and export markets;

• increase production of MAP based products; and

• review further expansion options.

The size of the Phosphate Hill deposit is such that there are
opportunities for future expansions. Small capital projects
and de-bottlenecking are planned to increase production to
1.06 million tonnes a year in the next few years. A
prefeasibility study for the de-bottlenecking process was
completed in September 2002. This study has also identified
opportunities for a further expansion of capacity to
approximately 1.3 million tonnes a year.

Investigations are currently underway into increasing the
percentage of MAP produced and into the possible
introduction of sulphur fortified MAP for which there may be
a price premium.

As referred to in Section 7.1.3, WMC is currently undertaking
a strategic review of its Queensland Fertilizer Operations,
including its distribution subsidiary, Hi-Fert. The strategic
review, which will be continued by WMC Resources post-
Demerger, will examine a range of options for these two
businesses and is scheduled for completion in the first half
of 2003.

(c) Business strengths
The Queensland Fertilizer Operations has the following
principal business strengths:

(i) Reserves
The Phosphate Hill reserve of 91 million tonnes at 24.2%
P2O5 will sustain operations for 35 years at current
production rates.

(ii) Geology
The Phosphate Hill deposits are shallow and amenable to
mining by excavation and trucks without drilling and blasting.
The deposits are low in heavy metals such as cadmium,
which provides a significant competitive advantage over
many producers, especially in the US.

(iii) Input location
Sulphur, phosphate and ammonia are all in close proximity,
which reduces transportation and third party costs.

(iv) Low cost position
Queensland Fertilizer Operations is expected to become the
lowest cash cost producer of DAP in the world. The
Queensland Fertilizer Operations’ unit cash costs for 2001
(shown in Figure 34) reflect production rates significantly
below those planned for 2002 and beyond.

FIGURE 34 DAP CASH COST CURVE FOR 2001
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(v) Freight advantage
In supplying the Australian and Asian markets, the
Queensland Fertilizer Operations has a significant freight
advantage over US Gulf producers.

(d) Operations
The principal activities at Phosphate Hill are conducted on
Mining Lease 5543 which expires on 31 October 2035.
Currently, mining is from three open-cut mines using
excavators and trucks. Ore is treated through a beneficiation
plant which has a four stage process of crushing, washing
and de-sliming, grinding, and thickening and slurry storage.

Sulphuric acid is a key component in the production of
ammonium phosphate and restrictions on, or interruptions
to, the supply of sulphuric acid directly impact production
levels at the Queensland Fertilizer Operations. WMC’s Mount
Isa acid plant, which is located adjacent to MIM Holding
Limited’s Mount Isa smelter, is the primary source of
sulphuric acid for the Queensland Fertilizer Operations. The
acid plant takes available sulphur dioxide produced by
MIM’s smelter and converts it to sulphuric acid. The acid
plant has a design capacity of 1.14 million tonnes of
sulphuric acid a year. While the acid plant is not presently
running at capacity, further development work and testing is
being undertaken to determine what modifications are
required to ensure that the acid plant achieves design rates by
the end of 2002.

Where there are interruptions to the supply of sulphur dioxide
from MIM (for example, due to a scheduled or unscheduled
maintenance shutdown of the MIM smelter) the acid plant can
produce sulphuric acid by burning sulphur, albeit at a lower
rate and higher cost.

In addition to acid produced by the Mount Isa acid plant, WMC
buys approximately 280,000 tonnes a year of sulphuric acid 
from the Korea Zinc plant in Townsville. Sulphuric acid is
transported from Mount Isa and Townsville to Phosphate Hill
in specifically designed rail wagons. 

The multiple sources of sulphuric acid, combined with the
specialised transport requirements, mean that careful
management of the supply and logistics of sulphuric acid is
required.

Sulphuric acid is combined with filter cake from the
beneficiation plant in a phosphoric acid plant to produce
phosphoric acid and gypsum. The phosphoric acid plant at
the Queensland Fertilizer Operations is a hemihydrate plant
with a production capacity of 1,500 tonnes a day.

Figure 35 shows the production processes of the
Queensland Fertilizer Operations.
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In the ammonia plant, ammonia is produced by combining
hydrogen from natural gas and nitrogen from air. In the
granulation plant, the phosphoric acid is reacted with
ammonia to form ammonium phosphate slurry which is
pumped into the granulator where it forms granules of
fertilizers, either DAP or MAP. Final product is then
transported by rail to handling and storage facilities in
Townsville under the terms of a 20 year take or pay rail
transport contract with Queensland Rail covering a maximum
annual tonnage of approximately one million tonnes. The
Townsville storage facilities have a capacity of 90,000 tonnes.

Gypsum is stored on site at Phosphate Hill in large lined dams.
Gypsum storage and disposal is a significant cost for the
project as the production process produces large quantities of
gypsum. WMC is currently exploring longer term low cost
alternatives for the storage and/or use of the gypsum produced.

Power at Phosphate Hill is sourced from on-site third party
gas fired turbines. Natural gas for power and ammonia
production is purchased under a long-term contract with
Santos Ltd (and others). This gas is sourced from the
Cooper Basin gas fields in south-west Queensland via the
AGL Carpentaria gas pipeline.

Water is sourced from a series of bores within a single
aquifer within the mining lease area. It is considered that
these should be adequate to meet requirements for at least
10-15 years, following which there are other identified
sources to which access is being pursued.

Figure 36 details the principal components and location of
the Queensland Fertilizer Operations.

Various factors may affect the supply of sulphuric acid, which
in turn affects production of ammonium phosphate at the
Queensland Fertilizer Operations. These factors include: sub-
optimal performance of the acid plant (such as those referred
to above); shutdowns of the smelter at MIM; and issues with
the rail infrastructure south of Mount Isa. For example, a
shortage of sulphuric acid supply in the first half of 2002,
which arose due to a combination of these factors, limited
production of ammonium phosphate in the first half of 2002. 

(e) Marketing
The focus for fertilizer products is the Australian market,
which yields good margins for these operations. Marketing
arrangements are in place for 100% of production from the
Queensland Fertilizer Operations. Up to 650,000 tonnes a
year of product is sold into the domestic market,
predominantly under take or pay contracts with Pivot Ltd,
Incitec Ltd and Hi-Fert (a wholly owned subsidiary of WMC
– see below). Pricing on these contracts is based upon
import parity pricing of similar product from the US and

Morocco. The balance of production is sold into export
markets under a contract with Cargill Fertilizers Inc. This
arrangement has a minimum take or pay component of
350,000 tonnes a year with a further 150,000 tonnes a year
at WMC’s option (subject to availability of product) which
Cargill must accept in the following contract year. Pricing
under this contract is based upon the US fob price. The
contract term is to expire in 2004, although WMC has an
option to extend the contract term for an additional five
years.

(f) Hi-Fert
In 1985, WMC acquired an interest in the fertilizer distribution
company Hi-Fert to provide direct access to the Australian
fertilizer market for product that would be produced by the
Queensland Fertilizer Operations. Hi-Fert became a 100%
subsidiary of WMC during 1988.

Hi-Fert distributes a broad range of fertilizers to farmer
customers on the east coast of Australia, through 189 agents
and distributors, operating storage and despatch facilities
located at Lara, Newcastle, Portland, Port Adelaide, Kadina
and Port Lincoln. Ammonium phosphate fertilizers distributed
by Hi-Fert are largely sourced from the Queensland Fertilizer
Operations, while other fertilizers are imported.

7.5 Ore Reserves and Mineral Resources
7.5.1 Reporting of Ore Reserves and Mineral Resources
The estimates of WMC Resources’ Ore Reserves and
Mineral Resources presented in this Scheme Booklet were
prepared in accordance with the standards for reporting and
classification set out in the Australasian Code for Reporting
of Mineral Resources and Ore Reserves, September 1999
(the JORC Code) as required by the ASX. Ore Reserves are
the economically mineable part of a Measured or Indicated
Mineral Resource. Reporting of Ore Reserves and Mineral
Resources under the JORC Code differs from the reporting
of Ore Reserves under the US Industry Guide 7.

FIGURE 36 QUEENSLAND FERTILIZER OPERATIONS
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The principal difference between the reporting regimes in
Australia and the US is the absence in the US of any
provision for the reporting of Mineral Resources. Under the
US Industry Guide 7, only Proven (Measured) and Probable
(Indicated) Reserves are permitted to be reported. See
‘Glossary of mining terms’ and Section 7.11.6 ‘Uncertainty of
development projects’ in this Scheme Booklet.

The Ore Reserves and Mineral Resources estimates
presented in this Scheme Booklet are as at 31 December
2001. An extensive review of all of WMC Resources’ Ore
Reserves and Mineral Resources was completed to confirm
that the classification and reporting complies with the JORC
Code. WMC Resources’ Ore Reserves and Mineral
Resources are estimated, reviewed and reported annually.
The Ore Reserves and Mineral Resources are estimated as
at 31 December each year, and are reported in WMC’s
annual report lodged with the ASX.

There are certain risks and uncertainties associated with Ore
Reserve and Mineral Resource estimates, which are
discussed in Section 7.11.6.

7.5.2 Competent Persons
The Ore Reserves and Mineral Resources data in this Section
7, including the information in Figures 37 and 38, is based on
information compiled by Competent Persons who are
corporate members of the Australasian Institute of Mining
and Metallurgy or the Australian Institute of Geoscientists.

All Competent Persons have sufficient experience which is
relevant to the style of mineralisation and type of deposit
under consideration and to the activity which they are
undertaking to qualify as a Competent Person as defined in
the JORC Code. Unless noted otherwise, the Competent
Persons were full-time employees of a WMC Group
company at the time the Ore Reserves and Mineral
Resources estimates were prepared.

The Competent Persons are named below:

Nickel: G Chapman, T Stevenson, D White, 

S Dunham, M Job, D Marantelli, 

T Gilbert, J Battershill, T Peters, 

D Chapman

Copper-Uranium-Gold: S Eldridge, M Tyler, S Philpott

Phosphate: K Olzard, B Sommerville, P Llewellyn

Mineral Sands: M Harley (external consultant – 

SRK Consulting)

Each of the above named Competent Persons consent to
the inclusion in this Scheme Booklet of the matters based on
the information provided by them in the form and context in
which those matters appear.

7.5.3 Ore Reserves
WMC Resources’ Ore Reserves estimates as at 31 December
2001 are set out in Figure 37.
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FIGURE 37 ORE RESERVES(1) AS AT 31 DECEMBER 2001

Proved(2) Probable(2) TOTAL
Ore Ore Ore

WMC Type of million Grade million Grade million Grade 
interest reserve(4) tonnes Nickel tonnes Nickel tonnes Nickel

Nickel %(3) % % %

Kambalda Nickel Operations(5) 100 u/g 0.5 3.6 0.6 3.6 1.1 3.6

Leinster Nickel Operations 100 u/g 13.9 1.6 8.6 1.8 22.5 1.7

o/c - - 4.4 1.8 4.4 1.8

s/p 0.3 1.5 - - 0.3 1.5

Mount Keith Operations 100 o/c 201 0.58 128 0.53 329 0.56

s/p 21.4 0.49 - - 21.4 0.49
Ore Ore Ore

million Grade million Grade million Grade 
tonnes Copper tonnes Copper tonnes Copper

Copper % % %

Olympic Dam Operations(6) 100 u/g 123 2.4 594 1.5 717 1.7
Ore Grade Ore Grade Ore Grade

million U308 million U308 million U308

Uranium tonnes Kg/tonne tonnes Kg/tonne tonnes Kg/tonne

Olympic Dam Operations(6) 100 u/g 123 0.6 594 0.5 717 0.5
Ore Grade Ore Grade Ore Grade

million Gold million Gold million Gold
Gold tonnes g/tonne tonnes g/tonne tonnes g/tonne

Olympic Dam Operations(6) 100 u/g 123 0.6 594 0.6 717 0.6
Ore Grade Ore Grade Ore Grade

million P205 million P205 million P205

Phosphate tonnes % tonnes % tonnes %

Queensland Fertilizer Operations(7) 100 o/c 25.3 24.2 65.5 24.1 90.8 24.2

s/p 0.2 25.7 - - 0.2 25.7

(1) Estimated for the year 2001 using the following price assumptions: nickel A$5.00 per pound; copper A$1.42 per pound; uranium A$23.33 per
pound; gold A$475 per ounce; DAP fertilizer A$300 per tonne.

(2) The terms ‘Proved Ore Reserves’ and ‘Probable Ore Reserves’ are defined in the Glossary of mining terms.

(3) WMC’s interest as at 31 December 2001.

(4) u/g=underground, o/c=open-cut, s/p=stockpile. 

(5) Kambalda Nickel Operations reserves as at 31 December 2001 comprised the Long/Victor complex (0.9Mt @ 3.8%Ni) and the Lanfranchi
complex (0.2Mt @ 3.0%Ni). The Long/Victor complex was sold in September 2002. It is anticipated that the Lanfranchi complex will be sold
during 2003.

(6) Reserves at Olympic Dam Operations contain copper, uranium, gold and silver. Quoted copper, uranium and gold grades are for the same
reserve tonnage.

(7) Includes planned increased MAP production and iron removal processes.

Under WMC’s current Life of Mine plans, all reported Ore Reserves will be mined out within the period of existing leases or
concessions or within the time period of assured renewal periods.
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7.5.4 Mineral Resources
WMC Resources’ Mineral Resources estimates as at 31 December 2001 are set out in Figure 38.

FIGURE 38 MINERAL RESOURCES(1) AS AT 31 DECEMBER 2001

Measured(2) Indicated(2) Inferred(2) TOTAL

Resource Grade Resource Grade Resource Grade Resource Grade 
Type of million Nickel million Nickel million Nickel million Nickel

Resource(3) tonnes % tonnes % tonnes % tonnes %
Nickel 2001 2001 2001 2001 2001 2001 2001 2001

Kambalda u/g 0.6 5.5 4.6 2.8 0.2 3.3 5.4 3.1

Nickel Operations(4)

o/c - - 0.1 3.4 - - 0.1 3.4

Leinster Nickel u/g 15.2 2.3 15.3 2.4 13.1 1.9 43.6 2.2

Operations

o/c sulphide 3.9 1.6 86.6 0.6 89.9 0.6 180.4 0.6

s/p oxidised 6.4 1.5 - - - - 6.4 1.5

Mount Keith o/c 202 0.58 142 0.53 122 0.5 466 0.54

Operations

s/p 21.4 0.49 - - - - 21.4 0.49

s/p oxidised 5.8 0.62 - - 9.5 1.2 15.3 0.97

Yakabindie(5) o/c 92 0.56 152 0.56 43 0.56 287 0.56
Resource Grade Resource Grade Resource Grade Resource Grade 

million Copper million Copper million Copper million Copper
Copper tonnes % tonnes % tonnes % tonnes %

Olympic Dam 

Operations(6) u/g 520 1.7 1330 1.2 810 1.0 2660 1.2
Resource Grade Resource Grade Resource Grade Resource Grade 

million U308 million U308 million U308 million U308

Uranium tonnes Kg/tonne tonnes Kg/tonne tonnes Kg/tonne tonnes Kg/tonne

Olympic Dam 

Operations(6) u/g 520 0.5 1330 0.4 810 0.3 2660 0.4

Yeelirrie o/c - - 35 1.5 - - 35 1.5
Resource Grade Resource Grade Resource Grade Resource Grade 

million Gold million Gold million Gold million Gold
Gold tonnes g/tonne tonnes g/tonne tonnes g/tonne tonnes g/tonne

Olympic Dam 

Operations(6) u/g 520 0.5 1330 0.5 810 0.4 2660 0.5
Resource Grade Resource Grade Resource Grade Resource Grade 

million P205 million P205 million P205 million P205

Phosphate tonnes % tonnes % tonnes % tonnes %

Queensland o/c 32.9 24.5 56.9 24.0 22.7 20.6 112.5 23.6

Fertilizer Operations s/p 0.2 25.7 - - - - 0.2 25.7

(1) The Measured and Indicated Mineral Resources are inclusive of those Mineral Resources modified to produce the Ore Reserves. 

(2) The terms ‘Measured Mineral Resources’, ‘Indicated Mineral Resources’ and ‘Inferred Mineral Resources’ are defined in the Glossary of 
mining terms. 

(3) u/g=underground, o/c=open-cut, s/p=stockpile.

(4) Kambalda Nickel Operations as at 31 December 2001 included resources at the Long/Victor complex (1.2Mt @ 5.6%Ni), which was sold in
September 2002. It is anticipated that the remainder of the resources will be divested during 2003. 

(5) Yakabindie resources estimated using a 0.4% nickel cut-off grade.

(6) Resources at Olympic Dam Operations contain copper, uranium, gold and silver. Quoted copper, uranium and gold grades are for the same
resource tonnage.
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7.6 Exploration
WMC’s global minerals exploration program, which will form
part of the WMC Resources Group post-Demerger, will
concentrate on deposit styles capable of providing excellent
returns by supporting current operations, or as stand-alone
projects. WMC Resources will continue to focus on exploring
for outstanding copper, gold and nickel deposits capable of
making a significant contribution to WMC Resources in the
future. WMC Resources will endeavour to conduct its
exploration activities in countries that combine excellent
prospectivity and acceptable business risk.

7.6.1 Exploration program
WMC spent A$57 million on minerals greenfield exploration
for the year ended 31 December 2001. WMC’s exploration
group has been restructured, and the expenditure for
exploration in 2002 is expected to be A$25 million.
Greenfield exploration continues to focus on gold, nickel and
copper and is currently being conducted in Australia,
Canada, China, Mongolia and Peru.

7.6.2 West Musgrave
WMC regards the West Musgrave area in Western Australia
as highly prospective. During 2000 and 2001 there were
highly encouraging results from the West Musgrave area.
Two prospects, four kilometres apart, were tested by
diamond drilling targeted on separate geophysical
anomalies, with both intersecting nickel and copper sulphide
mineralisation.

Drilling of the Nebo and Babel electromagnetic and induced
polarization anomalies began during the second quarter of
2001 and was completed during the fourth quarter. Results
have been variable although large volumes of nickel and
copper sulphides have been identified and extend over a
strike length of five kilometres. The assessment and
interpretation of these results is continuing.

A regional electromagnetic survey covering approximately
3,200 square kilometres of prospective tenure in the region
was completed in early 2002. The results of this survey have
been interpreted and ground follow-up of prospective
anomalies has commenced.

The Ngaanyatjarra Land Council has recently provided
access clearance to several airborne electromagnetic and
geochemical anomalies, including Gerar, a promising target
located 10 kilometres north of Babel-Nebo. A heritage
survey covering the remaining anomalies was completed in
June 2002. A 34 hole drill program commenced in late-
September 2002 to test for high grade disseminated sulphide
and massive sulphide ore bodies and to increase confidence
in resource estimates. This program includes four drill holes
to test the Gerar prospect. An airborne electromagnetic

survey of selected sites in the larger West Musgrave area
has commenced and will assist in the evaluation of six new
areas within the existing tenement package.

7.7 New business
7.7.1 Corridor Sands
The Corridor Sands heavy minerals project contemplates the
exploitation of large, currently undeveloped mineral sands
deposits situated in southern Mozambique.

In November 2000, after an earlier due diligence
investigation, WMC paid Southern Mining Corporation
Limited US$15 million for an exclusive option to study and
acquire a controlling interest in the project. A bankable
feasibility study on the project was completed in July 2002.

The project envisages a world-scale integrated mining,
concentration and smelting operation to produce titanium
dioxide slag, used to produce pigments for brightness and
opacity in the manufacture of paint, paper and plastics.
Based on testing of the extensive mineralised sands, Mineral
Resources totalling 16.64 billion tonnes averaging 5.3%
contained total heavy minerals have been estimated. One of
the deposits alone contains Measured and Indicated Mineral
Resources of 2.67 billion tonnes averaging 4.0% ilmenite, a
titanium oxide. Recent drilling at this deposit has suggested
that the actual grade mined could be higher.

If WMC decides to exercise its option, and Southern Mining
provides the requisite consents in connection with the
Demerger, it is expected WMC Resources initially will be
required to invest US$180 million in the project. If it proceeds,
WMC Resources will have an initial 60% interest, with Southern
Mining owning the remaining 40%. The South African state-
owned Industrial Development Corporation has an option to
acquire a 10% interest in the project, if it proceeds.

7.7.2 Meliadine
WMC’s 56% interest in the Meliadine West Joint Venture in
Northern Canada, which includes the Wesmeg Gold Project,
was included in the package of gold assets offered by WMC
for sale during 2001. This interest was not sold and, while
discussions with potential acquirers are proceeding, the
project has been put on care and maintenance.

During 2001, A$7.5 million was spent to complete resource
delineation drilling and regional exploration progams, an
airborne geophysical survey and follow-up ground work.

7.8 Technology
WMC’s research and development policy has undergone a
significant shift over the last three years from a policy of
considering available technology and adapting this to
specific applications, a ‘fast follower’, to actively seeking to
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support new technology development for key leverage
points in the company’s value chain, a ‘first mover’. WMC is
doing this through a combination of internal development,
external research, alliances, joint ventures and targeted
venture capital activities.

Overall expenditure on technology development, excluding
exploration and the costs of implementing new technologies,
is forecast to be in the order of A$25 million for 2003.

7.9 General business information
7.9.1 Auditor
WMC’s current auditor, PricewaterhouseCoopers, will be
appointed as WMC Resources’ auditor immediately prior to
implementing the Demerger.

7.9.2 Employees
At 31 December 2001, the WMC Group employed on a full
time equivalent basis 3,047 people directly and hired 1,587
as contractors.

WMC Resources intends to maintain the WMC Group’s
current employee arrangements and policies, described
below, after the Demerger.

The WMC Group is organised around central functional
service groups responsible for corporate/business services
and an operations group responsible for the operation of the
group’s mining and processing activities. Executive General
Managers and General Managers exercise widely delegated
authority and discretion within policy guidelines.

Individual contracts have been implemented across WMC’s
operations. Industrial disputation over the past year has
been minimal and confined to contractor organisations. It
has been six years since WMC employees participated in
any industrial disputation. WMC operates continuous shift
work across many of its operations in Western Australia,
South Australia and Queensland.

WMC has in place a Code of Conduct, the objective of
which is to ensure fair and ethical practices within WMC,
which must be observed by all directors, employees and
contractors at all of WMC’s sites and operations.

Superannuation entitlements are provided to employees
under the WMC Superannuation Plan (the Plan), an
independently managed sub-plan of the Plum
Superannuation Fund. The Plan provides lump sum benefits
on retirement, permanent disability, death, resignation or
retrenchment.

The Plan has the following three categories of membership:

• The ‘Defined Benefit Category’, which provides lump
sum benefits based on period of service, age and final

average salary. Members in this category make a
compulsory contribution of 3.4% deducted from after
tax salary or 4.0% deducted from before tax salary.

• The ‘Accumulation Category’, which offers a minimum
company contribution (subject to certain cashing out
options and legislation) from 11.5-20% of basic annual
salary to each member’s account in the Plan. Members
also have the option to make voluntary contributions to
their account.

• The ‘Superannuation Guarantee Category’, which is a
compulsory accumulation category for all employees
under hourly paid awards. Under legislation, WMC is
required to make minimum contributions. Effective 
1 July 2002, the contribution rate increased from 8% -
9% of ordinary time earnings. Members also have the
option to make voluntary contributions to their
personal account.

Entities in the WMC Group contribute to the Plan, as
required by the Plan rules, any relevant employee
agreements or legislation.

7.9.3 Environment, health and safety
The mining, minerals processing and exploration activities
undertaken by WMC have associated environmental, health
and safety aspects that need to be managed effectively. For
example, WMC’s activities are subject to various laws
governing the protection of the environment in areas such as
air and water quality, emissions, waste disposal,
environmental impact assessments, mine rehabilitation and
access to, and use of, groundwater. In respect of health and
safety, WMC’s activities involve occupational health hazards
such as dust, noise, process emissions and radiation. To
manage the environmental, health and safety aspects of
WMC’s businesses, the company has implemented a range
of management systems, risk management processes and
assurance programs.

The focus on effective management of these environment,
health and safety aspects will continue with WMC Resources.

WMC has implemented an environmental management
system at all of its operations that is compatible with ISO
14001 (the international standard for environmental
management) and has implemented rigorous standards for
the control of major hazards under its ‘Elimination of
Fatalities’ program. WMC is now progressively implementing
an integrated environment, health and safety management
system to further improve its performance and assurance.

Internal environmental audits have been undertaken at all
operations by personnel independent of those operations
and a broad-ranging, independent review of WMC’s 
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safety management practices was undertaken in 1998 under
the guidance of an independent panel of external experts.
This independent panel was chaired by Professor Dennis
Else, Professor of Occupational Health and Safety at the
University of Ballarat and Chairperson of the National
Occupational Health and Safety Commission. During 2000,
WMC incorporated the review’s recommendations into site-
specific action plans and verified their implementation
through site audits. Actions and improvement opportunities
arising from independent audits and reviews are reported
through to company executives and tracked through
to completion.

WMC has a long history of public reporting of its
environment, health and safety performance. WMC’s
environment reporting started in 1994/1995. In 2000 the
company published its first public safety and health report.
WMC’s public reports include assessments of performance
against targets, reviews of significant incidents, discussion of
important issues confronting the company and the industry
and improvement commitments. WMC’s public reports have
been independently verified by PricewaterhouseCoopers
since the 1996 Environmental Progress Report.

The cost to close and completely rehabilitate each of WMC’s
operations, which are large and can be readily separated
from WMC’s other operational costs, are estimated annually.
Funds are then accrued annually over the period of each
operation’s life. For environmental obligations associated
with mine closure and rehabilitation, provisions as at 30 June
2002 were A$91.9 million, compared to estimated total future
costs of A$380.4 million. While WMC believes that the
environmental rehabilitation provisions made are adequate,
the amounts estimated for the future liabilities may differ
materially from the costs that will actually be incurred. The
actual level of future remediation and closure costs will be
dependent upon the nature and extent of future
environmental regulation, the applicable standards with
respect to the required remedial work and the technology
available to meet the required standards. 

In addition to future provisions, WMC incurs current
expenditures associated with the progressive rehabilitation of
its operations and to correct environmental impacts, the
most significant of which is the remediation of groundwater
at the Baldivis tailings facility associated with the Kwinana
Nickel Refinery. The groundwater remediation is projected to 
be completed in 2008. It is expected that approximately
A$31.2 million will be spent on this program between
1 January 2002 and its completion. A$20.6 million has been
provided for with the remainder to be provided over the life
of the remediation project.

At present, Australia does not have in place regulatory
requirements to reduce greenhouse gas emissions. However,
it is possible Australia will ratify the Kyoto Protocol, which
would require Australia to limit greenhouse gas emissions to
8% over 1990 levels by 2008-2012. Even if the Kyoto
Protocol is not ratified, the Australian Government may still
introduce regulations to reduce greenhouse emissions to
pursue achievement of the Kyoto Protocol targets. To date
the Government has, however, given no indications as to the
nature or timing of any such regulations.

At present, it is not possible to predict the impact that future
government regulation may have on WMC Resources. It is
possible, however, that it may increase WMC Resources’
capital expenditure and production costs, or may impact on
methods of production, depending on the nature of the
regulatory requirements introduced. WMC cannot assess the
nature, magnitude or timing of such costs, including whether
these costs would have a material impact on WMC
Resources’ financial performance. 

Section 7.11.4 discusses regulatory risks associated with
WMC Resources’ businesses and their potential to affect
WMC Resources and its financial performance.

7.9.4 Information technology
WMC’s efforts to optimise the conversion of data into
knowledge commenced in 1996 with the introduction of the
Information Integrity Program, which established a standard
system and consistent language for management information.
WMC Resources will continue to refine the production and
interpretation of this information, however the benefits of the
system are already apparent.

As an organisation with widely distributed sites, customers
and partners, WMC Resources will benefit from conducting
business electronically. Methods of communication and
interaction within WMC are changing rapidly, and its intranet
is now the source of much of the information its personnel
require. WMC Resources will continue to use the same 
well-developed methods for dealing with external parties as
those used by WMC.

This area is growing rapidly as illustrated by the initiatives
described in the following paragraphs.

During 2000, WMC announced its participation in Quadrem,
an independent web-based procurement organisation for the
mining, minerals and metals industries. WMC was a co-
architect and founding shareholder of Quadrem. When fully
functioning, it is anticipated Quadrem will provide online
global services via www.quadrem.com to any buyer or seller
in the minerals industry.
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In addition, WMC has been increasing the level of customer
services it provides via its websites. It currently sells nickel
and cobalt on the open market via www.wmc-nickel.com
and www.wmc-cobalt.com. Its registered copper customers
have access to its databases where they can track orders,
make additional spot purchases and find detailed, up-to-
date information including prices and market news.

7.9.5 SAP
WMC uses, and WMC Resources will continue to use, SAP
software as its predominant enterprise planning system both
at corporate and business unit levels. SAP modules are used
in finance, costing, plant maintenance, supply, human
resources, payroll, project systems, asset management sales
and distribution and production planning. SAP is also used in
conjunction with other critical software systems that support
mine planning and production.

7.9.6 Insurance
WMC’s current insurance arrangements will continue to
apply to the WMC Resources Group from the implementation
of the Demerger. These insurance arrangements reflect the
customary practice in the Australian resources industry.
Other than as referred to in Sections 7.2.2(d)(iv) and 7.3.3(d),
the WMC Board is not aware of any material incidents or
claims under WMC’s existing insurance arrangements. 

7.10 WMC Resources directors and senior
management

7.10.1 WMC Resources Board
(a) Role
The WMC Resources Board, working with senior
management, will be responsible to the shareholders of
WMC Resources for the company’s overall business
performance. It will approve the WMC Resources Group’s
goals and directions, strategic plans and performance
targets. The WMC Resources Board will ensure that
appropriate policies, procedures and systems are in place to 
manage risk, optimise business performance and maintain
high standards of ethical behaviour and legal compliance.

(b) Board composition and meetings
Under WMC Resources’ constitution, the WMC Resources
board may determine the number of directors, provided that
the Board does not have fewer than three nor more than 12
members. All directors are required to be natural persons
and a majority of directors are required to ordinarily reside
within Australia.

The WMC Resources Board will initially comprise a non-
executive chairman, six other non-executive directors and two
executive directors. Relevant experience, diverse perspectives
and complementary skills are sought when appointing new
directors. A balance between independent business experience
and relevant industry knowledge is also sought.

The WMC Resources Board will continue to be constituted
by the same persons as are on the WMC Board as at the
date of this Scheme Booklet (subject to the election of Mr
Michelmore at the General Meeting). The details of the WMC
Resources Directors are set out in the table below.

WMC Resources’ most senior employee, the Chief Executive
Officer, is selected by the WMC Resources Board and is
subject to annual performance reviews by the non-executive
directors. The Chief Executive Officer recommends policy
and strategic direction for board approval and is responsible
for managing day-to-day operations. If elected or appointed 
to the WMC Resources Board, the Chief Executive Officer
will also be the company’s Managing Director. Mr Morgan
will be the Chief Executive Officer of WMC Resources from
the Listing Date, but will retire as Chief Executive Officer in
January 2003. Mr Michelmore will succeed Mr Morgan as
Chief Executive Officer of WMC Resources.

Mr Burgess will be the Chairman of WMC Resources from
the Demerger, although Mr Burgess intends to stand down
as Chairman of WMC Resources at the 2003 annual general
meeting of WMC Resources. Mr Bergman will be Deputy
Chairman of WMC Resources.

The WMC Resources Directors (other than the Managing
Director) will be subject to retirement by rotation, one-third
retiring each year by order of seniority of election (or the
number nearest to one-third if the number of directors is not
a multiple of three), and may not continue to hold office
without re-election after the third annual general meeting
following their last election by the shareholders. Eligible
retiring directors may offer themselves for re-election by the
shareholders. Non-executive directors retire, by agreement,
at the annual general meeting following their reaching 72
years of age. 

After being elected by the shareholders, a director who is
appointed a Managing Director by the board is not required
to retire by rotation. The WMC Resources Directors may
appoint a director either to fill a casual vacancy or as an
addition to their numbers.
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WMC Resources Board
Name Position Summary of Experience

Executive Directors

Mr Hugh M Morgan AC Managing Director and Appointed to the WMC Board in 1976 and Chief Executive Officer since 

LLB BCom FCPA FTSE Chief Executive Officer December 1990. Board member of Reserve Bank of Australia and Alcoa,

FAusIMM FAIM of Australia (to retire as a director of Alcoa of Australia on implementation of

CompIEAust the Demerger). Past President of the Minerals Council of Australia, a member 

of the Business Council of Australia, President of the Australia Japan Business 

Co-operation Committee, and immediate past Chairman of the International 

Council on Metals and the Environment.

Mr Andrew G Michelmore Chief Executive Officer Appointed to the WMC Board in August 2002, and will succeed Mr Morgan

BEng(Chem) MA(Oxon) Elect and Executive as Chief Executive Officer of WMC Resources in January 2003. Joined WMC

FIEAust FIEChemE General Manager – in 1993 and since January 2001, has held the position at WMC of Executive

Business Strategy General Manager – Business Strategy and Development and has been

and Development responsible for managing WMC’s key relationship with Alcoa. Currently 

responsible for exploration projects, planning, business development, industrial 

minerals and technology. Past senior management and project roles with ICI 

Australia, CRA and Nabalco. Chairman of the Jean Hailes Foundation for 

Womens’ Health and CSIRO Sector Advisory Committee, director of Ian 

Clunies Ross Foundation and past director of Melbourne Enterprises 

International Limited.

Non-Executive Directors

Mr Ian G R Burgess AO Chairman Appointed to the WMC Board in July 1993 and Chairman since April 1999.

BSc FTSE HonDSc Past Chief Executive Officer and Chairman of CSR Limited, and past Chairman 

of AMP Limited. Former trustee of the Walter and Eliza Hall Trust.

Mr Tommie C-E Bergman Deputy Chairman Appointed to the WMC Board in January 2001 and Deputy Chairman since

DipEng DipMktg FAIM March 2002. Director of Amcor Limited and Smorgon Steel Group Limited and

FAICD Deputy Chairman of Cochlear Limited. Mr Bergman is former Chairman and 

Managing Director Australasia of Asea Brown Boveri Pty Ltd.

Professor Adrienne E Clarke AO Director Appointed to the WMC Board in July 1996. Director of Woolworths Limited,

PhD FAA FTSE Hexima Limited and Fisher & Paykel Healthcare Corporation Limited. Chair of 

CSIRO 1991-96, immediate past Lieutenant-Governor of Victoria, Victoria’s 

Ambassador for Biotechnology, President of the International Society for Plant 

Molecular Biology and member of the US National Academy of Sciences.

Mr Peter J Knight Director Appointed to the WMC Board in August 1997. A non-executive director and

CitWA BEHon FIEAust CPEng former Managing Director of Clough Limited and former Chairman of Central

FTSE FAICD FAIM Norseman Gold Corporation Limited.

Mr David E Meiklejohn Director Appointed to the WMC Board in April 2002. Chairman of PaperlinX Limited and

BCom DipEd FCPA SPC Ardmona Limited, Deputy Chairman of GasNet Australia Limited and

FAIM FAICD director of One Steel Limited. Former Chief Financial Officer and executive 

director of Amcor Limited.

Mr Roger A G Vines Director Appointed to the WMC Board in February 1999. Director of Woodside 

CitWA BE HonDSc FAIM Petroleum Limited. Former Chairman and Managing Director of Alcoa of

FAusIMM FTSE Australia Limited and former director of Central Norseman Gold Corporation 

Limited.

Mr Ian E Webber AO Director Appointed to the WMC Board in June 1997. Director of Santos Limited and
FTSE FCIT FAIM Ansell Limited and member of General Motors Australian Advisory Council.

Former Chairman of Mayne Nickless Limited.
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(c) Committees
Specific board committees will assist the full WMC
Resources Board. Charters set out the roles and terms of
reference for such committees, including the audit
committee and the compensation committee, each
described below.

The audit committee consists of three non-executive
directors, and is expected to meet at least four times a year.
The committee will assist the WMC Resources Board in
fulfilling its responsibilities for company accounts and
external financial reporting. This is achieved by ensuring that
appropriate processes are in place to support the board to
exercise due care, diligence and skill in relation to WMC
Resources’ reporting of financial information, applying
accounting policies, financial management and internal
financial control systems.

Annually, the committee will review audit programs
conducted by independent external auditors, and review the
internal audit function to ensure it is adequately resourced,
used effectively and coordinated with the external auditors.
The committee will meet regularly with management, and
internal and external auditors, to ensure that adequate
controls and practices are in place.

From the Demerger, the members of WMC Resources’ audit
committee will be: Mr Meiklejohn (as Chairman), Professor
Clarke and Mr Knight. 

The compensation committee consists of four non-executive
directors, and is expected to meet at least four times a year.
Its role is to oversee company remuneration and
compensation plans, policies and practices, including
remunerating non-executive directors, the Chief Executive
Officer and senior executives, and succession planning. On
behalf of the WMC Resources Board, the committee will
consider remuneration strategy with regard to community
and industry standards and, where possible, verify its
appropriateness using external information and advice to
ensure that:

• employee interests are aligned to corporate objectives;

• WMC Resources can attract, develop and retain
superior talent; and

• the integrity of WMC Resources’ reward program is
maintained.

From the Demerger, the members of the WMC Resources’
compensation committee will be: Mr Webber (as Chairman),
Mr Burgess, Mr Vines and Mr Bergman.

Ad hoc board committee meetings may be occasionally
convened to address board issues when it is not practical to
organise a full board meeting. A board committee comprises
two or more WMC Resources Directors.

7.10.2 Senior management
WMC Resources’ senior management will comprise current
members of WMC’s management team, as outlined below:
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Appointed as 
Name Position at WMC Resources(1) Executive Officer of WMC

Mr Andrew G Michelmore
(2)

EGM – Business Strategy & Development January 1993

(and Chief Executive Officer Elect)

Mr Bruce R Brook Chief Financial Officer March 2002

Mr Alan K Dundas EGM – Operations January 2001

Mr Greg J Travers EGM – Group Services June 1996

(1) EGM stands for Executive General Manager.

(2) As referred to in Section 7.10.1(b), Mr Michelmore will succeed Mr Morgan as Chief Executive Officer of WMC Resources in January 2003.
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The experience of WMC Resources’ continuing management team, who, with the executive directors, have responsibility for
all operational and administrative functions of the business, is outlined below:

Executive Officer Summary of experience

Mr Bruce R Brook Appointed Executive General Manager – Finance in March 2002 and Chief Financial Officer in May 2002. 

BCom(Wits) Responsible for finance, treasury, investor relations and tax. Mr Brook is also responsible for matters 

BAcc(Wits) FCA concerning supply and information systems. Mr Brook was Deputy Chief Financial Officer at the ANZ Bank

before joining WMC. Mr Brook has worked in senior finance roles with Price Waterhouse, Gold Fields of South

Africa, Pasminco Ltd, CRA, Pacific Dunlop and ANZ.

Mr Alan K Dundas Responsible for managing the copper-uranium, nickel and fertilizers businesses. Mr Dundas has held senior

BEngHons FAusIMM operational and management roles with various companies in Australia and Canada including Nabalco, 

Curragh Qld Mining and Quintette Coal. Since joining WMC in 1994, he has held several senior management 

roles, including General Manager – Kwinana Nickel Refinery, General Manager – Nickel Operations and

Executive General Manager – Nickel. Mr Dundas currently holds the position at WMC of Executive General

Manager – Operations.

Mr Greg J Travers Responsible for corporate affairs, community, environment, safety and health, human resource management 

BA and various service centres. Mr Travers has experience in both operations and functional service areas, and has

worked with Pratt Industries, Mount Newman Mining Company and BHP. He joined WMC in 1994 as Group

Manager – Training and Organisational Development. Mr Travers is a director of Australian Mines and Metals

Association and a former director of the Institute of Public Affairs. Mr Travers currently holds the position at

WMC of Executive General Manager – Group Services.

7.10.3 Remuneration
(a) Non-executive director fees
Remuneration for non-executive directors will be determined
by the WMC Resources Board and divided among the
directors by the WMC Resources Board, although WMC
Resources’ constitution provides that the aggregate
remuneration paid to WMC Resources Directors in any year
must not exceed a maximum amount previously approved
for that purpose by shareholders. The maximum aggregate
remuneration approved for directors is A$1.5 million.

(b) Non-executive director retirement benefits
Under arrangements to be entered into between WMC
Resources and each non-executive director, non-executive
directors of WMC Resources with more than five years
service will be entitled to retirement benefits equaling the
total fees paid in the three years before retirement. Directors
with three to five years service will be entitled to pro-rata
benefits. In determining the number of years of service given
by a director of WMC Resources at the time of the
Demerger, that director’s period of service with WMC (if any)
will be included.

Non-executive directors under the age of 75 receive a
superannuation guarantee contribution which is currently
nine per cent of their fees.

(c) Executive director and senior executive remuneration
Executives will receive competitive remuneration packages
which include: a base salary; additional benefits such as
superannuation; annual performance related incentives and
termination entitlements.

The compensation committee will review these remuneration
packages and other employment terms annually. This review
will be based on performance goals set at the start of the year,
relevant market information and independent expert advice.

The matters considered by WMC’s compensation committee
in 2002 will continue to apply to WMC Resources’ executives
until reviewed by WMC Resources’ compensation
committee. These matters include the following:
(i) Providing annual variable bonuses in line with both

short-term and long-term incentive schemes based on
performance benchmarks and aligning executive
interests with those of shareholders. Executive reward is
determined by business unit and individual
performance, and company performance compared
with an accumulation index of up to 20 peer companies.
Given that holding significant levels of equity aligns
executive interests to those of shareholders, WMC’s
compensation committee determined that, during 2002,
equity-based rewards will be a significant portion of any
annual reward. Rules regarding holding of equity have
been developed to encourage executives to remain
employees of WMC and to increase their WMC
shareholdings over time. These will be amended to apply
to WMC Resources with effect from the Demerger.

(ii) Historically, long-term performance incentives have
been based on WMC’s option plans established under
its Employee Share Scheme (WMC Option Plans) which
usually allot five-year options annually. All share
allotments to executive directors were subject to
shareholder approval. Under the WMC Option Plans,
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options issued to, and exercised by, executive directors
and executive senior management are determined by
their individual performance and the company’s
performance compared with peer companies measured
by an accumulation index.

In April 2001, at WMC’s 2001 Annual General Meeting,
WMC Shareholders approved the allotment of WMC
Options to Mr Morgan under the 2001 WMC Option
Plan (scheduled for implementation in December 2001).
In November 2001, the WMC Board approved
implementation of the 2001 WMC Option Plan for
employees generally. However, it was subsequently
decided to exclude senior executives (including
executive directors) from participating in the 2001 WMC
Option Plan due to market speculation concerning
WMC at that time, and that this exclusion be reviewed
once circumstances changed to provide for these senior
executives’ entitlements to be subsequently honoured.

Consistent with this undertaking, WMC Options were
issued to the senior executives (other than Messrs
Morgan and Morley) under the May 2002 WMC Option
Plan. Those WMC Options were issued on terms
equivalent to the WMC Options issued under the 2001
WMC Option Plan. Messrs Morgan and Morley were
issued WMC stock appreciation rights on terms
equivalent to the WMC Options issued to WMC senior
executives under the May 2002 WMC Option Plan.

On 13 August 2002, WMC announced its decision to
suspend future option allotments to its senior
management under the WMC ESS. It is expected that
WMC Resources will review this decision when a more
universally agreed methodology for valuation expensing
and taxation issues is formulated. A share purchase
plan for senior staff will replace option allotments in the
future for this group. The share purchase plan will
provide a level of reward for senior staff based on WMC 
Resources’ performance against a peer index of
resources companies (anticipated to be 16). Actual
rewards will vary in accordance with the performance of
the individual executive and the performance of WMC
Resources on a total shareholder return basis against
the index. All rewards for senior staff through this
scheme will be directed to WMC Resources Share
purchases through a share plan and each participant
will be required to hold WMC Resources Shares
reflecting a multiple of their salary. For the Chief
Executive Officer the multiple will be 1.5 times salary, for
Executive General Managers the multiple will be 1 times
salary and for General Managers the multiple will be 0.5
times salary. WMC Resources Shares may only be
accessed once this multiple has been exceeded and

only to the extent that the minimum multiple is
maintained at all times (subject to certain other disposal
restrictions). A key component of this plan will be that
the full value of any reward gained by senior
management will be expensed and the value to the
executive disclosed in accordance with WMC
Resources’ reporting obligations and practice on
remuneration of executive staff. 

If the Option Scheme (described in Section 5.2) receives
the necessary approvals, executive directors and senior
management who at the Option Scheme Record Date
hold WMC Options issued before 13 August 2002 will
receive WMC Resources Options under the terms of the
Option Scheme. This issue of WMC Resources Options
results from the relevant executive director’s or senior
manager’s current holding of WMC Options, and is not
a new allotment made under the WMC ESS. The Option
Scheme has been designed to have the effect that the
economic entitlements of WMC Optionholders
(including WMC Directors and senior management) prior
to the Demerger are, to the extent possible, preserved
after the Demerger is implemented.

(iii) Superannuation entitlements are provided via a master
trust known as the WMC Superannuation Plan, providing
employees with increased flexibility and control over
their entitlements. Further details regarding the WMC
Superannuation Plan are provided in Section 7.9.2.

(iv) Consistent with its objective of attracting and retaining
talented executives, WMC’s compensation committee
has endorsed the use of incentive and bonus payments
to recognise that retention of key staff is a key to
maintaining the company’s executive talent base. It is
expected that WMC Resources’ compensation
committee will continue to seek external advice on such
matters regularly to ensure reasonableness in
remuneration scale and structure and to compare the
company’s position with the external market. The
impact and high cost of replacing senior staff, and the
competition for talented executives, requires the
committee to reward key staff when they deliver
consistently high performance.

(v) As part of its ongoing review of overall remuneration, it
is expected that the WMC Resources compensation
committee will seek external assessment of the
company’s remuneration approach.

(d) Executive director retirement benefits
WMC Resources will continue to make contributions to the
WMC Superannuation Plan on behalf of executive directors.
On retirement, fund members receive a benefit in line with
their membership category.

7. INFORMATION ON WMC RESOURCES
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7.11 Risk factors relating to WMC Resources
This Section 7.11 describes some of the risks that could
affect WMC Resources. The factors below should be
considered in connection with any forward-looking
statements in this Scheme Booklet. The risks below are not
the only ones WMC Resources faces – some risks may not
be known to WMC Resources, and some that WMC
currently believes to be immaterial could later turn out to be
material. One or more or a combination of these risks could
materially impact WMC Resources’ business, revenues,
operating income, net income, net assets, liquidity or
capital resources.

7.11.1 General risks associated with investing in shares
Prior to the Demerger there will have been no public market
for WMC Resources Shares. Once WMC Resources is a
listed company on the ASX, WMC Resources’ share price
will be subject to many influences that may affect the broad
trend in the stock market or the share prices of individual
companies. There can be no assurance that an active
trading or liquid market will develop for WMC Resources
Shares. The price at which WMC Resources Shares trade on
the ASX may be affected by a number of factors unrelated to
WMC Resources’ financial and operating performance and
over which WMC Resources has no control. Factors such as
currency exchange rates, commodity prices, the level of
industrial production, changes in government fiscal,
monetary and regulatory policy, investor attitudes, stock
market fluctuations in Australia and other stock markets
around the world, changes in interest rates and inflation,
and variations in general market or economic conditions
can all have an adverse effect on the price of WMC
Resources Shares.

This Scheme Booklet contains forward-looking statements
that involve certain assumptions that are subject to potential
risks and uncertainties. Actual events and results, including
WMC Resources’ future dividends, returns on capital and
results of operations, could differ materially from those
anticipated.

7.11.2 Exchange rate fluctuations
Products exported from Australia by WMC Resources are
predominantly sold in US Dollars. In the year ended
31 December 2001, 92.0% of WMC Resources’ sales
revenue were denominated in or linked to US Dollars, while
WMC Resources’ dividends and the majority of WMC
Resources’ operating costs are denominated in Australian
Dollars. The Australian Dollar/US Dollar exchange rate has
recently risen from the historic lows experienced over the
past two years. WMC Resources’ future profitability may be
adversely affected by a strengthening of the Australian Dollar
against the US Dollar.

In addition, some of WMC Resources’ liabilities and assets
are denominated in US Dollars, particularly much of its
borrowings, the majority of its receivables, and certain equity
accounted assets. The accounts of certain foreign
subsidiaries are also maintained in US Dollars. As at 30 June
2002, WMC had US$839.6 million of debt denominated in
US Dollars and US Dollar receivables of US$103.5 million, all
of which related to the WMC Resources Group. Thus
movements in the Australian Dollar against the US Dollar
may also adversely affect WMC Resources’ net asset value.

7.11.3 Commodity price risk
WMC Resources’ revenue is derived from sales of nickel,
copper, uranium, fertilizers and other intermediate products.
The prices obtained for these commodities are determined
by, or linked to, prices in the world markets, which have
historically been subject to substantial fluctuations arising
from changes in supply and demand and the speculative
activities of various market participants. World commodity
prices are affected by numerous factors outside WMC
Resources’ control, including the overall performance of
world economies and the related cyclicality in particular
industries that are significant consumers of the commodities
produced by WMC Resources. The general trend in
commodity prices has been characterized by an increase
during 1999 and 2000, followed by a decline over the course
of 2001 into 2002. For further information about historical
commodity price movements in the commodities WMC
Resources produces, refer to Sections 7.2.1(c) (nickel),
7.3.1(c) (copper), 7.3.2(c) (uranium oxide) and 7.4.1(c) (DAP).
WMC expects that commodity prices may not rise until
economic activity in the markets WMC Resources serves
starts to increase significantly. The general volatility in
commodity prices makes it difficult for WMC to predict the
extent and duration of any decline or increase in the cyclical
commodity prices relating to WMC Resources’ products.
WMC expects that volatility in prices and in demand for
most of WMC Resources’ products will continue for the
foreseeable future.

The development of new projects by new or existing nickel,
copper, uranium and fertilizers producers may create
overcapacity in one or more of these commodities, which
could reduce future prices, thereby adversely affecting WMC
Resources’ profitability.

WMC Resources’ financial performance and ability to service
liabilities, pay dividends, undertake capital expenditure and
finance future acquisitions would be adversely affected by a
sustained material fall in the prices of nickel, copper, uranium
and fertilizers.
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7.11.4 Regulatory risks
Governments extensively regulate WMC Resources’ mining
operations. National, state and local authorities in Australia
and other countries in which WMC Resources operates
regulate the mining industry with respect to matters such as
employee health and safety, permitting and licensing
requirements and environmental compliance, plant and
wildlife protection, reclamation and restoration of mining
properties after mining is completed, and the effects that
mining has on groundwater quality and availability.
Numerous governmental permits and approvals and leases
are required for WMC Resources’ mining operations. WMC
Resources is required to prepare and present to national,
state or local authorities data pertaining to the effect or
impact that any proposed exploration or production activities
may have upon the environment. The costs, liabilities and
requirements associated with these regulations may be
costly and time-consuming and may delay commencement
or continuation of exploration, expansion or production
operations. Failure to comply with the laws regulating WMC
Resources’ businesses may result in sanctions such as fines
or orders requiring positive action by WMC Resources which
may involve capital expenditure or the curtailment of operations.
This relates particularly to environmental regulations.

The possibility exists that new legislation or regulations may
be adopted that may materially adversely affect WMC
Resources’ mining operations or WMC Resources’ cost
structure. New legislation or regulations or more stringent
interpretations or enforcement of existing laws and
regulations may also require WMC Resources’ customers to
change operations or incur increased costs. These factors
and legislation, if enacted, could have a material adverse
effect on WMC Resources’ financial condition and results of
operations. In terms of regulatory risk, the mining of uranium
oxide at Olympic Dam in South Australia is of particular
significance. The mining, processing, transport and sale of
uranium oxide from Olympic Dam is highly regulated.
Further, uranium oxide mining and the use of uranium as
nuclear fuel is a particularly emotive public issue and
changes in public opinion can influence government policy
which, in turn, may lead to changes to the current regulatory
regime, having a material adverse impact on the mining and
sale of uranium oxide from Olympic Dam.

7.11.5 Political risks for WMC Resources’ exploration and
new business activities

Although all of WMC Resources’ current operations are
located in Australia, some of WMC Resources’ exploration
activities and new business projects are located in countries
that have a higher political risk than Australia. Political
activities in these countries may be destabilising or
disruptive to WMC Resources’ exploration activities, new
business projects or any future production operations

commenced by WMC Resources which arise out of its
exploration activities or new business projects.

7.11.6 Uncertainty of development projects
WMC Resources’ ability to sustain or increase its current
level of production, and therefore its potential revenues and
profits, in the medium to long-term is partly dependent on
the development of new projects and on the expansion of
existing operations. No assurance can be given that the
planned development and expansion projects will result in
the entire anticipated additional production or that there will
be continued success developing additional operations. The
economics of any project are based upon, among other
factors, estimates of reserves and resources, recovery rates,
production rates, capital and operating costs and future
commodity prices. The uncertainty and volatility of some or
all of these factors contributes to the risks associated with
project development and exploration. Projects and
exploration undertaken will also be influenced by the
financial performance and funding capacity of WMC
Resources at any given time.

Estimates of reserves, recoveries and operating costs,
particularly for development projects, are largely dependent
on the interpretation of geological data obtained from drill
holes and other sampling techniques, and feasibility studies
which derive estimates of operating costs based upon
anticipated tonnage and grades of the material to be mined
and processed, expected recovery rates, equipment
operating costs and other factors. No assurance can be
given that the reserves presented in this Scheme Booklet will
be recovered at the quality or yield presented.

An estimate of a Mineral Resource is founded on a
judgement (albeit preliminary) by Competent Persons in
respect of technical and economic factors likely to influence
the prospect of economic extraction, including the
approximate mining parameters. Mineral Resources should
be viewed as realistic inventories of mineralisation which,
under assumed and justifiable technical and economic
conditions, might, in whole or in part, become economically
extractable. No assurance can be given that resource
estimates will be directly converted to reserves under the
JORC Code and readers are cautioned not to place undue
reliance on these estimates.

7.11.7 Uncertainty of replenishing existing reserves and
resources either through exploration or acquisition

WMC Resources’ revenues and profits flow from its mineral
operations and its future long-term results are related to the
success of its efforts to replenish existing reserves as they
are depleted, either through exploration or acquisition.
Generally, the probability of success arising out of
exploration activities is relatively low. If unsuccessful in its
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exploration activities, WMC Resources may not be able to
recover its exploration costs with returns from future
development. For the three years ended 31 December 2001,
WMC incurred A$247 million of exploration and evaluation
costs which related to WMC Resources’ businesses.

7.11.8 Operating risks
WMC Resources’ mining and processing operations are
subject to conditions beyond its control that can delay
deliveries or increase the cost of mining at particular mines
for varying lengths of time. These conditions include weather
and natural disasters, unexpected maintenance or technical
problems, key equipment failures, disruptions to or other
problems with infrastructure, variations in geological
conditions and increases in the cost of key inputs or the
non-availability of key inputs. In addition, industrial
disruptions, work stoppages, refurbishments and accidents
at operations can result in production losses and delays in
the delivery of product, which may adversely affect profitability.

7.11.9 Native title in Australia
‘Native title’ describes the rights and interests of Aboriginal
and Torres Strait Islander people in land and waters
according to their traditional laws and customs that are
recognised under Australian law.

The High Court in the Mabo Decision in 1992 said that
Aboriginal and Torres Strait Islander people who have
maintained a continuing connection with their land according
to their traditions and customs may hold native title. Proving
a continuing connection usually involves showing that
traditional laws and customs have passed down through
generations of Aboriginal or Torres Strait Islander people to
the present day.

The native title of a particular group will depend on the
traditional laws and customs of those people. Recent decisions
have indicated that native title may change over time.

Native title may exist in areas where it has not been
extinguished (removed). Native title cannot invalidate anyone
else’s validly granted or validated rights but following the
High Court decision in 1996 in The Wik Peoples v State of
Queensland, it is clear that native title may co-exist with
other forms of tenure where that tenure is not exclusive.

In August 2002, the High Court held in the Ward Decision
that there could be partial extinguishment of native title rights
and that there are no native title rights to, or interests in,
minerals in Western Australia. The decision that there are no
native title rights to minerals in Western Australia is of
significance to WMC Resources because its nickel business
is in Western Australia. The High Court also held that a
mining lease under the relevant Western Australian legislation

extinguished any native title right to control access to land,
or to be asked permission to use, or have access to, land
but did not necessarily extinguish all native title rights.

At this stage, WMC cannot make any assessment of the
impact of the Ward Decision on its operations or the current
claimant applications for native title over the WMC
Resources Group’s operations (referred to below).

In response to the Mabo Decision, the Australian
Government enacted the Native Title Act 1993 (Cth) allowing,
among other things, the States and Territories to enact their
own native title legislation.

There are current claimant applications for native title
determinations in the Federal Court of Australia over areas
that include the majority of WMC Resources’ operations.
These operations include Olympic Dam in South Australia,
the Western Australian Nickel Business Unit and the
Queensland Fertilizer Operations in Queensland.

WMC cannot make any assessment as to whether existing
assets or operations will be materially affected until court
determinations are made. Court decisions and various pieces
of legislation make it evident that there are complex legal
and factual issues affecting existing and future WMC
Resources’ interests. Accordingly, the impact of native title is
being closely monitored but cannot be determined at this
time.

7.11.10 Loss of key personnel
WMC Resources manages its business with a number of key
personnel, and in particular the executive officers discussed
in Section 7.10, the loss of whom could have a material
adverse effect on its business. WMC Resources’ future
success will depend on its continued ability to attract and
retain highly skilled and qualified personnel. There can be no
assurance that key personnel will continue to be employed
by WMC Resources or that WMC Resources will be able to
attract and retain qualified personnel in the future. Failure to
retain or attract key personnel could have a material adverse
effect on WMC Resources’ business.

7.12 Financial information on WMC Resources
7.12.1 Overview of financial information 
This Section 7.12 presents the following pro forma financial
information for WMC Resources:

(a) WMC Resources financial information:

• pro forma consolidated historical results for the years
ended 31 December 1999, 2000 and 2001 and pro
forma consolidated forecast results for the years ending
31 December 2002 and 2003 (in A$ and
A GAAP) (Table 1);
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• pro forma consolidated historical cash flows for the
years ended 31 December 1999, 2000 and 2001 and
pro forma consolidated forecast cash flows for the years
ending 31 December 2002 and 2003 (in A$ and
A GAAP) (Table 4); and

• pro forma consolidated statement of net assets as at
30 June 2002 (in A$ and A GAAP) (Table 5).

(b) Reconciliation of financial information:

• reconciliation of the reported consolidated EBIT of
WMC for the years ended 31 December 1999, 2000 and
2001 to the abovementioned pro forma consolidated
EBIT of WMC Resources (Table 6); and

• reconciliation of the reported consolidated results of
WMC for the six months to 30 June 2002 to the
abovementioned pro forma consolidated results of
WMC Resources for the year ending 31 December 2002
(Table 7).

7.12.2 WMC Resources - Financial information 
(a) Introduction
(i) Historical financial information
The pro forma historical financial information has been
extracted from WMC’s audited financial statements for the
years ended 31 December 1999, 2000 and 2001 and Half-Year
Report for the six months ended 30 June 2002 of WMC by:

• excluding the results of entities comprising the Alumina
Limited Group following the Demerger and the equity
accounted share of profits from AWAC;

• excluding gains or losses on the disposal of
discontinued operations; 

• excluding the revenues and costs (including hedging
losses) of discontinued operations; and

• excluding the impact of non-recurring items (see
Table 6).

The pro forma historical financial information has been
prepared for illustrative purposes only for use in this Scheme
Booklet and should be read in conjunction with:

• the risk factors described in Sections 4.5 and 7.11;

• the management discussion and analysis of the
historical financial information set out in this Section
7.12.2; and

• the Investigating Accountant’s Report on historical
financial information set out in Section 12,

in order to understand the bases, assumptions, and limitations
underlying the historical financial information presented.

The pro forma historical results and cash flows have been
presented before borrowing costs, financing activities and
income tax. The entities that will comprise the WMC
Resources Group currently operate under a different
corporate structure with a significantly different capital
structure and income tax circumstances, and hence

reporting net borrowing costs, financing activities and
income tax is not considered to be meaningful or
appropriate. Accordingly, this information has not been
included in the pro forma historical financial information
below.

(ii) Forecast financial information
The forecast financial information has been prepared for
illustrative purposes only for use in this Scheme Booklet. It is
based on an assessment of present economic and operating
conditions, and on a number of assumptions regarding future
events and actions, which, as at the date of this Scheme
Booklet, are expected to take place, including the key
assumptions set out in this Section 7.12.2.

The forecast financial information should be read in
conjunction with:

• the risk factors described in Sections 4.5 and 7.11;

• the management discussion and analysis of the forecast
financial information set out in this Section 7.12.2;

• the Investigating Accountant’s Report on forecast
financial information set out in Section 12;

• the description of key assumptions underlying the
forecast information, set out in this Section 7.12.2; and

• an analysis of the sensitivity to key commodity price and
exchange rate assumptions set out in this Section 7.12.2,

in order to understand the bases, assumptions and limitations
underlying the forecast financial information presented.

WMC has used due care and attention in the preparation of
this forecast financial information and considers the
assumptions to be reasonable when viewed as a whole.
However, this information is not fact and readers are
cautioned not to place undue reliance on the forecast
financial information.

The assumptions set out in Section 7.12.2(c)(v) represent
estimates of 2002 and 2003 commodity prices and US
Dollar/Australian Dollar exchange rates at the date of this
Scheme Booklet, having regard to spot commodity prices
and exchange rates, average commodity prices and
exchange rates in year 2002 to date, historical long–term
average commodity prices and exchange rates and WMC’s
own industry knowledge.

The assumptions have been cross-checked for
reasonableness against consensus forecasts of mineral
prices and exchange rates prepared by leading international
financial institutions and forecasts of DAP prices as
published by industry consultants, British Sulphur (now CRU
Group) and Fertecon.

Forecasts are, by their nature, subject to a variety of
business, economic and competitive risks and uncertainties,
many of which will be outside the control of WMC
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Resources and its directors. Events and circumstances often
do not occur as anticipated, and therefore actual results are
likely to differ from the forecasts, and the differences may be
material. Accordingly, the WMC Directors cannot and do not
give any assurance that the forecasts will be achieved.
Events and outcomes might differ in quantum and timing
from the assumptions, with material consequential impact on
the forecast financial information. The sensitivity analysis in
this Section 7.12.2 (Table 2) summarises the sensitivity of
forecast NPAT for the year ending 31 December 2003 to
changes in certain key commodity price and exchange
rate assumptions.

The forecasts are included as required by Australian
company law. The preparation of the forecast financial
information and the investigating accountant’s review thereof
has been undertaken in accordance with Australian auditing
standards and such information should not be relied upon by
those unfamiliar with such standards.

The forecast financial information has not been prepared
with a view toward compliance with published guidelines of
the SEC or the guidelines established by the American
Institute of Certified Public Accountants for preparation and
presentation of prospective financial information. 

(b) Pro forma consolidated historical results for the years
ended 31 December 1999, 2000 and 2001 (in A$ and
A GAAP)

(i) Basis of preparation
Table 1 summarises the pro forma historical results of the
businesses that comprise WMC Resources for the years
ended 31 December 1999, 2000 and 2001 as if WMC
Resources had been separately preparing its results. It also
includes the pro forma forecast results for the years ending
31 December 2002 and 2003. The basis of preparation of
the forecasts, assumptions adopted, management
discussion and analysis and other important factors to
consider are discussed in Section 7.12.2(c).

The pro forma historical results do not purport to represent
what the actual results of operations would have been if
WMC Resources had been operating on a stand-alone basis
for each of the financial years presented or to project, or to
be used as a basis for projecting, WMC Resources’ results for
any future period. 

(ii) Information for US shareholders
The pro forma historical financial information included in this
Scheme Booklet does not purport to be in compliance with
Article 11 of Regulation S-X of the Rules and Regulations of
the SEC. Under Article 11, pro forma income statements
must be presented assuming the transaction had been
consummated at the beginning of the first fiscal year

presented and may only include adjustments which give
effect to events that are:

• directly attributable to the transaction;

• expected to have a continuing impact on the entity; and 

• factually supportable.

Most of the normalisation adjustments made to the pro
forma financial information included in this Section 7.12
(Table 1) would not be permissible under the SEC’s Rules
and Regulations on pro forma financial presentations. Many
of the adjustments reflected arise from the belief that the
underlying items are non-recurring and that, although
required to be recorded in historical financial statements
under A GAAP, are more appropriately presented in the pro
forma financial information as ‘normalised’ and therefore
eliminated. This would not be permitted under Article 11 of
Regulation S-X. Although the WMC Directors believe that
those items normalised will themselves be non-recurring (at
least at the magnitude previously experienced), there can be
no assurance that similar items will not recur or that such
items or a similar item will not have an impact on a future
year’s results of operations or financial condition.

(iii) Management discussion and analysis of historical
results of WMC Resources – 12 month period ended
31 December 2001 compared to 12 month period
ended 31 December 2000

PRO FORMA CONSOLIDATED RESULTS

Revenues: The pro forma revenue of WMC Resources
(excluding currency and commodity hedging losses) for 2001
decreased to A$2,727.8 million compared with A$3,108.0
million in 2000. The decrease in revenue was attributable to
lower prices for all commodities and reduced nickel sales. 

EBITDA: Pro forma EBITDA (excluding currency and
commodity hedging losses) for WMC Resources for 2001
was A$775.4 million compared with A$1,354.5 million in
2000, a decrease of A$579.1 million. This decrease in
earnings was attributed to lower revenue, increased nickel-
in-concentrate purchased from third parties reflecting the
sale of the Kambalda mines (see Section 7.2.2(d)(iii)), and
higher operating costs at the Queensland Fertilizer
Operations associated with the ramp-up of production (see
Section 7.4.2).

EBIT: Pro forma EBIT (excluding currency and commodity
hedging losses) for WMC Resources for 2001 was A$294.2
million compared with A$925.8 million in 2000. The result in
2001 reflected the impact of a lower EBITDA and a higher
depreciation and amortisation charge. Depreciation and
amortisation charged to profit increased to A$481.2 million in
2001, compared with A$428.7 million in 2000. The charge in
2001 reflects the first full year of depreciation for the
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Queensland Fertilizer Operations and the first full year of 
amortisation for the Harmony mine at Leinster, compared
with five months and three months of charges respectively 
in 2000.

Currency and commodity hedging: Pro forma EBITDA was
impacted by net losses from currency and commodity
hedging in 2001 of A$290.9 million, compared with net
losses in 2000 of A$320.4 million. The reduced loss was
primarily due to the reduction of commodity hedge cover in
place in 2001 compared to 2000. 

PRO FORMA RESULTS OF THE NICKEL BUSINESS UNIT

Revenue: The Nickel Business Unit’s revenue (excluding
currency and commodity hedging losses) for 2001 was
A$1,342.4 million compared with A$1,862.1 million in 2000, a
decrease of A$519.7 million. Sales revenue decreased in
2001 in line with lower production and a lower nickel price,
offset in part by a stronger US Dollar relative to the
Australian Dollar. 

Nickel-in-matte production decreased by 6.2% to 96,650
tonnes in line with weaker market conditions and planned
major maintenance at the Kalgoorlie Nickel Smelter and the
Kwinana Nickel Refinery (see Sections 7.2.2(d)(iv) and (v)). 

Nickel prices averaged US$2.70 per pound during 2001, a
decline of 31% from the average in 2000 of US$3.92 per
pound. Australian Dollar nickel prices averaged A$5.41 per
pound during 2001, a decline of 24% from the average price
in 2000 of A$7.09 per pound. The stronger US Dollar
reduced the decline in Australian Dollar prices. The weaker
price in 2001 was due to falling demand for stainless steel as
a result of slowing economic activity. 

EBITDA: The Nickel Business Unit’s EBITDA for 2001 was
A$510.9 million compared with A$1,026.9 million in 2000, a
decrease of A$516.0 million. The reduction in earnings
reflected the impact of lower revenue and higher operating
costs. The average unit cost of nickel metal sales (net of by-
product credits) for 2001 increased by 17.2% to A$3.74 per
pound, reflecting the impact of reduced production,
increased volumes of third party concentrate feed to replace
concentrate feed previously produced internally from the
Kambalda mines which were sold (see Section 7.2.2(d)(iii)),
and increased energy costs in Western Australia. 

PRO FORMA RESULTS OF OLYMPIC DAM

Revenue: Olympic Dam’s revenue for 2001 was A$913.2
million compared with A$894.8 million in 2000, an increase
of A$18.4 million. Increased uranium sales volumes and
significantly higher gold and silver sales drove the increase in
revenue. 

Despite production difficulties arising from the fire in the
Copper and Uranium SX Circuits (see Section 7.3.3(d)),
refined copper production for 2001 was at nameplate
capacity of 200,523 tonnes, with uranium production of
4,379 tonnes. 

The lower average copper price during 2001 of US$0.72 per
pound, compared with US$0.82 per pound in 2000, was
offset when converted to Australian Dollars due to the
appreciation of the US Dollar relative to the Australian Dollar
in 2001 (average of US$0.5178 in 2001 compared to
US$0.5757 in 2000). 

Prices on the uranium spot market recovered in 2001 to
above US$9.00 per pound, compared with a spot price of
US$7.10 in late December 2000. Olympic Dam sells uranium
under long-term contracts. No Olympic Dam production is
currently sold on the spot market. 

EBITDA: Olympic Dam’s EBITDA for 2001 was A$404.5
million compared with A$452.8 million in 2000, a decrease of
A$48.3 million. The decrease in EBITDA in 2001 was mainly
due to the inclusion of A$61.4 million of insurance proceeds
in 2000 in respect of a previous fire in 1999, discussed in
Section 7.3.3(d). The unit cost of copper sales (net of
uranium and by-product credits) was A$1.06 per pound for
2001, up A$0.20 per pound on 2000 due mainly to the
impact of the fire in the Copper and Uranium SX Circuits.
The unit cost of copper sales (net of uranium and by-product
credits) for 2001, excluding the impact of the fire, was
A$0.89 per pound, compared to A$0.86 per pound in 2000.
The increase was due to the higher cost of consumables,
many of which are denominated in US Dollars, and
production instability in the first half of 2001 associated with
four power outages.

PRO FORMA RESULTS OF THE QUEENSLAND FERTILIZER OPERATIONS

Revenue: Pro forma results of the Queensland Fertilizer
Operations include both Hi-Fert sales (Fertilizers’ wholly
owned distribution business – see Section 7.4.2(f)) and third
party sales by the Queensland Fertilizer Operations. The
Queensland Fertilizer Operations’ revenue for 2001 was
A$382.4 million compared with A$229.6 million in 2000, an
increase of A$152.8 million. The Queensland Fertilizer
Operations ended 2001, its first full year of operations, by
achieving production at 100% of design capacity for the
month of December.

Continuing equipment reliability issues impeded the
achievement of design production rates at the Queensland
Fertilizer Operations during the earlier months of 2001.
These issues were rectified during the statutory inspection
shutdown in August 2001 resulting in production steadily
increasing to nameplate production for the month of
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December 2001. Fertilizer production of 709,445 tonnes was
achieved in 2001, which included 57,947 tonnes of MAP (see
Section 7.12.2(c) for a discussion of forecast production
capacity for 2002 and 2003).

Insurance proceeds from a claim for business interruption
added A$22 million to revenues for 2001.

After averaging US$154 per tonne in 2000 DAP prices fob
Tampa increased to a high of US$168 in March 2001 before
falling to a low of US$133 in June 2001. Between June and
October 2001 the price ranged between US$136 and
US$142 per tonne, with a rise from October taking the price
to US$152 per tonne at December 2001. 

EBITDA: The Queensland Fertilizer Operations’ EBITDA for
2001 was A$6.1 million compared with a loss of A$25.9
million in 2000. Whilst performance improved following
commissioning of the plant in 2000, the result in 2001 was
impacted by low production rates and historically low DAP
prices. Costs during 2001 were impacted by the extended
shutdown of the plant in July through to August to resolve a
number of major production issues. 

(iv) Management discussion and analysis of historical
results of WMC Resources – 12 month period ended
31 December 2000 compared to 12 month period
ended 31 December 1999

PRO FORMA CONSOLIDATED RESULTS

Revenues: Pro forma revenue (excluding currency and
commodity hedging losses) for WMC Resources for 2000
increased to A$3,108.0 million compared with A$1,770.6
million in 1999. The increase in revenue was driven by
increased sales volumes for all commodities. Prices
improved in 2000 compared with 1999, magnified by the
strength of the US Dollar relative to the Australian Dollar.

EBITDA: Pro forma EBITDA (excluding currency and
commodity hedging losses) for WMC Resources for 2000
was A$1,354.5 million compared with A$393.5 million in
1999, an increase of A$961.0 million. The increase in EBITDA
was driven by increased production and sales of all
commodities at improved prices, together with cost
improvements at the Nickel Business Unit, and Olympic Dam
following the expansion of the Olympic Dam project
completed in 1999 (see Section 7.3.3(a)). 

EBIT: Pro forma EBIT (excluding currency and commodity
hedging losses) for WMC Resources for 2000 was A$925.8
million compared with A$75.3 million in 1999, an increase of
A$850.5 million. The increase in EBIT in 2000 was
attributable to a significantly higher EBITDA, partially offset
by an increase in depreciation and amortisation.

Depreciation and amortisation charged to profit in 2000 was
A$428.7 million compared with A$318.2 million in 1999. This
increase reflected a full year of depreciation charges in
relation to the expansion at Olympic Dam, compared with
nine months in 1999, and the commencement of depreciation
charges at the Queensland Fertilizer Operations on 
1 August 2000.

Currency and commodity hedging losses: Pro forma
EBITDA was impacted by net losses from currency and
commodity hedging in 2000 of A$320.4 million, compared to
net losses in 1999 of A$51.8 million. The increase in the net
hedging loss was primarily attributable to the stronger US
Dollar relative to the Australian Dollar in 2000 (average of
US$0.5757 in 2000 compared to US$0.6444 in 1999) and a
spike in the nickel price during 2000.

PRO FORMA RESULTS OF THE NICKEL BUSINESS UNIT

Revenue: The Nickel Business Unit’s revenue for 2000 was
A$1,862.1 million compared with A$1,033.7 million in 1999,
an increase of A$828.4 million. Revenue in 2000 increased in
line with increased production and associated sales volumes
at improved prices. 

The nickel price moved to a high of US$4.84 per pound in
March 2000, then fell to US$3.19 in October 2000 and
stabilised at that level, averaging US$3.92 per pound for
2000, an increase of 44% on the 1999 average price of
US$2.73 per pound. The higher nickel price early in the year
was attributed to an improved global economic outlook,
voluntary and involuntary nickel production cuts,
commissioning problems by new lateritic nickel producers in
Western Australia, and strong increases in demand. The
weakening of the nickel price late in 2000 was due to slowing
growth and increased scrap recycling and mine production.
Australian Dollar nickel prices averaged A$7.09 per pound
during 2000, an increase of 67% from the average in 1999 of
A$4.24 per pound. The stronger US Dollar relative to the
Australian Dollar in 2000 accentuated the rise in Australian
Dollar prices.

Total contained nickel-in-concentrate production increased
22% during 2000 to 107,458 tonnes, compared with 88,275
tonnes in 1999.

EBITDA: The Nickel Business Unit’s EBITDA for 2000 was
A$1,026.9 million compared with A$354.2 million in 1999, 
an increase of A$672.7 million. This improved result
stemmed from increased sales volumes in a period of high
prices and a 15% reduction in the unit cost of sales in 2000.
The lower unit cost of nickel metal sales (net of by-product
credits) of A$3.19 per pound was the result of cost cutting
initiatives implemented in previous years and increased
labour productivity.
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PRO FORMA RESULTS OF OLYMPIC DAM

Revenue: Olympic Dam’s revenue for 2000 was A$894.8
million compared with A$498.8 million in 1999, an increase
of A$396.0 million. 

The increase in revenue was consistent with increased
production levels resulting from the first year of the new
plant operating at full capacity following the major expansion
completed in 1999 taking capacity from 85,000 to 200,000
tonnes of refined copper a year. Record production was
achieved for all four metals: copper, uranium, gold and silver. 

The average copper price increased by 15% from US$0.71
per pound in 1999 to US$0.82 per pound in 2000 as a result
of declining LME copper stocks and an increase in
consumption in information technology and in consumer and
industrial applications. After reaching a high of US$0.91 per
pound in September 2000, the price declined amid concerns
about high world oil prices and weakening growth. Australian
Dollar copper prices averaged A$1.46 per pound during
2000, a 32% increase from the average price in 1999 of
A$1.11 per pound. The stronger US Dollar relative to the
Australian Dollar contributed to the increase in Australian
Dollar prices.

During 2000 an oversupply in the uranium market depressed
prices. This resulted in prices on the uranium spot market
falling from US$9.60 per pound in early January to US$7.10
per pound by the end of 2000. Olympic Dam sells uranium
under long-term contracts with leading world power utilities.
No Olympic Dam production is currently sold on the 
spot market.

EBITDA: Olympic Dam’s EBITDA for 2000 was A$452.8
million compared with A$156.0 million in 1999, an increase
of A$296.8 million. EBITDA increased in line with the first
year of the expanded plant, reduced operating costs and
improved copper prices. The unit cost of copper sales (net
of uranium and by-product credits) in 2000 reduced by 13%
to A$0.86 per pound. Labour productivity increased by 55%
to 138 tonnes of copper per full-time equivalent employee
during the year. 

PRO FORMA RESULTS OF THE QUEENSLAND FERTILIZER OPERATIONS

Revenue: Pro forma results of the Queensland Fertilizer
Operations includes both Hi-Fert sales (Fertilizers’ wholly
owned distribution business – see Section 7.4.2(f)) and third
party sales by the Queensland Fertilizer Operations. The
Queensland Fertilizer Operations’ revenue for 2000 was
A$229.6 million compared with A$191.9 million in 1999. As
the Queensland Fertilizer Operations produced only a small
quantity of fertilizers in 1999, all sales for that year were of
imported fertilizers by Hi-Fert. 

The Queensland Fertilizer Operations’ manufacturing plant
commenced operation in 2000, producing 326,262 tonnes of
fertilizers. As a result, the first sales of WMC-produced
fertilizers were recorded in 2000.

The reported increase in sales in 2000 was due to improving
seasonal demand for fertilizers, partially offset by weaker
domestic prices.

EBITDA: The Queensland Fertilizer Operations’ EBITDA for
2000 was a loss of A$25.9 million compared with a gain of
A$4.0 million in 1999. Fiscal year 2000 was the first year of
production. Low production levels and weak DAP prices
resulted in the loss.
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TABLE 1 PRO FORMA CONSOLIDATED RESULTS OF WMC RESOURCES

Pro forma forecast removing Olympic Dam production constraints for year ending 31 December 2003

The smelter furnace at Olympic Dam is required to be relined above the hearth every four to six years. The next scheduled
reline takes place in 2003. The pro forma forecast production for Olympic Dam in 2003 will be impacted by this reline,
production constraints leading up to the reline and the completion of the rebuild of the Copper SX Circuit after a fire in
October 2001 (see Section 7.3.3(d)). Planned production outage for the reline, and constraints on production capacity leading
up to the reline, will reduce refined copper production for 2003. The 2003 pro forma forecast removing Olympic Dam
production constraints is presented in this table to demonstrate the forecast earnings of WMC Resources assuming the reline
and associated decline in production did not occur in 2003 and that the Copper SX Circuit was in operation all year. Refer to
further discussion and analysis set out in Section 7.12.2(c)(ii) and the description of key assumptions underlying the forecasts
in Section 7.12.2(c)(v).

A GAAP (A$ million)
PRO FORMA
FORECAST
REMOVING 

OLYMPIC DAM 
PRODUCTION 

PRO FORMA HISTORICAL PRO FORMA FORECAST(1) CONSTRAINTS(1)

Year ended Year ending Year ending 
31 December 31 December 31 December

1999 2000 2001 2002(2) 2003 2003

Sales revenue from 

operating activities

Nickel Business Unit 1,033.7 1,862.1 1,342.4 1,361.6 1,528.7 1,528.7

Olympic Dam 498.8 894.8 913.2 771.7 839.5 966.9

Queensland
Fertilizer Operations 191.9 229.6 382.4 426.0 447.7 447.7

Revenue from 
insurance claims(3) 3.1 65.5 23.1 80.0 - -

Other revenue from 
outside the operating 
activities(4) 43.1 56.0 66.7 11.2 3.9 3.9

Revenue from 

continuing operations 1,770.6 3,108.0 2,727.8 2,650.5 2,819.8 2,947.2

EBITDA from continuing
operations(8)

Nickel Business Unit 354.2 1,026.9 510.9 470.9 628.3 628.3

Olympic Dam 156.0 452.8 404.5 302.9 293.4 381.6

Queensland 
Fertilizer Operations 4.0 (25.9) 6.1 26.9 47.6 47.6

Corporate (33.9) (35.0) (37.3) (43.8) (25.7) (25.7)

Exploration, New
Projects and Other (86.8) (64.3) (108.8) (73.5) (60.0) (60.0)

Total (excluding currency

& commodity hedging) 393.5 1,354.5 775.4 683.4 883.6 971.8

Amortisation 123.4 138.6 168.3 186.1 205.1 207.1

Depreciation 194.8 290.1 312.9 344.1 314.2 314.2

Amortisation and depreciation 
on fair value adjustment(5) - - - 9.1 9.1 9.1
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A GAAP (A$ million)
PRO FORMA 
FORECAST
REMOVING 

OLYMPIC DAM 
PRODUCTION 

PRO FORMA HISTORICAL PRO FORMA FORECAST(1) CONSTRAINTS(1)

Year ended Year ending Year ending 
31 December 31 December 31 December

1999 2000 2001 2002(2) 2003 2003

EBIT from continuing operations(8)

Nickel Business Unit 182.0 823.2 288.4 247.0 378.9 378.9

Olympic Dam 23.6 262.5 222.6 45.8 77.4 163.6

Queensland 
Fertilizer Operations (2.1) (52.7) (59.9) (19.6) (5.1) (5.1)

Corporate (38.2) (39.8) (43.6) (53.5) (35.4) (35.4)

Exploration, new 
projects and other (90.0) (67.4) (113.3) (75.6) (60.6) (60.6)

Sub total (excluding currency 

& commodity hedging) 75.3 925.8 294.2 144.1 355.2 441.4

Net currency and commodity 

hedging gains/(losses)(6) (51.8) (320.4) (290.9) (23.6) 32.6 32.6

Total EBIT (including 

currency & commodity 

hedging) 23.5 605.4 3.3 120.5 387.8 474.0

Net borrowing costs (54.5) (48.0) (41.0)

Profit from continuing operations before income tax expense 66.0 339.8 433.0

Income tax benefit/(expense) 7.0 (78.9) (106.9)

Net profit attributable to members of WMC Resources from 

0continuing operations 73.0 260.9 326.1

Earnings per share (A$)(7) $0.07 $0.23 $0.29

(1) A description of the assumptions underlying the forecasts for WMC Resources is included in Section 7.12.2(c).

(2) The pro forma forecast results for the year ending 31 December 2002 have been prepared as if the WMC Resources Group had existed in its
post-Demerger form from, and the pro forma transactions and events described in Section 7.12.2(c)(i) occurred on, 1 January 2002. The pro
forma forecast results for the year ending 31 December 2002 comprise pro forma historical financial information for the six months ended 30
June 2002 and pro forma forecast financial information for the six months ending 31 December 2002. A reconciliation of the actual reported
results of WMC for the six months ended 30 June 2002 to the pro forma forecast results for WMC Resources for 2002 is included in Table 6 in
Section 7.12.3(b).

WMC Resources’ reported result for the year ending 31 December 2002 will be different to the forecast provided in this table as the effective
accounting date of the Demerger is expected to be 30 November 2002 (see Section 5.5.8). All profits or losses generated prior to the Demerger
Date by WMC subsidiaries on or before the Demerger Date will be reflected in the actual consolidated earnings of Alumina Limited for the year
ending 31 December 2002.

(3) Forecast revenue from insurance claims in 2002 includes A$80 million in relation to an insurance claim for lost production and sales in relation
to the fire in the Copper and Uranium SX Circuits at Olympic Dam in October 2001. Further insurance claim revenue of A$40 million in relation
to the rebuild of the Copper and Uranium SX Circuits is not included in forecast revenue for 2002 on the basis that it is a claim with respect to
plant and equipment and is non-recurring (refer Section 7.12.2(c)(vii)). The forecast insurance claim amount is a conservative estimate based on
documentation provided to WMC by its insurers and WMC’s response to that documentation. The actual insurance claim amount is still the
subject of discussions between WMC and its insurers.

(4) Other revenue from outside the operating activities mainly relates to proceeds from the sale of non-current assets.

(5) The pro forma forecast amortisation and depreciation on the fair value adjustments resulting from the acquisition of ODC and Fertilizers
assumes that the pro forma transactions and events described in Section 7.12.2(c)(i) occurred on 1 January 2002. 

(6) The pro forma forecast net currency and commodity gain/(loss) assumes that the the pro forma transactions and events described in Section
7.12.2(c)(i) occurred on 1 January 2002. The forecast net currency and commodity gains/(losses) for the six months to 31 December 2002 and
12 months to 31 December 2003 have been calculated by comparing the forecast exchange rates for these periods to the rates used to
determine the fair value of the hedges as at 30 June 2002 (see Section 7.12.2(e)). 

The pro forma net currency and commodity loss for the six months to 30 June 2002 has been determined by comparing the actual exchange
rate on the date the contracts matured during this period to the market US Dollar/Australian Dollar exchange rate at 30 June 2002 (US$0.5664).

(7) Based on the number of WMC Shares outstanding as at 30 June 2002 of 1,112,419,643. The number of WMC Resources Shares on issue
following the Demerger will be the same as the number of WMC Shares on issue immediately prior to the Demerger. 

(8) WMC uses EBIT and EBITDA as measures of financial performance. EBIT and EBITDA are not measures of financial performance under US
GAAP and are not alternatives to US GAAP net income, cash flows or liquidity as measures of financial performance. 123
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(c) Pro forma consolidated forecast results for 
the years ending 31 December 2002 and 2003 
(in A$ and A GAAP)

(i) Basis of preparation
The pro forma forecast results set out above have been
prepared in accordance with the accounting policies of WMC
Resources which are consistent with the accounting policies
of WMC outlined in the Annual Report. In addition WMC
Resources proposes to adopt a new accounting policy in
relation to acquired mineral rights which requires those mineral
rights to be recognised at cost and amortised over the period
during which the related benefits are expected to arise.

The pro forma forecast results should be read in conjunction
with the matters set out in Section 7.12.2(a)(ii) to understand
the bases, assumptions, and limitations underlying the
forecast financial information presented.

The pro forma forecast results have been presented to net
profit after tax. The pro forma forecast results for the year
ending 31 December 2002 and 2003 have been adjusted to:

• reflect the pro forma transactions and events 
described below;

• exclude any gains or losses on the disposal of entities
required to effect the Demerger; and

• exclude the impact of non-recurring items (see Table 3).

The pro forma forecast result for the year ending 
31 December 2002 comprises pro forma historical financial
information for the six months ended 30 June 2002 and pro
forma forecast financial information for the six months
ending 31 December 2002.

In order to present a meaningful full year comparison, the
2002 forecast results (and the pro forma 2002 forecast cash
flows set out below) have been prepared as if the following
pro forma transactions and events, which are to take place
on or before the Demerger Date, had occurred as at 
1 January 2002:

• the settlement of inter-company debts between
companies that will be subsidiaries of Alumina Limited
and those that are to become part of the WMC
Resources Group as a result of the Demerger by
converting the net amount owing to equity;

• the allocation of approximately A$20.8 million of cash
and A$600 million of existing WMC debt to Alumina
Limited see Section 5.5.4; and

• the steps required to effect the Demerger described in
Section 5.1.2, including the internal restructuring of
WMC as described in Section 5.5.1, as follows:

– the identifiable assets acquired and the identifiable
liabilities assumed by WMC Resources in acquiring
all of the shares held by WMC in its non-AWAC
subsidiaries at the time of the Demerger, including

ODC, Fertilizers, WMC Finance, WMC Finance
(USA) and WMC Resources International Pty Ltd,
are measured at their fair values as at 30 June
2002; and

– stamp duty costs of approximately A$23.7 million
which form part of WMC Resources’ cost of
acquiring WMC’s non-AWAC assets.

The actual reported results will differ from this forecast for
the reasons outlined in Note 2 to Table 1. 

(ii) Management discussion and analysis of forecast
results of WMC Resources — 12 month period
ending 31 December 2002 compared to 12 month
period ended 31 December 2001

PRO FORMA CONSOLIDATED RESULTS

Revenues: Pro forma sales revenue (excluding currency and
commodity hedging losses) of A$2,650.5 million is forecast
for WMC Resources for the year ending 31 December 2002,
a slight decrease from the pro forma 2001 revenue of
A$2,727.8 million. The forecast decline in total sales revenue in
2002 is attributable to Olympic Dam where sales revenue is
forecast to decrease by A$141.5 million reflecting lower sales
volumes and lower realised copper prices as described below.

Offsetting, in part, the lower expected Olympic Dam
revenues is an increase in insurance revenues of A$56.9
million resulting from an A$80 million business interruption
insurance claim relating to the fire in the Olympic Dam
Copper and Uranium SX Circuits. Also impacting positively is
a combined A$43.6 million increase in forecast revenues
from the Queensland Fertilizer Operations and Hi-Fert,
reflecting the anticipated continued ramp-up of production at
the Queensland Fertilizer Operations, a strong domestic
selling season and successful marketing strategies
impacting favourably on Hi-Fert sales. Other revenue,
primarily consisting of minor asset sales, is forecast to
reduce by A$55.5 million.

EBITDA: Pro forma EBITDA (excluding currency and
commodity hedging losses) for WMC Resources for 2002 is
forecast to be A$683.4 million compared to A$775.4 million
in 2001, a fall of A$92.0 million. The Nickel Business Unit
and Olympic Dam are responsible for the forecast decrease
which has been partially offset by an anticipated improved
result in the Queensland Fertilizer Operations and lower
expenditure on exploration. 

EBIT: Pro forma forecast EBIT (excluding currency and
commodity hedging losses) for WMC Resources for 2002 is
A$144.1 million compared to A$294.2 million in 2001. The
A$150.1 million forecast decline comprises the A$92.0
million reduction in forecast EBITDA plus additional forecast
depreciation and amortisation charges of A$58.1 million.
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Currency and commodity hedging: A loss of A$290.9
million was recorded on currency and commodity hedging in
2001 as a result of realised exchange rates being lower than
dealt hedge contract exchange rates. The pro forma net
currency and commodity hedging loss for 2002 results from
the revaluation of the hedge book to the market rate at
Demerger as detailed in Note 6 to Table 1 in Section 7.12.2(b).

PRO FORMA RESULTS OF THE NICKEL BUSINESS UNIT

Revenue: The Nickel Business Unit’s forecast revenue
(excluding currency and commodity hedging losses) for 2002
is A$1,361.6 million compared with A$1,342.4 million in
2001. This is driven by forecast higher metal sales volumes
and realised Australian Dollar nickel prices in 2002 offset by
lower matte sales volumes. Sales of metal in 2002 are
forecast to increase by approximately 8.2% commensurate
with higher production. Sales of matte are forecast to be
approximately 27% lower in 2002 due to the combined
impact of lower production (during repairs to the acid plant
mist precipitator at the Kalgoorlie Nickel Smelter) together
with increased internal demand for matte from the Kwinana
Nickel Refinery. The average nickel price in 2002 is forecast
to rise by approximately 11% from US$2.70 per pound to
US$3.03 per pound. In Australian Dollars the nickel price is
forecast to increase by approximately 5.7% in 2002 from
A$5.23 per pound to A$5.59 per pound due to the increase
in the US Dollar nickel price partially offset by the forecast
stronger Australian Dollar relative to the US Dollar.

EBITDA: EBITDA (before commodity and currency hedging)
is forecast to fall from A$510.9 million in 2001 to A$470.9
million in 2002. The forecast reduction in EBITDA is
principally cost driven with the increased cost of third party
purchases the predominant factor. Third party purchases of
nickel-in-concentrate are forecast to increase by A$43.0
million in 2002 with a full year of purchases from Wannaway
and Location 48, and an increase in the average purchase
price of approximately A$0.12 per pound in line with the
increase in the forecast metal price.

EBIT: The Nickel Business Unit’s forecast EBIT in 2002 of
A$247.0 million is lower than the EBIT recorded in 2001 of
A$288.4 million. This result reflects the lower EBITDA
outlined above and a relatively consistent depreciation and
amortisation charge of A$223.9 million compared to A$222.5
million in 2001.

PRO FORMA FORECAST RESULTS OF OLYMPIC DAM

Revenue: Olympic Dam’s forecast revenue (excluding
currency and commodity hedging) for 2002 is A$771.7
million compared to A$913.2 million in 2001. The decline is
the result of anticipated reduced sales volumes of copper,
uranium and gold together with a forecast lower realised

copper price. The forecast reduced sales volumes are a
consequence of lower production during the year due to two
major factors. Firstly, damage from the fire that occured in
the Copper and Uranium SX Circuits in October 2001 has
not yet been fully rectified with production consequently
constrained. The rebuild of the Uranium SX Circuit is
scheduled to be completed in the last quarter of 2002 and
the Copper SX Circuit in April 2003. Secondly, water leaks
from cooling jackets in the flash furnace of the smelter have
also resulted in lower production. Realised prices for copper
are forecast to be A$0.10 per pound lower in 2002 with the
forecast decrease in the average LME spot price from
US$0.72 per pound in 2001 to US$0.71 in 2002 and the
stronger Australian Dollar relative to the US Dollar, forecast
to increase from US$0.51 to US$0.542.

EBITDA: Olympic Dam’s forecast EBITDA in 2002 of
A$302.9 million is A$87.5 million lower than 2001, principally
due to the A$141.5 million unfavourable variance in revenue
in 2002 relative to 2001, partially offset by forecast insurance
proceeds of A$80 million.

EBIT: The EBIT of Olympic Dam is forecast to fall from
A$222.6 million in 2001 to A$45.8 million in 2002.
Depreciation and amortisation costs are forecast to increase
from A$181.9 million in 2001 to A$257.1 million in 2002 due
to amortisation of A$26.6 million relating to the fair value
uplift and accelerated depreciation of idle and inactive assets
and the flash furnace in respect of the rebuild in 2003.

PRO FORMA RESULTS OF THE QUEENSLAND FERTILIZER OPERATIONS

Revenue: Revenue includes both Hi-Fert sales (Fertilizers’
wholly owned distribution business - see Section 7.4.2(f))
and third party sales by the Queensland Fertilizer
Operations. Total forecast revenue (excluding currency
hedging losses) in 2002 is A$426.0 million compared to
A$382.4 million in 2001.

At the Queensland Fertilizer Operations, sales are forecast to
increase to 876,312 tonnes in 2002, well in excess of 2001
sales of 670,902 tonnes. Higher production accounts for
approximately 91,000 tonnes of this increase with production
forecast at just over 82% of plant capacity compared to
73% in 2001. Production in 2002 has been limited by the
availability of sulphuric acid. The remainder of the increase in
sales volumes is expected to be sourced from third party
purchases to meet sales commitments and a draw-down of
stocks. Average prices in 2002 are forecast to be US$157
per tonne compared to US$147 per tonne in 2001, however
this increase is significantly offset by the impact of the
forecast stronger Australian Dollar relative to the US Dollar.
Hi-Fert is forecast to contribute significantly to the overall
increase in sales revenue in 2002 with Hi-Fert sales volumes
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almost 10% higher reflecting expected strong domestic
fertilizers demand and the implementation of successful
marketing strategies.

EBITDA: EBITDA (before currency hedging) is forecast to
increase from A$6.1 million in 2001 to A$26.9 million in 2002
with improved results in each of the Queensland Fertilizer
Operations and Hi-Fert. The majority of the increase is
attributable to Hi-Fert reflecting both higher sales volumes
and improved margins. At the Queensland Fertilizer
Operations, the improvement is due to the increase in sales
volumes together with lower unit operating costs.

EBIT: EBIT is forecast to improve from a loss of A$59.9
million in 2001 to a loss of A$19.6 million in 2002. The
A$40.3 million improvement comprises the A$20.8 million
increase in EBITDA in 2002 plus a decrease in depreciation
and amortisation from A$66.0 million in 2001 to A$46.5
million in 2002 due to the fair value adjustment to the assets
of the Queensland Fertilizer Operations, which is forecast to
result in an annual reduction in depreciation of A$17.6 million.

(iii) Management discussion and analysis of forecast
results of WMC Resources — 12 month period

ending 31 December 2003 compared to 12 month
period ending 31 December 2002

PRO FORMA CONSOLIDATED RESULTS

Revenues: Pro forma forecast sales revenue for the year
ending 31 December 2003 is forecast to increase A$169.3
million to A$2,819.8 million largely due to the Nickel
Business Unit and Olympic Dam.

EBITDA: The pro forma EBITDA of WMC Resources in 2003
is forecast to increase A$200.2 million to A$883.6 million
principally due to the A169.3 million increase in revenue and
an A$18.1 million reduction in corporate costs reflecting the
expected realisation of efficiencies introduced over the past
18 months. 

EBIT: Forecast EBIT for 2003 is A$355.2 million, a rise of
A$211.1 million from 2002 comprising the A$200.2 million
increase in forecast EBITDA plus a A$10.9 million decrease
in forecast depreciation and amortisation to A$528.4 million.

Currency and commodity hedging: The pro forma net
currency and commodity hedging result is forecast to move
from a loss of A$23.6 million in 2002 to a profit of A$32.6
million in 2003 due to the strengthening of the Australian
Dollar, taking into account the revaluation of the hedge book
to market exchange rates at 30 June 2002.

PRO FORMA RESULTS OF THE NICKEL BUSINESS UNIT

Revenue: Revenue for the Nickel Business Unit is forecast to
increase 12.1% to A$1,528.7 million in 2003. Production,
and subsequent sales volume, increases are forecast for

concentrate, matte and metal. Contributing to these
increases are forecast higher production at the Mount Keith
Operations and associated higher throughput at the
Kalgoorlie Nickel Smelter and the Kwinana Nickel Refinery. 
The nickel price is forecast to increase from US$3.03 per
pound in 2002 to US$3.40 per pound in 2003. In Australian
Dollars the nickel price is forecast to increase by
approximately 6% in 2003 to A$5.86 per pound due to the
increase in the US Dollar nickel price partially offset by the
weaker US Dollar relative to the Australian Dollar.

EBITDA: In 2003, EBITDA is forecast to increase to A$628.3
million as a result of higher sales volumes of all nickel
products, marginally higher nickel prices and lower unit
operating costs. Contributing to lower unit costs are reduced
costs of third party purchases and lower mining costs at the
Mount Keith Operations.

EBIT: In 2003, EBIT is forecast to increase A$131.9 million to
A$378.9 million. Offsetting the A$157.4 million increase in
forecast EBITDA is a A$25.5 million increase in depreciation
and amortisation charge to A$249.4 million. The increase is
mainly due to increased amortisation at the Leinster Nickel
Operations, from increased mining of the Harmony ore body,
and at the Mount Keith Nickel Operations from an increase
in the amortisation rate per tonne.

PRO FORMA RESULTS OF OLYMPIC DAM

Revenue: Olympic Dam’s revenue in 2003 is forecast to
increase to A$839.5 million. The A$67.8 million increase is a
function of a higher forecast copper price in conjunction with
higher sales volumes for copper, uranium and gold. Despite
the Copper SX Circuit not being back on line until April 2003
and a major smelter shutdown for 40 days scheduled in the
second half of 2003, production is forecast to increase to
approximately 196,000 tonnes supporting a 6.0% increase in
copper sales volumes. With the Uranium SX Circuit being
operational for the full year, uranium production is forecast to
increase significantly to 4,157 tonnes supporting a 10.2%
increase in uranium sales volumes. Copper prices are also
forecast to rise in 2003 to average US$0.78 per pound
compared to an average of US$0.71 per pound in 2002.

EBITDA: EBITDA in 2003 is forecast to decrease A$9.5
million to A$293.4 million.

EBIT: In 2003, EBIT is forecast to increase to A$77.4 million,
a rise of A$31.6 million from 2002. The forecast increase
comprises a A$9.5 million fall in EBITDA together with a
reduction in depreciation and amortisation from A$257.1
million in 2002 to A$216.0 million in 2003, due to the
reduced effect of the accelerated depreciation of
certain assets.
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PRO FORMA RESULTS OF THE QUEENSLAND FERTILIZER OPERATIONS

Revenue: Total sales revenue is forecast to increase to
A$447.7 million in 2003. The increase is solely attributable to
the Queensland Fertilizer Operations with forecast Hi-Fert
sales revenue in 2003 equal to that of 2002. At the
Queensland Fertilizer Operations, sales volumes are
expected to decline by just under 3,000 tonnes despite an
increase in production to 870,000 tonnes. During 2002,
significant sales are forecast to be sourced from third party
purchases and a draw-down of stocks. DAP prices are
forecast to increase from US$157 per tonne in 2002 to 
US$175 per tonne in 2003.

EBITDA: EBITDA is forecast to increase further to A$47.6
million in 2003 reflecting higher realised prices with total
cash production costs remaining relatively constant.

EBIT: In 2003, EBIT is forecast to improve by A$14.5 million
to a loss of A$5.1 million.

(iv) Management discussion and analysis of pro forma
forecast removing Olympic Dam production constraints
— 12 month period ending 31 December 2003

The pro forma forecast removing Olympic Dam production
constraints presented in Section 7.12.2(d) removes the
production constraints resulting from the furnace reline and
Copper SX Circuit rebuild discussed in Section 7.3.3(d)
and results in revenue for Olympic Dam of A$966.9
million, EBITDA of A$381.6 million and EBIT of A$163.6
million in 2003.

The smelter furnace at Olympic Dam is required to be relined
above the hearth every four to six years. The next scheduled
reline takes place in 2003. The 2003 pro forma forecast
includes a reline of the Olympic Dam smelter furnace and
ancillary capital works timed to coincide with the smelter
shutdown, which will significantly reduce the level of refined
copper production and increase the capital expenditure
which would otherwise be expected from this operation in a
year where relining of the flash furnace was not required.
Planned production outage for the reline, and constraints on
production capacity leading up to the reline, will reduce
refined copper production for 2003. The rebuild of the
Copper SX Circuit is scheduled to be completed in April
2003, further reducing the 2003 refined copper production.
The combined impact on production is 39,000 tonnes.

Without the impediments of the reline and the Copper SX
Circuit rebuild, Olympic Dam could operate at capacity
which, after completion of Optimisation 3 (as described in
Section 7.3.3(a)) scheduled for the end of December 2002, 
is expected to be 235,000 tonnes a year. The pro forma
forecast removing Olympic Dam production constraints
represents full production and the associated sale of 235,000
tonnes of refined copper in the 2003 year as compared to
196,000 tonnes in the 2003 pro forma forecast.  

The pro forma forecast removing the Olympic Dam
production constraints assumes that the 2003 pro forma
forecast results of all other operations in the WMC
Resources Group, except for Olympic Dam, are unchanged.

Revenue: The pro forma forecast revenue removing Olympic
Dam production constraints in 2003 is A$966.9 million, an
increase of A$127.4 million from the base production
constrained case. The higher revenue is entirely due to
increased sales volumes of copper and gold, 39,000 tonnes
higher at 235,000 tonnes and 15,000 ounces higher at
101,960 ounces respectively. There has been no change to
the price assumptions.

EBITDA: The pro forma forecast EBITDA removing Olympic
Dam production constraints in 2003 is A$381.6 million, an
increase of A$88.2 million from the base production
constrained case. Offsetting the higher revenues are
additional variable costs incurred of approximately A$30.0
million and stock draw-downs of approximately A$22.0
million, less a reduction in third party purchases to satisfy
sales contracts of A$11.0 million.

EBIT: The pro forma forecast EBIT removing Olympic Dam
production constraints in 2003 is A$163.6 million, an
increase of A$86.2 million from the base production
constrained case. The variance is a function of the A$88.2
million increase in EBITDA less some additional mine
property and development amortisation associated with the
increased production rate.

(v) Key assumptions underlying the WMC Resources 
pro forma forecasts

In forecasting earnings for 2002 and 2003, the WMC
Directors have made the following key assumptions:

7. INFORMATION ON WMC RESOURCES

7.12 FINANCIAL INFORMATION ON WMC RESOURCES



128

PART B THE DEMERGER AND THE OPTION SCHEME

(A) REVENUE ASSUMPTIONS

In forecasting the sales revenue, the following sales volumes
have been assumed:

Sales volume assumptions
PRO FORMA 
FORECAST
REMOVING 

OLYMPIC DAM 
PRO FORMA PRO FORMA PRODUCTION
FORECAST FORECAST CONSTRAINTS

2002 2003 2003

Nickel (kt)

- concentrate 14 15 15

- matte 25 32 32

- metal 66 67 67

Copper (kt) 185 196 235

Uranium (t)(1) 3,888 4,285 4,285

Gold (koz) 75 87 102
Queensland
Fertilizer Operations
fertilizer (kt) 876 874 874

(1) Pro forma forecast uranium sales for 2002 includes purchased
and borrowed uranium to meet sales contract obligations.

In forecasting the sales revenue the following commodity
prices (nominal US$) have been assumed: 

Commodity price assumptions
PRO FORMA PRO FORMA 
FORECAST FORECAST(1)

2002 2003

Nickel US$/lb 3.03 3.40

Copper US$/lb 0.71 0.78

DAP/MAP US$/tonne 157 175

Gold US$/ounce(2) 300 315

(1) Consistent commodity price assumptions have been applied for
the pro forma forecast removing Olympic Dam production
constraints.

(2) Commodity hedges for 83,000 ounces of gold at an average
price of A$525 per ounce mature during 2002 and commodity
hedges for 80,000 ounces of gold at an average price of A$548
per ounce mature during 2003.

Uranium oxide is generally sold on long-term contracts.
Pricing is a mixture of base prices adjusted by Consumer
Price Index escalation or formulae comprising several pricing
indices including some spot prices.

(B) CURRENCY AND COMMODITY HEDGING ASSUMPTIONS

No new currency and commodity hedge contracts will be
taken out and all material hedge contracts are novated to
WMC Resources at Demerger.

(C) AMORTISATION OF FAIR VALUE ADJUSTMENT

In accordance with WMC Resources’ proposed accounting
policies, the fair value adjustment for Olympic Dam will be
amortised over the period during which the related benefits

are expected to arise, and the fair value adjustment to the
Queensland Fertilizer Operations is credited over the
effective useful lives of its property, plant and equipment.

(D) BORROWING COSTS ASSUMPTIONS

Borrowing costs, representing debt interest costs, 
are at an average rate of 4.1% a year for the year ending 
31 December 2002 and 4.3% for the year ending 
31 December 2003. WMC Resources’ cost of finance
reflects WMC Resources’ preliminary credit rating from
Standard & Poor’s of BBB.

(E) TAXATION ASSUMPTIONS

Taxation assumptions reflect a forecast tax rate of 30% in
the years ending 31 December 2002 and 2003. The forecast
net tax benefit/(expense) includes the impact of permanent
differences.

(F) GENERAL ASSUMPTIONS FOR WMC RESOURCES

The WMC Directors have also made the following general
assumptions for the WMC Resources forecasts in addition to
those outlined above:

• an increase in the Consumer Price Index of 3% a year
over the forecast period;

• the following US Dollar/Australian Dollar exchange rates:

PRO FORMA PRO FORMA
FORECAST FORECAST 

2002 2003(1)

US Dollar/Australian Dollar

Exchange Rate 0.542 0.58

(1) Consistent exchange rate assumptions have been applied for the
pro forma forecast removing Olympic Dam production constraints.

• no changes of a material nature to WMC Resources’
accounting policies or to Australian Accounting Standards,
Statements of Accounting Concepts or other mandatory
professional reporting requirements including Urgent
Issues Group Consensus Views and the Corporations Act
which could have a material effect on WMC Resources’
forecast financial results and cash flows;

• no significant changes in legislation, regulatory
requirements or government policy, or to the political or
economic environment in Australia and the markets in
which WMC Resources operates;

• no significant industrial, contractual, competitive or
political disturbances impacting WMC Resources and
the continuity of its operations;

• no material environmental losses or material legal claims;

• no significant change to the competitive landscape 
of the industries in which WMC Resources will have 
an interest; and

• no change in taxation legislation which will have a
material impact on WMC Resources’ forecast financial
results and cash flows.
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TABLE 2 SENSITIVITY ANALYSIS - WMC RESOURCES

A GAAP (A$ million)
IMPACT ON PRO FORMA

FORECAST NPAT REMOVING 
IMPACT ON PRO FORMA OLYMPIC DAM PRODUCTION 

FORECAST NPAT CONSTRAINTS
Year ending Year ending

31 December 2003 31 December 2003

Commodity prices

+/- US$0.15/pound movement in Nickel Metal price 36.6 36.6

+/- US$0.05/pound movement in Copper price 26.9 32.1

+/- US$10/tonne movement in DAP price 10.9 10.9

Exchange rates

+ US$0.01 movement in US Dollar/Australian Dollar 

exchange rate (21.4) (23.2)

- US$0.01 movement in US Dollar/Australian Dollar 

exchange rate 22.3 24.1

+ US$0.02 movement in US Dollar/Australian Dollar 

exchange rate (42.3) (45.6)

- US$0.02 movement in US Dollar/Australian Dollar 

exchange rate 45.6 49.1

+ US$0.05 movement in US Dollar/Australian Dollar 

exchange rate (100.2) (108.1)

- US$0.05 movement in US Dollar/Australian Dollar 

exchange rate 121.2 130.4

Commodity prices for WMC Resources’ products are quoted in US Dollars. In addition certain costs borne by WMC Resources are

denominated in US Dollars. Consequently WMC Resources’ results are impacted by the US Dollar/Australian Dollar exchange rate. 

An appreciation of the Australian Dollar relative to the US Dollar would be expected to have an adverse effect on WMC Resources’ results. 

Table 2 presents the impact on pro forma forecast NPAT for 2003 of a US$0.01, US$0.02 and US$0.05 movement in the average 

US Dollar/Australian Dollar exchange rate in 2003. Due to the commodity and currency hedging contracts currently held by WMC 

(and to be held by WMC Resources), movements in the US Dollar/Australian Dollar exchange rate do not have a linear impact on NPAT.
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(vi) Sensitivity analysis of WMC Resources pro forma
forecasts

The forecasts are sensitive to variations in a number of key
commodity price and exchange rate assumptions. Table 2
highlights the impact of certain variations in commodity
prices and the exchange rate on pro forma forecast NPAT for
2003 as presented in Table 1.

Care should be taken in interpreting these sensitivities as
they consider movements on an isolated basis. In most
cases, changes in key assumptions are interdependent.

Further, in the normal course of business, management
would be expected to respond to any adverse changes in
these key variables to minimise the net effect on WMC
Resources’ financial performance. 

(vii) Non-recurring items impacting pro forma forecast
results

The pro forma forecast results presented in Table 1 have
been adjusted to exclude the impact of the non-recurring
items set out in Table 3.
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TABLE 3 NON-RECURRING ITEMS

A GAAP (A$ million)
PRO FORMA FORECAST

Year ending 31 December 2002

Profit on sale of 
Central Norseman Gold 
Corporation Limited(1) 25.1

Sale of right to gold royalty(2) 15.4

Termination of interest rate swaps(3) 75.9

Olympic Dam insurance receivable 
relating to damage to the Copper 
and Uranium SX Circuits(4) 40.0

Demerger costs expensed(5) (37.1)

Profit on sale of Long Victor(6) 12.0

Total non-recurring items 131.3

(1) In January 2002, WMC sold its interest in Central Norseman
Gold Corporation Limited for a profit of A$25.1 million
recognised in the six months ended 30 June 2002.

(2) WMC’s right to a royalty from the St Ives and Agnew Gold
Operations was sold in June 2002 for a profit of A$15.4 million
recognised in the six months ended 30 June 2002.

(3) A series of interest rate swaps were terminated in December
2001 and January 2002 prior to the maturity dates of the
contracts. Proceeds from the termination were received in
December 2001 (A$11.3 million) and in the six months to June
2002 (A$71.2 million). During the first half of 2002 a decision was
made that the borrowings to which the interest rate swaps had
related would be repaid, resulting in a profit from the swaps of
A$75.9m being recognised in the six months to 30 June 2002. 

(4) Excluded from the pro forma forecast for Olympic Dam is A$40
million in relation to the expected revenue receivable from a
materials damage insurance claim lodged in relation to the
rebuild of the Copper and Uranium SX Circuits as a result of a
fire in October 2001. The forecast insurance claim amount is a
conservative estimate based on the current documentation
provided to WMC by its insurers and WMC’s response to that
documentation. The actual amount is still the subject of
discussions between WMC and its insurers.

(5) Financial advisory, legal, accounting and other advisory and
experts fees and the cost of the possible novation of some of
WMC’s hedge contracts of A$37.1 million are expected to be
incurred and expensed during 2002 in relation to the Demerger.  

(6) Part of the Nickel Business Unit strategy is to divest mature
nickel mines at Kambalda. The Long Victor mine at Kambalda
was sold to Lightning Nickel Pty Ltd for a profit of A$12.0 million
in September 2002. 

(d) Pro forma historical cash flows for the years ended
31 December 1999, 2000 and 2001 and pro forma
forecast cash flows for the years ending
31 December 2002 and 2003 for WMC Resources
(in A$ and A GAAP)

(i) Basis of preparation
Table 4 summarises the pro forma historical cash flows of
the businesses that comprise WMC Resources for the years
ended 31 December 1999, 2000 and 2001 as if WMC
Resources had been separately preparing its cash flows 
and the pro forma forecast cash flows for the years ending 
31 December 2002 and 2003.  

The pro forma historical cash flows have been presented to
net operating and investing cash flows before borrowing
costs, financing activities and income tax and exclude any
cash flows arising from discontinued operations.

The pro forma forecast cash flows have been presented to
net cash flows before financing activities.

In order to present a meaningful full year comparison, the
2002 forecast cash flows have been prepared as if the pro
forma transactions identified in Section 7.12.2.(c)(i) had
occurred as at 1 January 2002. 

(ii) Management discussion and analysis of WMC
Resources historical pro forma cash flows

Working capital: During 2001, working capital decreased
due to a reduction in debtors following an overall decrease in
nickel sales and the nickel price, and a reduction in copper
sales in the months preceding balance date due to the fire in
the Olympic Dam Copper and Uranium SX Circuits. During
2000, working capital increased due to an increase in debtors
in line with increased sales at Olympic Dam following an
expansion and a decrease in creditors due. There was no
substantial movement in working capital during 1999. 

Currency and commodity hedging: The increase in hedge
payments from A$45.2 million in 1999 to A$344.6 million in
2000 largely relates to currency hedges and was due to a
decrease in the average US Dollar/Australian Dollar spot rate
from US$0.65 to US$0.59 and an increase in the US Dollar
hedge amounts expiring in 2001. Additionally, the nickel
price spike in 2000 resulted in a payment in relation to
commodity hedges of A$74.7 million. While the US Dollar
amount of hedges expiring in 2001 decreased from 2000,
the drop in the average exchange rate from US$0.59 to
US$0.52 kept the cash payment relating to hedging losses
above A$300 million for the year.

Non cash items: Non cash items in 1999, 2000 and 2001
consist of profits or losses on the sale of non-current assets,
write-downs in the value of inventory, unrealised exchange
gains or losses and research and development costs written
off. The profit adjustment in 2001 relates to the profit on the
sale of mining tenements in Brazil.

Capital expenditure: Capital expenditure in 1999, 2000 and
2001 relates to payments for the purchase of property, plant
and equipment and mine development expenditure. Capital
expenditure in 1999 also included expenditure associated
with the construction of the Queensland Fertilizer Operations
and completion of the Olympic Dam expansion project (see
Section 7.4.2(a) and 7.3.3(a) respectively). Capital
expenditure in 2000 included A$75.2 million to complete the
Queensland Fertilizer Operations project. 
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Other investing cash flows: Other investing cash flows in
2001 mainly relate to proceeds from the sale of non-current
assets, most significantly A$37.6 million relating to the sale
of the Mittel nickel tenement in 2000. Other investing cash
flows in 2001 also include proceeds from insurance claims at
Olympic Dam for a fire in 1999 and at the Queensland

Fertilizer Operations, offset by payments for evaluation
expenditure related to the acquisition of Yakabindie.

In 1999 other investing cash flows consisted of proceeds
from the sale of non-current assets offset by payments for
evaluation expenditure.
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TABLE 4 PRO FORMA CONSOLIDATED CASH FLOWS OF WMC RESOURCES

Pro forma forecast removing Olympic Dam production constraints
The pro forma forecast EBITDA and capital expenditure for Olympic Dam in 2003 will be impacted by plans to reline the Olympic Dam furnace
in the second half of 2003, production constraints leading up to the reline and the completion of the rebuild of the Copper SX Circuit as
discussed in Section 7.12.2(c). The 2003 pro forma forecast removing Olympic Dam production constraints in this table has been presented to
demonstrate the forecast cash flows of WMC Resources on the basis that the reline and associated decline in production did not occur in
2003 and that the Copper SX Circuit was in operation all year. Refer to further discussion and analysis set out in Section 7.12.2(c)(ii) and the
description of assumptions underlying the forecasts in Section 7.12.2(c)(iv).

PRO FORMA FORECAST
REMOVING 

OLYMPIC DAM 
PRODUCTION 

PRO FORMA HISTORICAL PRO FORMA FORECAST CONSTRAINTS
Year ended Year ending Year ending

31 December 31 December 31 December
A GAAP (A$ million) 1999 2000 2001 2002(1) 2003 2003

EBITDA from continuing 

operations (excluding currency 

and commodity hedging 

gains/(losses)) (Table 1) 393.5 1,354.5 775.4 683.4 883.6 971.8

Movements in working capital(2) (33.8) (122.9) 218.3 (98.3) (11.8) 9.2

Currency and commodity hedging 
payments falling due (45.2) (344.6) (328.7) (157.2) (94.9) (94.9)

Non cash items 7.1 50.3 (2.9) 28.0 22.0 22.0

Capital expenditure (886.6) (375.2) (357.0) (454.4) (593.5) (380.5) 

Other investing cash flows 80.0 (0.4) 38.3 7.7 0.3 0.3

Net cash flow before borrowing 

costs, tax and financing activities (485.0) 561.7 343.4 9.2 205.7 527.9

Net borrowing costs (58.1) (55.5) (48.5)

Interest rate swap 71.2 – – 

Income tax paid (4.5) (1.5) (1.5)

Net cash flow before financing activities 17.8 148.7 477.9

(1) The pro forma forecast cash flows for the year ending 31 December 2002 have been prepared as if the WMC Resources Group had existed in
its post-Demerger form from, and the pro forma transactions and events described in Section 7.12.2(c)(i) occurred on, 1 January 2002. 
The pro forma forecast cash flows for the year ending 31 December 2002 comprise pro forma historical cash flows for the six months 
ended 30 June 2002 and pro forma forecast cash flows for the six months ending 31 December 2002.

(2) The movements in working capital represent movements in net current assets between periods. Cash and borrowings have been excluded from
these movements.

(3) The pro forma forecast cash flows exclude certain non-recurring cash outflows incurred by WMC Resources as a result of the Demerger,
including:

• various Demerger transaction costs amounting to A$126.8 million, including stamp duty incurred as part of the corporate restructuring of
WMC (A$23.7 million), costs relating to the refinancing of WMC’s debt and hedge book (A$65.9 million) and advisory fees (A$32.6 million) 
(see Section 4.4.2); and

• cash flows in relation to the repurchase of WMC’s outstanding US debt securities representing the difference between the market value of
the securities and their face value (estimated to be between A$134.2 million and A$149.1 million, depending on, among other things, the
number of US debt securities repurchased and the prevailing US Treasury rates used to calculate the repurchase price – the consent fee
component of the repurchase price is included in the total transaction costs described above). The tender and consent process to
repurchase the US debt securities is described in Section 5.5.4(b). Most of the net cash outflows in relation to the repurchasing of WMC’s
outstanding US debt securities will subsequently be mitigated by the benefit of lower interest rates which are expected to be obtained under
the funding arrangements put in place to refinance the debt.
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(iii) Management discussion and analysis of WMC 
Resources’ forecast pro forma cash flows

Working capital: The forecast increase in working capital in
2002 includes an insurance receivable at Olympic Dam of
A$58.0 million relating to the fire at the Copper and Uranium
SX Circuits in October 2001. In addition, concentrate stocks
at Olympic Dam are forecast to rise by A$30.0 million. These
working capital increases will be partly offset by a A$33.0
million forecast increase in trade creditors resulting from third
party uranium purchases required to meet contractual
commitments and increasing capital expenditure in the last
quarter of 2002. Working capital in the Nickel Business Unit
is forecast to increase by A$68.0 million due to increased
purchases of third party concentrate stock at the Kambalda
Nickel Operations and the impact on receivables from higher
prices and sales volumes in the final months of 2002.

Currency and commodity hedging: The forecast reduction
in currency and commodity hedging payments in 2002 to
A$157.2 million is attributable to both the decrease in the
quantum of US Dollar forward hedge positions and the
realised exchange rates in the respective years. US$629.1
million in forward hedge positions matured during 2001
compared to US$294 million in 2002. The average US
Dollar/Australian Dollar exchange rate of US$0.52 in 2001
was also lower than the forecast average of US$0.542 for
2002 resulting in reduced losses in 2002 with the average
US Dollar/Australian Dollar exchange rate on the hedge
positions approximating US$0.67 in both years.

Cash outflow is forecast to reduce in 2003 to A$94.9 million
due to the higher forecast exchange rate of US$0.58 and a
A$35.9 million reduction in the quantum of US Dollar forward
hedge positions.

Non-cash items: Non-cash items principally represent the
write-down of low grade ore mined at Mount Keith.

Capital expenditure: Forecast capital expenditure in 2002 
of A$454.4 million includes A$120.0 million on the rebuild of
the Copper and Uranium SX Circuits at Olympic Dam. 
The forecast cost of this project across 2002 and 2003 is
approximately A$250 million. A further A$37.0 million is
forecast to be spent in 2002 on Optimisation 3 at Olympic
Dam which commenced in 2001. 

In 2003, capital expenditure is forecast to rise to A$593.5
million. The increase is due to the reline of the furnace at
Olympic Dam and de-bottlenecking at Mount Keith.

Other investing cash flows: Other investing cash flows
forecast at A$7.7 million in 2002 represent proceeds from the
sale of minor non-current assets throughout the operations.

PRO FORMA FORECAST CASH FLOWS REMOVING OLYMPIC DAM 

PRODUCTION CONSTRAINTS

Working capital: The decrease in working capital for the pro
forma forecast removing Olympic Dam production constraints
is due to a draw-down of stock of A$22.0 million.

Capital expenditure: The capital expenditure for the 
pro forma forecast removing Olympic Dam production
constraints excludes the forecast capital expenditure for the
reline of the furnace and the rebuild of the Copper SX Circuit
at Olympic Dam of approximately A$235 million. This
reduction in capital expenditure has been partially offset by
A$22.0 million of sustaining capital expenditure which
management would expect to spend at Olympic Dam if there
was no reline of the smelter.

(e) Pro forma consolidated statement of net assets as at
30 June 2002 (in A$ and A GAAP)

(i) Basis of preparation of statement of net assets
Set out in Table 4 is a summary pro forma consolidated
statement of net assets for WMC Resources, which has
been prepared based on the balance sheet of WMC as at 
30 June 2002. The pro forma statement of net assets has
been prepared as if the following transactions and events,
which are to take place on or before the Demerger Date, 
had occurred as at 30 June 2002:

• The settlement of inter-company debts between
companies that will be subsidiaries of Alumina Limited
and those that are to become part of the WMC
Resources Group as a result of the Demerger by
converting the net amount owing to equity.

• The allocation of approximately A$20.8 million of cash
and A$600 million of existing WMC debt to Alumina
Limited (see Section 5.5.4). 

• The steps required to effect the Demerger described in
Section 5.1.2, including the internal restructuring of
WMC as described in Section 5.5.1, as follows:

– the identifiable assets acquired and the identifiable
liabilities assumed by WMC Resources in acquiring
all of the shares held by WMC in its non-AWAC
subsidiaries at the time of the Demerger, including
ODC, Fertilizers, WMC Finance, WMC Finance
(USA) and WMC Resources International Pty Ltd,
measured at their fair values as at 30 June 2002;
and

– stamp duty costs of approximately A$23.7 million
which form part of WMC Resources’ cost of
acquiring WMC’s non-AWAC assets.

• As described in Section 5.1.2, the payment by WMC
(which will then be known as Alumina Limited) of the
Share Scheme Dividend of A$0.73 per WMC Share and
the reduction to its share capital by the Reduction
Amount of A$2.78 per WMC Share, both of which are



B

133

TABLE 5 PRO FORMA CONSOLIDATED STATEMENT OF NET ASSETS OF WMC RESOURCES

A GAAP (A$ million)
REPORTED PRO FORMA PRO FORMA

NET ASSETS NET ASSETS AT NET ASSETS
As at BOOK VALUE ACQUISITION AND As at

30 June 2002 SEPARATION OF As at DEMERGER 30 June 2002
(WMC) ALUMINA LIMITED(2) 30 June 2002  ADJUSTMENTS(3) (WMC Resources)(4)

A B C D E

Current assets

Cash 113.7 (72.2) 41.5 - 41.5

Receivables 538.3 - 538.3 9.3 547.6

Inventories 481.9 - 481.9 - 481.9

Other 198.6 - 198.6 (91.7) 106.9

Total current assets 1,332.5 (72.2) 1,260.3 (82.4) 1,177.9

Non-current assets

Receivables 358.6 - 358.6 (23.6) 335.0

Investment in AWAC 1,605.8 (1,605.8) - - -

Inventories 83.1 - 83.1 - 83.1

Exploration and evaluation 62.3 - 62.3 - 62.3

Property, plant and equipment 4,630.4 - 4,630.4 995.3 5,625.7

Other 1,049.6 (3.4) 1,046.2 (976.4) 69.8

Total non-current assets 7,789.8 (1,609.2) 6,180.6 (4.7) 6,175.9

TOTAL ASSETS 9,122.3 (1,681.4) 7,440.9 (87.1) 7,353.8

Current liabilities

Accounts payable 453.4 (1.2) 452.2 82.5 534.7

Interest bearing liabilities 467.6 (267.6) 200.0 - 200.0

Provisions 74.5 - 74.5 - 74.5

Other 20.3 - 20.3 - 20.3

Total current liabilities 1,015.8 (268.8) 747.0 82.5 829.5

Non-current liabilities

Accounts payable 914.2 - 914.2 46.4 960.6

Interest bearing liabilities 1,633.4 (332.4) 1,301.0 198.2 1,499.2

Provisions 541.9 (4.5) 537.4 - 537.4

Other 2.8 - 2.8 - 2.8

Total non-current liabilities 3,092.3 (336.9) 2,755.4 244.6 3,000.0

TOTAL LIABILITIES 4,108.1 (605.7) 3,502.4 327.1 3,829.5

Minority interest 0.8 - 0.8 - 0.8

NET ASSETS/

SHAREHOLDERS’ EQUITY(1) 5,013.4 (1,075.7) 3,937.7 (414.2) 3,523.5

(1) The pro forma statement of net assets has been presented to net assets only and does not include a breakdown of shareholders equity as the
entities which will comprise the WMC Resources Group post-Demerger currently operate under a different capital structure which will be
impacted by the actual share capital on issue at Demerger Date. A pro forma presentation of the composition of shareholders’ equity is
therefore not considered to be meaningful or appropriate.

(2) Column B includes adjustments to exclude balances relating to entities comprising the Alumina Limited Group post-Demerger, 
including the allocation of approximately A$600 million of existing WMC debt and A$20.8 million of cash to Alumina Limited. 
The cash allocated to Alumina Limited will be used to fund the payment of Alumina Limited’s share of AWAC’s acquisition 
of Reynolds Metals Company’s 5% interest in MRN and 6% interest in Halco. Refer to Section 6.6.2(d).
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automatically applied in consideration for the transfer of
one WMC Resources Share for each WMC Share.
Based on the number of WMC Shares on issue at 
30 June 2002 (being 1,112,419,643), this results in a
total share capital for WMC Resources of approximately
A$3,908 million. The share capital balance at the
Demerger Date may vary as a result of WMC Options
being exercised after 30 June 2002.

Differences between the reported balances for WMC and the
pro forma balances in column C of Table 5 relate to 
the exclusion of all balances pertaining to entities forming the
Alumina Limited Group post-Demerger. These adjustments
are either not material, are adequately explained in the
description of pro forma transactions above or are explained
in Note 2 to Table 5. The acquisition adjustments in column D
of Table 5 are explained in the notes to the table.
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(3) Column D includes adjustments to measure the acquisition of WMC’s non-AWAC subsiduaries, including ODC, Fertilizers, WMC Finance, and
WMC Finance (USA) at fair value and to recognise certain liabilities arising from the Demerger as follows:

• property, plant and equipment: net uplift of A$995.3 million to measure Fertilizers and Olympic Dam property, plant and equipment at fair
value as at 30 June 2002 (see Section 7.12.2(f));

• current and non-current receivables, other assets (deferred losses) and accounts payable: adjustment to measure currency and commodity
hedge contracts and interest rate forward contracts at fair value as detailed in the table below;

• other current assets: adjustment to write off capitalised borrowing costs of A$9.4 million;

• other non-current assets: adjustment of A$260.0 million to reduce future tax benefits previously recognised for accounting purposes 
in relation to certain carried forward tax losses that do not meet the virtual certainty test pursuant to AASB1020 Income Taxes
post-Demerger. See further discussion on tax losses in Section 4.6.4;

• current accounts payable: accrual for stamp duty payable of A$23.7 million on the acquisition of ODC and Fertilizers and an accrual for 
remaining demerger costs not incurred prior to 30 June 2002 of A$28.4 million, including financial, legal, accounting and other advisory and
experts fees and costs relating to the possible novation of some of WMC’s hedge contracts; and

• non-current interest bearing liabilities: adjustment of A$198.2 million to measure debt at fair value based on recent estimates of the cost of
repurchasing the US debt securities.

Adjustment to measure hedge book at fair value

A GAAP (A$ millions)
REPORTED HEDGE PRO FORMA HEDGE
BOOK BALANCES BOOK FAIR VALUES
As at 30 June 2002 ACQUISITION As at 30 June 2002

(WMC) ADJUSTMENTS (WMC Resources)

Receivables – current 60.1 9.3 69.4

Receivables – non-current 346.4 (23.6) 322.8

Other assets (deferred losses) – current* 82.3 (82.3) -

Other assets (deferred losses) – non-current 716.4 (716.4) -

Accounts payable – current (166.9) (30.4) (197.3)

Accounts payable – non-current (859.5) (46.4) (905.9)

Net position 178.8 (889.8) (711.0)

* Includes A$15.4 million realised deferred gain on interest rate forward.
(4) Notes to the pro forma statement of net assets are set out in Section 7.12.2(g).

(f) Accounting implications of internal restructuring
As part of the internal restructuring required to give effect to
the Demerger, WMC Resources will acquire from WMC all of
the shares WMC holds in a number of its subsidiaries,
including the entities which hold Olympic Dam and the
Queensland Fertilizer Operations.

Accounting Standard AASB 1015 requires that acquisitions
which represent a reconstruction within an economic entity
be measured at the cost of acquisition, with the identifiable
assets acquired and liabilities assumed measured at their fair
values as at the acquisition date. Under the standard, fair
value means the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable,

willing parties in an arm’s length transaction. Any difference
between the cost of acquisition and the fair value of the
identifiable assets acquired must then be accounted for in
accordance with Accounting Standard AASB 1013
‘Accounting for Goodwill’.

For the purpose of the financial statements presented in this
Section 7.12.2 (which are prepared in accordance with 
AASB 1013 and AASB 1015), WMC has determined the fair
value, as at 30 June 2002, of each entity which WMC
Resources will acquire, the most significant of which are
those holding Olympic Dam and the Queensland Fertilizer
Operations.
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The WMC Directors are responsible for the estimates of fair
values adopted herein. The fair values of Olympic Dam and
the Queensland Fertilizer Operations have been estimated
using discounted cash flow methodology. The production
rates and operating and capital costs assumed in the cash
flow models are based on WMC’s strategic case for each
operation. Commodity price and exchange rate assumptions
are consistent with the forecasts herein for years 2002 and
2003, and thereafter are based on consensus long-term
economic forecasts. The cash flow models project cash
flows in US Dollar terms from 1 July 2002 onwards, which
are discounted at the estimated weighted average cost of
capital applicable to each operation. The net present value in
US Dollars as at 30 June 2002 is translated to Australian 
Dollars at the closing exchange rate of US$0.5664.

In respect of the Queensland Fertilizer Operations, delays in
commissioning and handover from contractors of major
production units resulted in the total capital installed for the 
Queensland Fertilizer Operations project escalating beyond
original estimates. In addition, substantial excess capacity
has developed in the global fertilizers industry since
commitment to the project was made, leading to a weaker
outlook for DAP prices. These factors have resulted in the
estimated fair value of the Queensland Fertilizer Operations
being less than book value.

It is important to note that the estimated fair values for
Olympic Dam and the Queensland Fertilizer Operations apply
to the two as separate, stand-alone entities and therefore do
not purport to be consistent with the value which an acquirer
might be prepared to pay if acquiring WMC Resources as a
whole. In particular, an acquirer may be prepared to pay an
amount which is greater than the aggregate of the fair values
of WMC Resources’ separate assets for reasons including the
recognition of the availability of the assets as a portfolio, the
synergies available from operating the assets as a portfolio,
and the synergies that an acquirer could achieve by
integrating the portfolio of assets with its existing assets.

Accordingly, the estimated fair values determined for 
the purposes of the pro forma financial statements presented
in this Section 7.12.2 will not necessarily be consistent
conceptually with an estimate of the full underlying value of
WMC Resources.

(g) Notes to the pro forma consolidated statement of net
assets of WMC Resources

A$ million PRO FORMA 
As at 

30 June 2002

Note 1. CURRENT ASSETS – CASH
Cash at bank and on hand 31.4

Short-term deposits (maturity of 

three months or less) 10.1

41.5

Note 2. CURRENT ASSETS – RECEIVABLES
Trade debtors 273.1

Provision for doubtful debts (6.0)

267.1

Other debtors 211.3

Provision for doubtful debts (0.2)

211.1

Debtors relating to hedging contracts 69.4

547.6

Note 3. CURRENT ASSETS – INVENTORIES
Stores at cost 66.5

Provision for obsolescence (1.1)

65.4

Trading stocks at cost 169.2

Trading stocks at net realisable value 14.0

Work-in-progress at cost 226.7

Work-in-progress at net realisable value 6.6

416.5

481.9

Note 4. CURRENT ASSETS – OTHER
Prepayments 89.8

Short-term deposits (maturity of over three 

months and up to 12 months) 17.0

Other 0.1

106.9

Note 5. NON-CURRENT ASSETS – RECEIVABLES
Loans and debtors 12.2

Debtors relating to hedging contracts 322.8

335.0

Note 6. NON-CURRENT ASSETS – INVENTORIES
Stores 46.9

Provision for obsolescence (14.1)

32.8

Stocks

Work-in-progress at cost 28.5

Work-in-progress at net realisable value 21.8

50.3

83.1

7. INFORMATION ON WMC RESOURCES
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PRO FORMA 
As at

30 June 2002

Note 7. NON-CURRENT ASSETS – 
EXPLORATION AND EVALUATION
Cost brought forward 64.5

Grassroots expenditure 7.3

Expenditure for additional reserves supporting 

existing operations 1.7

Evaluation expenditure 9.0

Write-offs (17.4)

Disposals (1.1)

Acquisitions -

Foreign currency translation (1.7)

Cost carried forward 62.3

Note 8. NON-CURRENT ASSETS – 
PROPERTY, PLANT AND EQUIPMENT
Government facilities 27.2

Acquired mineral rights 1,313.4

Mine properties and mine development 823.0

Property, land and buildings 344.7

Plant and equipment 3,117.4

5,625.7

Impact of revised AASB 1020 Income Taxes in 2004 
and beyond
Revised accounting standard AASB 1020 Income Taxes is
not applicable for WMC Resources until 1 January 2004.
However, had the standard been adopted for the purposes of
this 30 June 2002 pro forma consolidated statement of net
assets, certain adjustments would be required. Included in
the total of property, plant and equipment is A$1,313.4 million
relating to the fair valuation uplift of Olympic Dam Operations
arising upon acquisition. This amount was determined net of
tax. Upon adoption of AASB 1020, the value attributed to
this asset would be required to be adjusted to A$1,876.3
million, with the corresponding recognition of A$562.9 million
as a deferred tax liability balance. The value adjustments to
the Queensland Fertilizer Operations assets of A$318.1
million would also need to be recalculated, decreasing the
assets by a further A$141.2 million, with the corresponding
recognition of a deferred tax asset of A$141.2 million.

PRO FORMA 
As at 

30 June 2002

Note 9. NON-CURRENT ASSETS – OTHER
Research and development 0.6

Capitalised systems upgrade 13.6

Deferred tax assets 24.4

Other financial assets 18.0

Other 13.2

69.8

Impact of revised AASB 1020 Income Taxes in 2004 
and beyond
As discussed in Note 8, revised accounting standard AASB
1020 Income Taxes is not applicable for WMC Resources
until 1 January 2004. Had it been adopted for the purposes
of this 30 June 2002 pro forma consolidated statement
of net assets, certain adjustments would be required. 
The balance of deferred tax assets would increase due to
the recognition of deferred tax assets relating to fair value
adjustments arising on the acquisition of the entities holding
the Queensland Fertilizer Operations, as well as WMC
Finance and WMC Finance (USA). The Queensland Fertilizer
Operations adjustment is described at Note 8. The value
adjustment for the finance companies relates mainly to the
derecognition of deferred hedging losses. The AASB 1020
adjustment for the finance companies would involve the
recognition of a deferred tax asset of A$388.7 million, with
the corresponding credit to opening retained earnings, as the
adjustment would be on transition to the new standard.

PRO FORMA 
As at 

30 June 2002

Note 10. CURRENT LIABILITIES – PAYABLES
Trade creditors 93.6

Creditors relating to hedging contracts 197.3

Other creditors 243.8

534.7

Note 11. CURRENT LIABILITIES – PROVISIONS
Employee entitlements 41.1

Rehabilitation 6.2

Income tax 3.2

Other 24.0

74.5

Note 12. CURRENT LIABILITIES – OTHER
Prepaid revenue 15.4

Other 4.9

20.3

Note 13. NON-CURRENT LIABILITIES – PAYABLES
Creditors relating to hedging contracts 905.9

Other creditors 54.7

960.6

Note 14. NON-CURRENT LIABILITIES – PROVISIONS
Deferred tax liability 439.6

Employee entitlements 12.1

Rehabilitation 85.7

537.4
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TABLE 6 RECONCILIATION OF REPORTED CONSOLIDATED EBIT OF WMC TO PRO FORMA CONSOLIDATED EBIT OF WMC RESOURCES

A GAAP (A$ million)
HISTORICAL

Year ended 31 December
1999 2000 2001

Reported consolidated EBIT of WMC 383.2 1,291.9 666.7

Less: EBIT attributed to Alumina Limited (276.0) (571.9) (473.1)

EBIT attributed to WMC Resources 107.2 720.0 193.6

Adjustments for discontinued operations

EBIT of Gold Operations(1) (15.1) (35.4) (55.0)

EBIT of Mondo Minerals (5.5) (2.2) -

EBIT of Three Springs talc mine 10.5 (4.2) (4.4)

Net currency and commodity hedging losses of discontinued operations (94.8) (52.5) (8.8)

Profit on disposals of businesses

Profit on disposal of Gold Operations(1) - - (135.6)

Profit on disposal of Mondo Minerals - - (61.2)

Profit on disposal of Three Springs talc mine - - (18.6)

Profit on sale of tenements at Kambalda including
Miitel, Mariners and Redross mines - (20.3) -

Significant non-recurring items

Write-off of assets and costs associated with the fire 
at the Olympic Dam Copper and Uranium SX Circuits - - 71.8

Cost of redundancies and closure costs associated with 
the restructuring of the service and exploration functions - - 21.5

Government contribution to fertilizers project (18.0) - -

Write-off of feasibility studies and other assets on initial 
establishment of the Queensland Fertilizer Operations 25.4 - -

Provision against Yeelirrie carrying value 13.8 - -

Pro forma consolidated EBIT of WMC Resources 

from continuing operations (Table 1) 23.5 605.4 3.3

(1) Gold Operations includes WMC’s interests in the St Ives and Agnew gold operations and Central Norseman Gold Corporation Limited. 
WMC Resources will continue to produce gold as a by-product of the operations at Olympic Dam.
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Impact of revised AASB 1020 Income Taxes in 2004 
and beyond
As discussed in Note 8, revised accounting standard AASB
1020 Income Taxes is not applicable for WMC Resources
until 1 January 2004. Had it been adopted for the purposes
of this 30 June 2002 pro forma consolidated statement of
net assets, certain adjustments would be required. The
balance of deferred tax liabilities would increase due to the
recognition of a deferred tax liability relating to fair value
adjustments arising on the acquisition of the entities holding
Olympic Dam Operations. The adjustment for Olympic Dam
Operations is described at Note 8.

7.12.3 Reconciliations of financial information
(a) Reconciliation of reported WMC historical EBIT to

pro forma WMC Resources historical EBIT
The pro forma historical results for the year ended 
31 December 1999, 2000 and 2001 presented in 
Section 7.12.2(b) differ from the reported consolidated EBIT

of WMC. The pro forma historical results exclude the results
of entities comprising the Alumina Limited Group under the
Demerger structure including the equity share of profits from
AWAC, and the results of discontinued operations, including
the revenues and costs (including hedging losses) of the
Gold Operations (net of allocated corporate costs), the
equity interest in Mondo Minerals and the revenue and costs
of the Three Springs talc operation. The profit on disposal of
the assets sold during 2001 has also been excluded from
the historical results for 2001, together with the profit on the
sale of tenements at Kambalda in 2000. Adjustments have
also been made to exclude the impact of significant 
non-recurring items from pro forma EBIT. WMC believes
normalisation adjustments enable a more meaningful analysis
of WMC Resources’ underlying financial performance.  

Table 6 reconciles the reported consolidated EBIT of WMC
to the pro forma consolidated EBIT of WMC Resources for
the years ended 31 December 1999, 2000 and 2001.
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(b) Reconciliation of pro forma reported consolidated
NPAT of WMC for six months ended 30 June 2002 to
consolidated NPAT of WMC Resources for 2002

The pro forma forecast results of WMC Resources for 2002
comprise pro forma historical results for the six months to 
30 June 2002 and pro forma forecast results for the six
months ending 31 December 2002. Table 7 reconciles the
reported consolidated NPAT of WMC for the six months
ended 30 June 2002 to the pro forma consolidated NPAT 
of WMC Resources for 2002.

TABLE 7 RECONCILIATION OF CONSOLIDATED NPAT 
OF WMC FOR THE SIX MONTHS ENDED 30 JUNE 2002 TO
CONSOLIDATED PRO FORMA FORECAST NPAT 
OF WMC RESOURCES FOR 2002

A GAAP (A$ million) A$m

Net profit after tax for the six months ended 

30 June 2002 attributed to members of 

WMC Limited 155.5

Less: NPAT attributed to Alumina Limited for the six 

months ended 30 June 2002 (110.1)

NPAT attributed to WMC Resources for the six 

months ended 30 June 2002 45.4

Adjust for non-recurring items:

Profit on sale of Central Norseman 
Gold Corporation Limited (25.1)

Sale of right to gold royalty (15.4)

Termination of interest rate swaps (75.9)

Olympic Dam insurance received and receivable 
(materials damage) (27.0)

Demerger costs expensed 8.7

Related tax expense 28.3

Net loss after tax for the six months ended 

30 June 2002 attributable to WMC Resources 

and adjusted for non-recurring items (61.0)

Pro forma adjustments(1)

Amortisation of fair value adjustment(2) (4.5)

Impact of measuring currency and commodity 
hedge contracts at fair value(3) 52.0

Interest expense differential(4) 32.3

Related tax expense (9.7)

WMC Resources pro forma net profit after tax
for six months ended 30 June 2002 9.1

WMC Resources pro forma forecast net profit after 
tax for the six months to 31 December 2002 63.9

WMC Resources pro forma forecast net profit after 

tax for 2002 (Table 1) 73.0

(1) The pro forma results assume that the Demerger transactions in
Section 7.12.2(c)(i) occurred on 1 January 2002.

(2) Represents six months of amortisation and depreciation on the
fair value adjustments resulting from the acquisition of Olympic
Dam and the Queensland Fertilizer Operations.

(3) Represents difference between actual hedge losses for six
months to 30 June 2000 of A$68.6 million and pro forma net
hedging loss of A$16.6 million. The pro forma net hedging loss is
based on six months of net hedging gains and losses as if the
hedge book was marked to market at 30 June 2002 as described
in Note 6 to the consolidated results of WMC Resources from
continuing operations.

(4) Represents difference between actual net interest expense for
the six months to 30 June 2002 of A$59.6 million and pro forma
net borrowing costs of A$27.3 million. Pro forma interest
expense assumes that A$600 million of existing WMC debt is
allocated to Alumina Limited on 1 January 2002.

7.13 Price risk management
7.13.1 Hedging position
As described in Section 7.11.2, WMC Resources’ revenues
will vary significantly with movements in commodity prices
and the US Dollar/Australian Dollar exchange rate. WMC
Resources will adopt WMC’s current Price Risk Management
policy, which has been established by the WMC Board, as
the framework for the management of commodity price and
exchange risk exposures. The policy details the approach of
WMC to managing price exposures and delineates hedging
limits and delegated management authorities. Management
of exposures is delegated to the Risk Management
Committee within parameters set by the WMC Board, which
is chaired by the Chief Executive Officer of WMC and
includes the Chief Financial Officer and several other senior
executives. The Risk Management Committee is responsible
for making strategic hedging decisions and ensuring that
these are implemented. WMC’s Treasury acts under the
authorisation of the Risk Management Committee in
implementing strategic hedging decisions. In addition,
WMC’s Treasury is authorised to manage hedges held
against underlying financial or commodity exposures arising
from WMC’s business obligations.

Under WMC’s current Price Risk Management policy, hedging
activity is limited to securing acceptable rates of return for new
projects and significant value-adding strategic objectives.

WMC Resources’ pro forma historical and forecast currency
and commodity hedging gains/losses are set out in Section
7.12.2(b) (Table 1), and discussed in Section 7.12.2(b) and (c).

As at 30 June 2002, WMC Finance, which will form part of
the WMC Resources Group post-Demerger, held a number
of currency and commodity hedging contracts, explained in
Sections 7.13.1(a) and 7.13.1(b). The position of WMC
Resources’ currency and commodity hedging contracts set
out below, are explained in the context of the Demerger in
Section 5.5.4(c).
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7.13 PRICE RISK MANAGEMENT

FIGURE 39 CURRENCY HEDGING AS AT 30 JUNE 2002

FORWARD SALE OF US$ BOUGHT US$ PUT OPTIONS WRITTEN US$ CALL OPTIONS
MATURITY Amount US$m Rate A$/US$ Amount US$m Rate A$/US$ Amount US$m Rate A$/US$
2002* 119.3 0.6796 31.3 0.6489 31.3 0.6489

2003 195.6 0.6821 62.5 0.6489 62.5 0.6489

2004 228.4 0.6753 72.5 0.6413 72.5 0.6413

2005 228.3 0.6887 77.5 0.6438 77.5 0.6438

2006 155.6 0.6828 72.5 0.6413 72.5 0.6413

2007-2008 353.1 0.6643 194.5 0.6123 194.5 0.6123

* For six months to 31 December 2002.

(a) Currency hedging
Foreign currency risk relates to WMC Resources’ exposure
to changes in exchange rates. WMC Resources’ revenue
streams are significantly derived from the sale of its
commodity production in US Dollars and, therefore, the
amount of Australian Dollar revenue it receives fluctuates
with movements in the Australian Dollar to US Dollar
exchange rate.

Consistent with the Price Risk Management policy, WMC
Resources could seek to reduce its exposure to exchange
rate movements by entering into currency hedging contracts
for a proportion of its outstanding receivables with a view to
reducing the effects of adverse currency rate fluctuations.
When looked at in isolation, hedging transactions relating to
the conversion of US Dollar receivables to Australian Dollars
could result in losses if:
(i) the Australian Dollar weakens against the US Dollar

between contract inception and maturity; or
(ii) a counterparty were to default and the Australian Dollar

has strengthened against the US Dollar between
contract inception and maturity.

In the case of (i), the hedging loss would be offset by a
higher Australian Dollar revenue stream from the lower
Australian Dollar to US Dollar exchange rate, although the
net revenue WMC Resources would receive would be less
than it would otherwise have received had the hedge
transaction not been in place.

As at 30 June 2002, US$1,791.1 million had been hedged at
an average rate of US$0.6642 at maturities extending to
2008 using a combination of forward contracts and options
as detailed in Figure 39.

(b) Commodity hedging
Commodity price risk relates to WMC Resources’ exposure
to changes in the commodity prices. WMC Resources’
revenue streams are significantly derived from the sale of its
commodity production and the amount of its revenue will
fluctuate with moving commodity prices.

Consistent with the Price Risk Management policy, WMC
Resources may seek to reduce its exposure to commodity
price movements by entering into commodity hedging
contracts for a proportion of WMC Resources’ production.
When looked at in isolation, hedging transactions could
result in costs to WMC Resources if:
(i) the commodity price at the date of maturity of the

hedge contract is greater than the hedged price (either
due to the requirement to expend cash to financially
settle hedge contracts, or via the receipt of a hedge
contract price lower than the prevailing spot price at
contract maturity); or

(ii) a counterparty were to default and the commodity price
at the date of default is less than the hedged price.

In the case of (i), the hedging loss would be offset by a
higher revenue stream from the higher commodity price
relative to the prevailing prices at the date of conception of
the hedge, although the net revenue WMC Resources would
receive would be less than it would otherwise have received
had the hedge transaction not been in place.

As at 30 June 2002, 658,400 ounces of gold had been
hedged at an average gold price of A$615 per ounce with
maturities extending to 2010 using forward contracts as
shown in Figure 40.

FIGURE 40 COMMODITY HEDGING AS AT 30 JUNE 2002

FORWARD SALE OF GOLD

Maturity Amount of ounces Rate: A$/ounce
2002* 48,200 522

2003 80,000 548

2004 80,000 559

2005 80,000 579

2006-2010 370,200 661

* For six months to 31 December 2002.
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7.13.2 Interest rate risk
Interest rate risk refers to WMC Resources’ exposure to
movement in interest rates. The WMC Resources Group will
be exposed to interest rate risk on its outstanding interest
bearing liabilities and investments (including those liabilities
discussed in Section 5.5.4). As interest rates fluctuate, the
amount of interest payable on debt balances where the
interest rate is not fixed will also fluctuate. Interest rates
swaps and cross currency swaps will allow the group to
manage its interest rate risk.

7.14 Funding
For the purposes of the implementation of the Demerger,
WMC Resources will assume a large proportion of WMC’s
existing debt and hedging transactions and the financial
restructuring described in Section 5.5.4 will be implemented.

Following the Demerger, WMC Resources will continue to
have sufficient working capital to carry on its businesses.
In addition, the WMC Resources Loan Facility described in
Sections 5.5.4 and 10.17.4 will include the capacity to meet
fluctuations in working capital that typically occur. The WMC
Resources Loan Facility will be WMC Resources’ primary
source of external funding immediately following
implementation of the Demerger.

7.15 Material litigation
At the date of this Scheme Booklet there are no material
pending legal proceedings relating to the WMC Resources
Group, other than:
• those mentioned in Section 7.11.9; or
• ordinary routine litigation or other legal proceedings

incidental to the business, particularly arising out of
contract mining and construction activities to which
WMC Resources or any of its subsidiaries is a party or
of which any of their property is subject.

7.16 Dividends
WMC Resources’ payment of dividends or implementation 
of other capital management initiatives will be determined by
the WMC Resources Board after taking into consideration a
number of factors, including WMC Resources’ financial
results, strategic objectives, ongoing capital expenditure
requirements, general business conditions, taxation
considerations (including the level of franking credits
available), any contractual, legal or regulatory restrictions on
the ability to pay dividends and any other factors the WMC
Resources Board may consider relevant.

In the short-term following the Demerger, WMC Resources is
not expected to generate franking credits due to the
utilisation of existing carried forward revenue tax losses,
which totalled A$1,219 million as at 31 December 2001.
Accordingly, WMC Resources is not expected to be able to
pay franked dividends in the short-term.

There will be no dividend paid by WMC Resources in
respect of the year ending 31 December 2002. For the year
ending 31 December 2003, it is expected that, having regard
to the expected absence of franking credits, the dividend
paid by WMC Resources will be a modest proportion of
reported net profit. Dividend distributions by WMC Resources
for subsequent years will be determined by the WMC
Resources Board after taking into account the above factors.

The WMC Resources Board will also consider the buy-back
of WMC Resources Shares, where it has capital surplus to
its anticipated requirements.

7.17 Rights and liabilities attaching to WMC
Resources Shares

The WMC Resources Shares to be transferred to WMC
Shareholders will be fully paid. WMC Resources Shares will
be the only class of shares on issue in WMC Resources
following the Demerger.

The rights and liabilities attaching to the WMC Resources
Shares, as at the date of this Scheme Booklet, are:

• set out in WMC Resources’ constitution; and

• in certain circumstances regulated by the Corporations
Act, the Listing Rules and the general law.

This Section 7.17 contains a summary of the rights and
liabilities attaching to the WMC Resources Shares. This
summary does not purport to be exhaustive nor to constitute
a definitive statement of the rights and liabilities of
shareholders of WMC Resources, which can involve
complex questions of law arising from the interaction of
WMC Resources’ constitution and statutory, common law
and Listing Rules requirements. To obtain a definitive
assessment of the rights and liabilities which attach to those
shares in any specific circumstances, investors should seek
their own advice.

7.17.1 Issue of further shares
Without prejudice to any special rights previously conferred
on the holders of shares, any share in the capital of WMC
Resources may be issued with such preferred, deferred or
other special rights or such restrictions, whether in regard to
dividends, voting, return of share capital, payment of calls or
otherwise, as the WMC Resources Directors may from time
to time determine and the rights attaching to shares of a class
other than ordinary shares shall be expressed at the date of
issue. All unissued shares shall be under the control of the
WMC Resources Directors who may in their discretion grant
calls or options thereon, issue option certificates in respect
thereof, or allot or otherwise dispose of the same to such
persons on such terms and conditions and for such
consideration and for or at such time as they think fit.
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7.17.2 Modification of rights
All or any of the rights and privileges attached to any class of
shares may be varied or abrogated, and any repayment of
capital in respect of any class of shares may be effected, by
special resolution approving the proposed variation,
abrogation or repayment passed at a special meeting of the
holders of shares of that class or by consent in writing
signed by the holders of at least three fourths of the issued
shares of that class within two calendar months from the
date of such special meeting. However, no approval or
consent shall be required in respect of the redemption of any
redeemable shares in accordance with the terms of their issue.

In either case, members with at least 10% of the votes in the
class whose rights have been varied or cancelled may apply
to a court of competent jurisdiction to exercise its discretion
to have the variation or cancellation set aside.

7.17.3 Transfer of ordinary shares
The WMC Resources Shares, when quoted on the ASX, are
transferable by:

• a written transfer in the usual or common form or in any
form the WMC Resources Directors may prescribe or in
a particular case accept, duly stamped (if necessary),
being delivered to WMC Resources;

• a proper instrument of transfer, which is to be in the
form required or permitted by the Corporations Act or
the SCH Business Rules; or

• any other electronic system established or recognised
by the Listing Rules in which WMC Resources
participates in accordance with the rules of that system.

The WMC Resources Directors may, subject to the
requirements of the Corporations Act and the Listing Rules,
refuse to register any transfer of shares in the following
circumstances:

• if the registration would infringe any applicable laws or
the Listing Rules;

• if the transfer concerned shares over which WMC
Resources has a lien; or

• if permitted to do so under the Listing Rules.

7.17.4 Forfeiture and lien
If any member fails to pay any sum payable on or in respect
of any shares, either for allotment money, calls or instalments,
on or before the day appointed for payment, the WMC
Resources Directors may, at any time thereafter whilst any
part of the sum remains unpaid, serve a notice on the
member requiring them to pay the sum or so much of the
sum as remains unpaid together with interest accrued and all
expenses incurred by WMC Resources by reason of the
nonpayment, and if the requirements of the notice are not

complied with, any shares in respect of which the notice has
been given may, at any time thereafter before payment of the
sums due pursuant to the notice, be forfeited by a resolution
of the WMC Resources Board.

7.17.5 Alteration of share capital
WMC Resources may, by resolution passed in general
meeting, alter its share capital in any manner provided by 
the Corporations Act, including reducing its share capital.

7.17.6 General meetings and notices
Each shareholder is entitled to receive notice of general
meetings of WMC Resources and to receive all notices,
financial statements and other documents required to be
sent to shareholders under WMC Resources’ constitution.
WMC Resources may serve a notice on a shareholder in the
form and in the manner the WMC Resources Board thinks
fit, subject to the Corporations Act and the Listing Rules.
The manner of service may include leaving the notice at the
shareholder’s registered address or sending it to the
electronic address (if any) nominated by the member or
sending it by prepaid post, telex or facsimile transmission
addressed to the member at his or her registered address.

7.17.7 Voting rights
At a general meeting, subject to a number of specified
exceptions, on a show of hands each shareholder present in
person or by corporate representative, attorney or proxy has
one vote. On a poll, each shareholder present in person or
by corporate representative, attorney or proxy shall in
respect of each share held by them:

• have one vote for each fully paid share; and

• have a vote in respect of each partly paid share
equivalent to the proportion which the amount paid up
bears to the total issue price of the share at the date the
poll is taken.

7.17.8 Dividends
Subject to the rights of, or restrictions imposed upon, the
holders of shares in respect to the payment of dividends,
dividends shall be payable on all shares in proportion to the
amount of capital credited as paid up in respect of those
shares, provided however that no amount paid on a share in
advance of calls or the due date for the payment of any
instalment shall be treated as paid on that share.

7.17.9 Winding up
If WMC Resources is wound up, whether voluntarily or
otherwise, with the sanction of a special resolution, the
liquidator may divide among the contributories in specie or
in kind, any part of the assets of WMC Resources, and may
vest any part of the assets of WMC Resources in trustees
upon such trusts for the benefit of the contributories or any
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of them as the liquidator thinks fit. Any contributory who
would be prejudiced by the determination shall have a right
to dissent and ancillary rights as if the determination were a
special resolution passed pursuant to the Corporations Act.

7.17.10 Partial takeovers
WMC Resources’ constitution contains provisions regulating
proportional takeover bids for shares in WMC Resources as
permitted by the Corporations Act. Those provisions will
cease to apply unless renewed by the shareholders of WMC
Resources in general meeting within three years of the date of
insertion of those provisions into the constitution, - ie by 
17 October 2005.

7.17.11 Share buybacks
WMC Resources may buy back shares in itself in
accordance with the Corporations Act.

7.17.12 Amending the constitution
The Corporations Act provides that the constitution of a
company may be modified or repealed by special resolution
passed by the members of that company (ie passed by at
least 75% of the votes cast by members entitled to vote on
the resolution). The constitution of WMC Resources does not
provide for any further requirements to be complied with to
effect a modification of, or to repeal, WMC Resources’
constitution.

7.18 WMC Resources Options
If the Option Scheme (described in Section 5.2) receives the
necessary approvals, WMC Resources will issue WMC
Resources Options which will entitle their holders to the
issue of WMC Resources Shares upon the exercise of those
options. Details of the terms and conditions attaching to the
WMC Resources Options is contained in Section 5.2.

8. Impact of the Demerger on WMC
Group employees

8.1 Intentions concerning WMC Group employees
All current employees of the WMC Group are employed by
WMC Resources or one of its subsidiaries (save for a small
number currently employed by WMC).

Nearly all current employees of the WMC Group will continue
as employees of the WMC Resources group following the
implementation of the Demerger. As those employees are
currently employed by WMC Resources or one of its
subsidiaries, the implementation of the Demerger will not
result in the cessation or transfer of employment of any of
those employees.

It is proposed that current employees who continue to be
employed by WMC Resources will do so on their existing
terms and conditions of employment. However, as outlined
in this Section 8, it is intended that certain modifications be
made to other benefits made available to employees.

Those employees currently employed by WMC will continue
to be employed by Alumina Limited after the Demerger. In
addition, a limited number of current employees of the WMC
Group either have been or will be offered employment with
the Alumina Limited Group after implementation of the
Demerger.  Those employees have been or will be offered
employment by the Alumina Limited Group on terms and
conditions, considered overall, that are no less favourable
than their existing terms and conditions of the employment
by the WMC Group.  However, as outlined in this Section 8,
it is intended that certain modifications be made to other
benefits made available to those employees.

8.2 WMC Employee Share Scheme
8.2.1 Overview
In 1987 WMC Shareholders approved the establishment by
WMC of the WMC Employee Share Scheme (WMC ESS).
The WMC ESS provides a framework for the offer by the
WMC Board of WMC ordinary shares, or rights to or in
respect of such shares (such as options), to employees of
WMC Group companies from time to time.

Pursuant to the WMC ESS, WMC has since 1987 issued to
WMC Group employees:
• partly paid ordinary shares in WMC;
• WMC Options;
• ‘stock appreciation plan’ rights; and
• WMC Shares.

The terms and conditions of issue of such securities or rights
were established in the relevant year by plans promulgated
by the WMC Board. This Section 8.2 describes the effect of
the Demerger on those plans.

8.2.2 Senior Officers Share Plans
In each of 1987 and 1988 the WMC Board established a
WMC Senior Officers Share Plan (SOSP). The terms of each
SOSP are in substance the same.

Under each SOSP, certain full time senior executive
employees (including executive directors) of WMC Group
companies were offered partly paid ordinary shares in WMC
(Partly Paid Shares). Executives were required to pay an
initial application amount of A$0.05 per Partly Paid Share,
with the balance of the issue price being payable on a final
call able to be made by WMC - either on its own initiative or
upon the request of the relevant executive - in certain
circumstances (and in any event no later than 15 years after
the date of issue of the relevant share).
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Under the 1987 SOSP, upon a call being made executives
were obliged to pay the lesser of the average closing price of
WMC Shares on the ASX over the four trading days before
the last day of the offer (ie A$5.82), and the last sale price of
WMC Shares on the ASX on the last trading day before the
call. Under the 1988 SOSP, the amount payable was the
lesser of the weighted average sale price of WMC Shares on
the ASX on the last trading day before allotment of the
relevant share (ie A$4.98), and the closing sale price of WMC
Shares on the ASX on the last trading day before the call.
Each SOSP provided for the initial amount paid up on the
Partly Paid Shares to be credited against the amount payable.

As at 10 April 2002, there were:
• 333,000 Partly Paid Shares on issue under the 1987

SOSP, held by 20 holders; and
• 244,000 Partly Paid Shares on issue under the 1988

SOSP, held by 16 holders.

Of the total of 23 participants, seven were former WMC
Group employees.

In the overall context of the Demerger, the WMC Board
formed the opinion that the most equitable and appropriate
manner of dealing with the Partly Paid Shares was:
• to make a call upon the holders for payment of the

amounts owing; and
• to offer the holders an interest-free loan to fund the

payment of the call.

Accordingly, on 10 April 2002, WMC formally made a call for
payment of the balance payable on each Partly Paid Share
(other than those held by Messrs Morgan and Morley). The
amount payable under the call was required to be paid by 
17 April 2002. At the same time, WMC offered the holders of
those Partly Paid Shares interest-free loans equal to the
amount payable under the call, and which are repayable on
the last date upon which the call on their Partly Paid Shares
would otherwise have been made.

All of the amounts owing on the Partly Paid Shares issued
pursuant to each SOSP were paid, and WMC advanced
interest-free loans to holders of those Partly Paid Shares as
follows:
• A$963,590 in respect of Partly Paid Shares issued 

under the 1987 SOSP, repayable on or before 
21 December 2002; and

• A$389,470 in respect of Partly Paid Shares issued 
under the 1988 SOSP, repayable on or before 
25 November 2003.

On 16 April 2002, Messrs Morgan and Morley voluntarily
paid all amounts outstanding in respect of the Partly Paid
Shares issued to them under the 1987 SOSP and the 1988
SOSP as follows:

• Mr Morgan – 100,000 Partly Paid Shares issued under
the 1987 SOSP and 120,000 Partly Paid Shares issued
under the 1988 SOSP; and

• Mr Morley – 66,000 Partly Paid Shares issued under the
1987 SOSP and 45,000 Partly Paid Shares issued under
the 1988 SOSP.

Unlike other participants, Messrs Morgan and Morley did not
receive interest-free loans from WMC to fund these payments.

As a result of the matters described above, all of the Partly
Paid Shares are now WMC Shares and, accordingly, will
participate in the Demerger on the same terms as all other
WMC Shares.

8.2.3 Option Plans
In various years since 1987, WMC has established WMC
Option Plans pursuant to which WMC Options were issued to
WMC Group employees. As at 30 September 2002, there
were:
• 585,900 WMC Options issued under the 1997 WMC

Option Plan, each with an exercise price of A$4.91 and
an expiry date of 22 December 2002;

• 375,000 WMC Options issued under the 1997 WMC
Option Plan, each with an exercise price of A$5.40 and
an expiry date of 22 December 2002 (which were issued
to WMC’s executive directors);

• 1,090,470 WMC Options issued under the 1998 WMC
Option Plan, each with an exercise price of A$4.88 and
an expiry date of 21 December 2003;

• 375,000 WMC Options issued under the 1998 WMC
Option Plan, each with an exercise price of A$5.37 and
an expiry date of 21 December 2003 (which were issued
to WMC’s executive directors);

• 3,951,700 WMC Options issued under the 1999 WMC
Option Plan, each with an exercise price of A$8.42 and
an expiry date of 20 December 2004;

• 6,302,750 WMC Options issued under the 2000 WMC
Option Plan, each with an exercise price of A$7.52 and
an expiry date of 18 December 2005; 

• 10,329,100 WMC Options issued under the 2001 WMC
Option Plan, each with an exercise price of A$9.35 and
an expiry date of 30 November 2006; and

• 600,000 WMC Options issued under the May 2002
WMC Option Plan to certain senior executives who
were excluded from participating in the 2001 WMC
Option Plan, each with an exercise price of A$9.35 and
an expiry date of 30 November 2006.

The terms of each WMC Option Plan are in substance the
same (save for the May 2002 WMC Option Plan, described
below). Each WMC Option gives the holder the right to
subscribe for one WMC Share (subject to adjustment in
accordance with the terms of the WMC Option Plan to
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reflect new issues by WMC and capital reconstructions).
Upon exercise of the WMC Option, the holder is obliged to
pay the relevant exercise price, which was determined by
reference to the weighted average sale price of WMC Shares
on the ASX on the trading day that the invitation to apply for
the relevant WMC Options was made to employees. In the
case of WMC Options issued to WMC’s executive directors
under the 1997 WMC Option Plan and the 1998 WMC
Option Plan (see above) a 10% premium was applied to that
weighted average sale price. WMC Options may not be
exercised for a period of 12 months after their date of
allotment (subject to limited exceptions). WMC Options not
exercised after five years from their date of issue, lapse.

WMC Options issued under the May 2002 WMC Option Plan
were issued to certain senior employees who were excluded
from participating in the 2001 WMC Option Plan. The WMC
Options issued under the May 2002 WMC Option Plan were
issued so as to be on equivalent terms to WMC Options
issued under the 2001 WMC Option Plan (ie they have the
same exercise price (A$9.35), the prohibition on exercise
expires on 30 November 2002 and they lapse on the same
date (30 November 2006)).

The Option Scheme has been proposed by the WMC Board
to deal with the WMC Options. The effect of the Option
Scheme is described in Section 5.2.

On 13 August 2002, WMC announced that it had suspended
future allotments of WMC Options to senior executives
under the WMC ESS.

The Option Scheme has been designed to have the effect
that the economic entitlements of WMC Optionholders prior
to the Demerger is, to the extent possible, preserved after
the Demerger is implemented. In doing so, the Option
Scheme will produce an equitable outcome for both WMC
Optionholders and WMC Shareholders – overall, after the
Demerger and Option Scheme are implemented, the relative
positions of WMC Shareholders and WMC Optionholders
will be the same as they were prior to the Demerger.

It should be noted that senior managers who already hold
WMC Options will be entitled to participate in the Option
Scheme, and therefore be granted WMC Resources Options,
on the same terms as all other WMC Optionholders. The
grant of WMC Resources Options to these senior managers
will result from their existing holding of WMC Options and
will not be a new allotment under the WMC Option Plans.

8.2.4 Stock Appreciation Plans
(a) Existing WMC SAPs
In various years since 1987, WMC has established Stock
Appreciation Plans for the benefit of WMC Group employees
in countries outside Australia. The purpose of the WMC

Stock Appreciation Plans is to provide those employees,
who due to securities law constraints in their countries are
not eligible to participate under the WMC Option Plans, with
benefits similar to those conferred by the WMC Option Plans.

The terms of each WMC Stock Appreciation Plan are in
substance the same (save for the June and August 2002
Stock Appreciation Plans, described below). Under each
WMC Stock Appreciation Plan, eligible employees were
invited to apply for the grant by WMC of WMC ‘stock
appreciation rights’ (WMC SAPs). Although employees were
not required to pay any amount for the grant of the WMC
SAPs, each has a notional allotment price, equal to the
weighted average sale price of WMC Shares on the ASX on
the trading day that the invitation to apply for the relevant
WMC SAPs was made to employees. Upon redemption of a
WMC SAP before its expiry, the holder is entitled to a
payment equal to the difference between the closing price of
WMC Shares on the ASX on the trading day immediately
before the date of redemption, and the notional allotment
price of the WMC SAP (provided that the former amount is
higher). WMC SAPs not redeemed after five years from their
date of issue, lapse.

As noted in Section 7.10.3(c)(ii), Messrs Morgan and Morley
were issued WMC SAPs on terms equivalent to the WMC
Options issued to WMC senior executives under the
May 2002 WMC Option Plan (ie they have an equivalent
allotment price (A$9.35), the prohibition on redemption
expires on the same date (30 November 2002) and they
lapse on the same date (30 November 2006)).

As at 30 September 2002, there were:
• 51,700 WMC SAPs issued under the 1997 WMC Stock

Appreciation Plan, each with an allotment price of
A$4.91 and an expiry date of 22 December 2002;

• 61,200 WMC SAPs issued under the 1998 WMC Stock
Appreciation Plan, each with an allotment price of
A$4.88 and an expiry date of 21 December 2003;

• 183,400 WMC SAPs issued under the 1999 WMC Stock
Appreciation Plan, each with an allotment price of
A$8.42 and an expiry date of 20 December 2004;

• 313,800 WMC SAPs issued under the 2000 WMC Stock
Appreciation Plan, each with an allotment price of
A$7.52 and an expiry date of 18 December 2005;

• 337,300 WMC SAPs issued under the 2001 WMC Stock
Appreciation Plan, each with an allotment price of
A$9.35 and an expiry date of 30 November 2006;

• 250,000 WMC SAPs issued under the June 2002 WMC
Stock Appreciation Plan, each with an allotment price of
A$9.35 and an expiry date of 30 November 2006; and

• 400,000 WMC SAPs issued under the August 2002
WMC Stock Appreciation Plan, each with an allotment
price of A$9.35 and an expiry date of 30 November 2006.
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(b) Effect of the Demerger on WMC SAPs
If the Demerger is implemented and no amendments were
made to the terms and conditions of the WMC Stock
Appreciation Plans, it is likely that the value of WMC SAPs
would be less after the Demerger.

Accordingly, WMC and WMC Resources have formulated a
proposal (the SAP Proposal) to amend the terms of the
WMC SAPs (so that they become ‘Alumina Limited SAPs’)
and grant WMC Resources stock appreciation rights (WMC
Resources SAPs).

The SAP Proposal has been designed to have the effect that
the economic entitlements of holders of WMC SAPs prior to
the Demerger are, to the extent possible, preserved
after the Demerger is implemented. It has also been designed
to treat WMC SAP holders in an equivalent manner to 
WMC Optionholders.

The SAP Proposal will only be implemented if the Option
Scheme is implemented. If the Option Scheme is not
implemented, but the Demerger is implemented, Alumina
Limited (as WMC will then be) will notify WMC SAP holders
after the Demerger how (if at all) it proposes to deal with 
their WMC SAPs.

Overall effect: Under the SAP Proposal, the effect on WMC
SAP holders will be as follows:

• WMC SAP holders will continue to hold their WMC SAPs.

• Each WMC SAP will become an ‘Alumina Limited SAP’,
the value of which will be based on the market price of
Alumina Limited Shares at the time of redemption.

• The allotment price and other terms of the Alumina
Limited SAP will be amended.

• WMC SAP holders will be granted one WMC Resources
SAP for each WMC SAP they hold prior to the Demerger.

• The aggregate allotment prices of the Alumina Limited
SAP and the WMC Resources SAP will be equal to the
allotment price of the WMC SAP prior to the Demerger.

• The Alumina Limited SAP and the WMC Resources SAP
will lapse at the same time as the WMC SAP would
have lapsed if the Demerger hadn’t proceeded – being
the earlier of five years after that WMC SAP was issued
and 30 days (or two years, as applicable) after the WMC
SAP holder ceases to be employed by the WMC Group,
the WMC Resources Group or the Alumina Group.

If the SAP Proposal is implemented, WMC SAP holders will
be entitled to benefit in any future increase in the value of
Alumina Limited Shares and WMC Resources Shares.

So that the WMC SAPs become ‘Alumina Limited SAPs’
with the correct allotment price and redemption period,
various amendments will be made to the terms and
conditions of the WMC Stock Appreciation Plans.

Allotment price: The terms and conditions of the WMC
Stock Appreciation Plans will be amended so that an Alumina
Limited SAP has an allotment price less than the allotment
price of the corresponding WMC SAP prior to the Demerger.
This reduced exercise price will be proportionate to the
market value of the assets distributed to WMC Shareholders
– in the form of WMC Resources Shares – under the Demerger.

The allotment price of an Alumina Limited SAP will be
determined by reference to the allotment price of the
corresponding WMC SAP prior to the Demerger and the VWAP
of WMC Resources Shares and Alumina Limited Shares sold
on the ASX over the first five days of trading commencing on
the Listing Date in accordance with the following formula:

Alumina Limited 
Pre-Demerger Alumina Limited VWAP

Allotment Price
= WMC SAP x (Alumina Limited VWAP +

Allotment Price WMC Resources VWAP)

Example:
If after the Demerger the VWAP of WMC Resources 
Shares was A$3.00 and that of Alumina Limited Shares 
was A$5.00, a WMC SAP with a pre-Demerger allotment
price of A$4.91 would become an Alumina Limited SAP 
with an allotment price determined as follows:

Alumina Limited 
= A$4.91 x

(A$5.00)
= A$3.07

SAP Allotment Price (A$5.00 + A$3.00)

The allotment price of the Alumina Limited SAP would 
be A$3.07.

Based on the same VWAPs:
• a WMC SAP with a pre-Demerger allotment price of

A$4.88 would become an Alumina Limited SAP
with an allotment price of A$3.05; 

• a WMC SAP with a pre-Demerger allotment price of
A$8.42 would become an Alumina Limited SAP
with an allotment price of A$5.26;

• a WMC SAP with a pre-Demerger allotment price of
A$7.52 would become an Alumina Limited SAP
with an allotment price of A$4.70; and

• a WMC SAP with a pre-Demerger allotment price of
A$9.35 would become an Alumina Limited SAP
with an allotment price of A$5.84.

The example above is for illustrative purposes only, and the
VWAPs stated should not be taken as an indication of the
likely VWAPs for Alumina Limited Shares and WMC
Resources Shares from the Listing Date. No assurance can
be, or is, given as to the prices at which Alumina Limited
Shares and WMC Resources Shares will trade from the
Listing Date or post-Demerger, either in stand-alone or
relative terms. See Section 4.5.1 for more details.
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8.2 WMC EMPLOYEE SHARE SCHEME



146

PART B THE DEMERGER AND THE OPTION SCHEME

Preserving the redemption period: Under the terms and
conditions of each WMC Stock Appreciation Plan, a holder
of a WMC SAP may lose the right to redeem that WMC SAP
on the first to occur of:
• the expiry of five years after the day they were granted;

and
• the expiry of 30 days after the holder ceases to be

employed by the WMC Group (except in the case of
holders who cease to be employed by the WMC Group
as a result of death, retrenchment or retirement or, in
any case determined by the WMC Board in its
discretion, sale or other transfer of any part of the
business or assets of the WMC Group, in which case
the period will be, subject to the paragraph above, two
years after such cessation of employment).

After the Demerger, nearly all current employees of the WMC
Group will be employed by the WMC Resources Group. As
the WMC Resources Group will no longer be part of the
WMC Group (which will then be the Alumina Limited Group),
those employees will cease to be employees of the WMC
Group for the purposes of the WMC Stock Appreciation
Plans, and therefore the period during which the WMC SAPs
(which would become Alumina Limited SAPs) may be
redeemed will expire 30 days after the Demerger Date.

To prevent this occurring, the terms and conditions of the
WMC Stock Appreciation Plans will be amended to provide
that the redemption period will expire 30 days (or two years,
as applicable) after the holder of Alumina Limited SAPs
ceases to be an employee of the Alumina Limited Group or
the WMC Resources Group.

Grant of WMC Resources SAPs: WMC Resources has, as
part of the SAP Proposal, agreed to grant each holder of
WMC SAPs one WMC Resources SAP for each WMC SAP
they hold at the Option Scheme Record Date.

Each WMC Resources SAP will entitle the holder on
redemption to receive a cash payment equal to the difference
between the allotment price of the WMC Resources SAP and
the closing price of WMC Resources Shares on the trading
day immediately prior to the date of redemption.

To the extent practicable, the terms and conditions attaching
to the WMC Resources SAPs will mirror the terms and
conditions of the WMC Stock Appreciation Plans, but will
incorporate such amendments as are necessary to reflect
the varying redemption periods and allotment prices of the
WMC Resources SAPs.

The two primary variants in the terms of the WMC
Resources SAPs will be:

• their allotment price; and

• the period during which the WMC Resources SAPs may
be redeemed.

(i) Allotment price
The allotment price of a WMC Resources SAP will be
determined by reference to the pre-Demerger allotment price
of the WMC SAP (which becomes an Alumina Limited SAP)
in respect of which the WMC Resources SAP was granted
and the VWAP of WMC Resources Shares and Alumina
Limited Shares sold on the ASX over the first five days of
trading on the ASX commencing on the Listing Date, in
accordance with the following formula:

WMC Resources WMC SAP WMC Resources VWAP

SAP Allotment Price = Pre-Demerger x (Alumina Limited VWAP +
Allotment Price WMC Resources VWAP)

Example:
If after the Demerger, the VWAP of WMC Resources 
Shares was A$3.00 and that of Alumina Limited Shares 
was A$5.00, a WMC Resources SAP granted in respect 
of a WMC SAP with a pre-Demerger allotment price of 
A$4.91 would have its allotment price calculated as 
follows:

WMC Resources
=   A$4.91   x

(A$3.00)
=  A$1.84

SAP Allotment Price (A$5.00 + A$3.00)

The allotment price of the WMC Resources SAP would
be A$1.84.

Based on the same VWAPs:
• a WMC Resources SAP granted in respect of a

WMC SAP with a pre-Demerger allotment price of
A$4.88 would have an allotment price of A$1.83;

• a WMC Resources SAP granted in respect of a
WMC SAP with a pre-Demerger allotment price of
A$8.42 would have an allotment price of A$3.16;

• a WMC Resources SAP granted in respect of a
WMC SAP with a pre-Demerger allotment price of
A$7.52 would have an allotment price of A$2.82; and

• a WMC Resources SAP granted in respect of a
WMC SAP with a pre-Demerger allotment price of
A$9.35 would have an allotment price of A$3.51.

The example above is for illustrative purposes only, and the
VWAPs stated should not be taken as an indication of the
likely VWAPs for Alumina Limited Shares and WMC
Resources Shares from the Listing Date.  No assurance can
be, or is, given as to the prices at which Alumina Limited
Shares and WMC Resources Shares will trade from the
Listing Date or post-Demerger, either in stand-alone or
relative terms.  See Section 4.5.1 for more details.
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(ii) Period for redemption
The period during which a WMC Resources SAP will be able
to be redeemed will be the same as the remaining
redemption period of the WMC SAP (which becomes an
Alumina Limited SAP) in respect of which the WMC
Resources SAP is granted.

Example:
If on the Option Scheme Record Date a holder of WMC 
SAPs holds 100 WMC SAPs with a redemption period 
expiring on 21 December 2003, WMC Resources will 
grant that holder 100 WMC Resources SAPs with a 
redemption period expiring on 21 December 2003.

8.2.5 Employee Share Purchase Plans
In 1988 the WMC Board established a WMC Employee
Share Purchase Plan (WMC ESPP).

Under the WMC ESPP, certain full time employees of WMC
Group companies were offered the opportunity to subscribe
for WMC Shares. WMC Shares were allotted at an issue
price of A$5.17, with the employees required to pay A$0.10
per WMC Share of the issue price and the balance funded
by way of a limited-recourse, interest-free loan from WMC to
the participating employee.

The loan from WMC was repayable out of dividends paid on
WMC Shares and the sale of any renounceable rights and
bonus shares which accrued in respect of the WMC Shares
issued under the WMC ESPP while the loan remained
outstanding. The loan was also able to be repaid voluntarily
by the employee.

In 1994, the WMC Board made loans to certain full time
employees of WMC Group companies to enable them to
exercise their rights to subscribe for WMC Shares pursuant
to a renounceable rights issue conducted by WMC. WMC
Shares were allotted to those employees (and all other
participants in the rights issue) at an issue price of A$5.80,
with the issue price for those employees funded by way of a
limited-recourse, interest-free loan from WMC to the
participating employee.

The loan from WMC was repayable out of dividends paid on
WMC Shares and the sale of any renounceable rights and
bonus shares which accrued in respect of the WMC Shares
issued under the rights issue while the loan remained
outstanding. The loan was also able to be repaid voluntarily
by the employee.

As at 31 May 2002, there were:

• 38,100 WMC Shares issued under the WMC ESPP; and

• 1,628 WMC Shares issued under the 1994 rights issue.

In the overall context of the Demerger, the WMC Board
formed the opinion that the most equitable and appropriate
manner of dealing with these loans was to forgive the
outstanding balance of each employee’s loan.  Accordingly,
as previously advised to these employees, the outstanding
balance of each participant’s loan was forgiven on 
31 May 2002 (in the amount of A$46,832 in respect of WMC
Shares issued under the WMC ESPP, and A$7,198 in respect
of WMC Shares issued under the 1994 rights issue).

8.3 WMC Resources share and incentive plans
8.3.1 Overview
WMC Resources intends to establish the WMC Resources
Employee Share Scheme (WMC Resources ESS). The WMC
Resources ESS will provide a framework for the offer by the
WMC Resources Board of WMC Resources Shares, or rights
to or in respect of WMC Resources Shares (such as options),
to employees of the WMC Resources Group from time to
time. It is proposed that the WMC Resources ESS will
operate in substantially the same manner as the WMC ESS
historically operated by WMC (as described in Section 8.2).

WMC Resources intends to offer:
• to certain employees in Australia – WMC Resources

Options, the terms and conditions of which will be
promulgated by the WMC Resources Board at the time
of the relevant offers (WMC Resources Option Plans);
and

• to certain employees outside Australia – WMC
Resources SAPs, the terms and conditions of which will
be promulgated by the WMC Resources Board at the
time of the relevant offers (WMC Resources Stock
Appreciation Plans).

The WMC Resources Option Plans and WMC Resources
Stock Appreciation Plans (the WMC Resources Plans) will
be designed to align the interests of employees of the WMC
Resources Group with the shareholders of WMC Resources
and are regarded as an integral component of WMC
Resources’ employee benefit and motivation strategies.

The total number of WMC Resources Shares, together with
the total number of unexercised options over WMC
Resources Shares, which may be issued pursuant to all WMC
Resources Plans will not exceed 5% of the total number of
WMC Resources Shares on issue from time to time.

Subject to the Listing Rules, WMC Resources Directors will
by resolution be able to revoke, add to, or vary all or any of
the provisions of the WMC Resources Plans, or all or any of
the rights or obligations of the participants or any of them,
provided that the interests of the participants are not, in the
opinion of the WMC Resources Directors, materially prejudiced.
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8.3.2 WMC Resources Option Plans
On 13 August 2002, WMC announced its decision to
suspend future option allotments to its senior management
under the WMC ESS.  

It is expected that WMC Resources will review this decision
when a more universally agreed methodology for valuation
expensing and taxation issues is formulated. A share
purchase plan for senior staff will replace option allotments
in the future for this group. The proposed share purchase
plan is described in more detail in Section 8.3.4.

It is proposed that WMC Resources will operate WMC
Resources Option Plans for employees other than its senior
management. The first allotment of WMC Resources Options
will be made shortly after the Demerger has been
implemented, in a manner consistent with past WMC Option
allotments. The WMC Resources Option Plans will operate
on substantially the same terms as the WMC Option Plans
(subject to any changes to applicable regulatory
requirements), namely:

• Eligible employees will be invited to apply for the grant
by WMC Resources of WMC Resources Options, 
to be granted at an issue price of A$0.01 per 
WMC Resources Option.

• Each WMC Resources Option will give the holder the
right to subscribe for one WMC Resources Share
(subject to adjustment in accordance with the terms of
the applicable WMC Resources Option Plan to reflect new
issues by WMC Resources and capital reconstructions).

• Subject to certain exceptions, the WMC Resources
Options will not be able to be exercised until after a
period of 12 months from the date of allotment and will
lapse on the fifth anniversary of the date of allotment.

• Upon exercise of a WMC Resources Option, the holder
will be obliged to pay the relevant exercise price, which
will be determined by reference to the weighted average
sale price of WMC Resources Shares on the ASX on the
trading day that the invitation to apply for the WMC
Resources Options is made to employees.

WMC Resources will provide a copy of the full terms and
conditions of the relevant WMC Resources Option Plan to
each employee to whom it elects to make an offer of WMC
Resources Options at the time of making such an offer.

8.3.3 WMC Resources Stock Appreciation Plan
It is proposed that the WMC Resources Stock Appreciation
Plans will operate on substantially the same terms as the
WMC Stock Appreciation Plans (subject to any changes to
applicable regulatory requirements), namely:

• Eligible employees will be invited to apply for the grant
by WMC Resources of WMC Resources SAPs.

• The employees will not be required to pay any amount
for the grant of the WMC Resources SAPs, but each
WMC Resources SAP will have a notional allotment
exercise price, equal to the weighted average sale price
of WMC Resources Shares on the ASX on the trading
day that the invitation to apply for the WMC Resources
SAPs is made to the employee.

• Subject to certain exceptions, the WMC Resources
SAPs will not be able to be redeemed until after a period
of 12 months from the date of allotment and will lapse
on the fifth anniversary of the date of allotment.

• Upon redemption of a WMC Resources SAP before its
expiry by the holder, the holder will be entitled to a
payment equal to the difference between the closing price
of WMC Resources Shares on the ASX on the trading
day immediately before redemption, and the notional
allotment price (assuming the former amount is higher).

WMC Resources will provide a copy of the full terms and
conditions of the relevant WMC Resources Stock
Appreciation Plan to each employee to whom it elects to
make an offer of WMC Resources SAPs at the time of
making such an offer.

The first allotment of WMC Resources SAPs will be made
shortly after the Demerger has been implemented, in a
manner consistent with past WMC SAP allotments.

8.3.4 Senior Staff Share Purchase Plan
Consistent with WMC’s announcement on 13 August 2002
to suspend future option allotments to its senior management
under the WMC ESS, WMC Resources intends to implement
a share purchase plan for senior staff, which will replace
option allotments in the future for this group.  

The share purchase plan will provide a level of reward for
senior staff based on WMC Resources’ performance against
a peer index of resources companies (anticipated to be
sixteen). Actual rewards will vary in accordance with the
performance of the individual executive and the performance
of WMC Resources on a total shareholder return basis
against the index.  

All rewards for senior staff through this scheme will be
provided to participants in the form of WMC Resources
Shares which will be purchased on-market on behalf of the
participants (at no cost to the participants). Participants will
not be able to dispose of the WMC Resources Shares
acquired under the plan unless, both prior to and after such
a disposal, the participant holds WMC Resources Shares
whose value reflects a multiple of their salary. For the Chief
Executive Officer the multiple will be 1.5 times salary, for
Executive General Managers the multiple will be 
1 times salary and for General Managers the multiple will be
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0.5 times salary. WMC Resources Shares may only be
disposed of once this multiple has been exceeded and only
to the extent that the minimum multiple is maintained at all
times (subject to certain other disposal restrictions).

A key component of this plan will be that the full value of any
reward gained by senior management will be expensed and
the value to the executive disclosed in accordance with
WMC Resources’ reporting obligations and practice on
remuneration of executive staff.

The first offers will be made under this plan shortly after the
Demerger has been implemented. Subject to individual and
company performance, the level of reward for General
Managers will be 0% to 60% of salary; 0% to 75% of salary
for Executive General Managers; and 0% to 100% of salary for
the Chief Executive Officer.

WMC Resources will provide a copy of the full terms and
conditions of the plan to each executive to whom it elects 
to make an offer under the plan at the time of making such
an offer.

8.4 Alumina Limited share and incentive plans
Establishment of incentive plans (including those relating to
Alumina Limited Shares) for Alumina Limited Group
employees will be a matter for the Alumina Limited Board. It
is proposed that from the Demerger Date Alumina Limited
Group employees will have, as a component of their overall
performance based remuneration, an element of reward that
will be directed to on-market Alumina Limited Share
purchases through a share purchase plan. The level of
reward will be assessed against individual and company
performance in each case. Senior executives will be required
to hold equity as a condition of participation in the plan.

There is no proposal to establish an employee option plan
for Alumina Limited Group employees at this time as part of,
or consequential upon, the Demerger, although this does not
preclude the Alumina Limited Board from proposing such a
plan in the future.

9. Taxation implications for
WMC Shareholders

9.1 General
The intention of this Section 9 is to provide a guide to the
general tax position in relation to the Demerger of WMC
Shareholders in Australia, as well as those WMC
Shareholders in the United Kingdom, the US and New
Zealand. These latter jurisdictions are the jurisdictions in
which the largest number of WMC Shareholders with
Registered Addresses outside Australia are located.

The information in this Section 9 does not purport to be 
a complete analysis or identification of all potential tax
consequences for the shareholders to whom it is relevant,
nor is it intended to replace the need for specialist tax advice
in respect of the particular circumstances of individual 
WMC Shareholders.

Except as regards the US, the United Kingdom and New
Zealand, this Scheme Booklet does not contain any
discussion of possible taxation implications of the Demerger
for WMC Shareholders who are tax residents of jurisdictions
outside Australia.

WMC Shareholders should consult their tax advisers as to
the tax consequences of the Demerger.

9.2 Australia
9.2.1 Scope
The information set out in this Section 9.2 is not applicable
to all categories of WMC Shareholders. The information only
applies to WMC Shareholders who are residents of Australia
for tax purposes and who hold their WMC Shares on capital
account. The information does not apply to WMC
Shareholders who do not meet these criteria.

9.2.2 Class ruling
WMC has sought a Class Ruling from the ATO on behalf of
WMC Shareholders. On the basis of its discussions with the
ATO as at the date of this Scheme Booklet, WMC expects
the Class Ruling to confirm the taxation treatment for WMC
Shareholders of the Capital Reduction and Share Scheme
Dividend as detailed in Sections 9.2.3 and 9.2.4, and to
cover associated CGT and dividend issues (including issues
arising under section 45B of the ITTA. The Class Ruling will
become binding upon its gazettal by the ATO with respect to
the arrangement described in the Class Ruling, which WMC
expects to occur prior to the Demerger Date. The ATO
cannot release or gazette a Class Ruling until the relevant
legislation becomes law, which occurs upon the legislation
receiving Royal Assent. Once gazetted, the Class Ruling will
be available on the ATO’s website. A copy of the Class Ruling
will be published on WMC’s website (www.wmc.com) when it
is obtained.

9.2.3 CGT consequences of the Demerger – Treatment of
the Capital Reduction

Based on the recently passed Demerger Relief Act, WMC
Shareholders should be eligible to choose to obtain CGT
rollover relief in relation to the Demerger (CGT Demerger
Relief). WMC expects the ATO Class Ruling to confirm 
this position.

As described in Section 5.1.2, the Demerger will involve
WMC making a notional cash distribution to WMC
Shareholders, with those funds compulsorily applied by
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WMC on behalf of WMC Shareholders to the acquisition by
each WMC Shareholder of one WMC Resources Share for
each WMC Share held at the Share Scheme Record Date.

The notional cash distribution to WMC Shareholders is made
up of the Capital Reduction (a capital return of the Reduction
Amount, ie A$2.78 per WMC Share) and the Share Scheme
Dividend (A$0.73 per WMC Share).

If a WMC Shareholder elects to obtain CGT Demerger Relief,
the CGT consequences may be summarised as follows:

• the capital gain that may otherwise arise from the
Capital Reduction will be disregarded; 

• the sum of the cost bases (and reduced cost bases) of
the Alumina Limited Shares and the WMC Resources
Shares held by a WMC Shareholder after the Demerger
will equal the cost base of the WMC Shares held by that
shareholder before the Demerger; and

• the CGT status of a WMC Shareholder’s Alumina
Limited Shares and WMC Resources Shares (that is,
whether the shares will be treated as having been
acquired before 20 September 1985 (pre-CGT) or on or
after 20 September 1985 (post-CGT)) will be the same
as the CGT status of the WMC Shares held by that
shareholder before the Demerger.

(a) Determining the CGT status of Alumina Limited
Shares and WMC Resources Shares

The CGT status of WMC Shares (known as Alumina Limited
Shares from the Listing Date) held by a WMC Shareholder at
the time of the Demerger who chooses CGT Demerger Relief
will be unaffected by the Demerger. The CGT status of the
WMC Resources Shares transferred to a WMC Shareholder
who chooses CGT Demerger Relief under the Demerger will
mirror the CGT status of the shareholder’s WMC Shares
before the Demerger. If a WMC Shareholder chooses CGT
Demerger Relief in relation to a proportion only of their WMC
Shares, the maintenance of CGT status will only apply to that
proportion which the WMC Shareholder chooses to roll over
under the CGT Demerger Relief.

As Eligible WMC Shareholders will receive one WMC
Resources Share for each WMC Share that they hold at the
Share Scheme Record Date, the number of WMC Resources
Shares transferred to a WMC Shareholder that will be treated
as pre-CGT will be the same as the number of pre-CGT
WMC Shares held by that shareholder.

Example:
Just before the Demerger a WMC Shareholder owns
100 WMC Shares, of which 25 were acquired before 20
September 1985. As part of the Demerger, the WMC
Shareholder acquires 100 WMC Resources Shares.

Where the shareholder elects CGT Demerger Relief for
all of their WMC Shares, the number of that
shareholder’s WMC Resources Shares that are taken to
be pre-CGT shares will be 25.

(b) Determining the cost base of Alumina Limited Shares
and WMC Resources Shares

The cost base and reduced cost base of each post-CGT
Alumina Limited Share and post-CGT WMC Resources
Share will be determined by each WMC Shareholder who
elects CGT Demerger Relief reasonably apportioning the
cost base and reduced cost base of the post-CGT WMC
Shares held by that shareholder before the Demerger
between the Alumina Limited Shares and WMC Resources
Shares held after the Demerger. WMC Shareholders must
base their apportionment on the anticipated or actual market
values of Alumina Limited Shares and WMC Resources
Shares just after the Demerger. As a guide, WMC
Shareholders may wish to use the VWAP of Alumina Limited
Shares and WMC Resources Shares sold on the ASX over
the first five days of trading commencing on the Listing Date.
WMC Shareholders will be notified of these VWAPs shortly
after the end of this trading period. 

Example:
A WMC Shareholder owns 400 post-CGT WMC Shares.
The WMC Shareholder’s cost base per WMC Share is
A$6.00. The WMC Shareholder chooses CGT Demerger
Relief in relation to all of its WMC Shares in respect of
the Demerger.

As a result of the Demerger, this A$6.00 cost base will
be apportioned between the WMC Shareholder’s 400
Alumina Limited Shares (as its WMC Shares will then be
known) and the 400 WMC Resources Shares it acquires
as a result of the Demerger, on the basis of their
respective anticipated or actual market values just after
the Demerger.

If the WMC Shareholder decides to use the VWAPs
referred to above to calculate its post-Demerger cost
bases, and the VWAP of Alumina Limited Shares is A$5.00
and that of WMC Resources Shares is A$3.00, then:

• the cost base of its Alumina Limited Shares will 
be A$3.75;

• the cost base of the its WMC Resources Shares will
be A$2.25; and

• the sum of the cost bases of its Alumina Limited
Shares and its WMC Resources Shares will be
A$6.00 (A$3.75 + A$2.25) – ie the same as 
the cost base of the WMC Shareholder’s 
WMC Shares pre-Demerger.
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The example above is for illustrative purposes only, and the
VWAPs stated should not be taken as an indication of the
likely VWAPs for Alumina Limited Shares and WMC
Resources Shares from the Listing Date. No assurance can
be, or is, given as to the prices at which Alumina Limited
Shares and WMC Resources Shares will trade from the
Listing Date or post-Demerger, either in stand-alone or
relative terms.  See Section 4.5.1 for more details.

(c) CGT consequences of the Demerger if a shareholder
does not elect CGT Demerger Relief

If a WMC Shareholder does not elect CGT Demerger Relief:

• The shareholder will realise a capital gain in respect of
the Capital Reduction on their post-CGT WMC Shares if
the Reduction Amount is greater than the cost base of
the WMC Shares held by that WMC Shareholder. The
capital gain will equal the difference between the
Reduction Amount and the cost base (excess). This
capital gain may be eligible for discount CGT treatment
(as discussed below).  A capital gain will not be realised
on the shareholder’s pre-CGT WMC Shares.

• The cost base of the Alumina Limited Shares held by
the shareholder at the Share Scheme Record Date and
the WMC Resources Shares transferred to the
shareholder under the Demerger will be determined in
accordance with the principles described in Section
9.2.3(b) (ie on the same basis as if the shareholder had
elected CGT Demerger Relief). 

• All of the WMC Resources Shares transferred to that
shareholder under the Demerger will be treated as post-
CGT shares, even if some or all of the shareholder’s
WMC Shares are pre-CGT shares (if CGT Demerger
Relief were elected, the CGT status of the WMC
Resources Shares would mirror the status of the
shareholder’s WMC Shares, as described in Section
9.2.3(a)). The cost base of the WMC Resources Shares
will be determined in accordance with the principles
described in Section 9.2.3(b), based only on the cost
bases of the shareholder’s post-CGT WMC Shares.

(d) Disposal of Alumina Limited Shares or WMC
Resources Shares

This Section 9.2.3(d) applies to the Alumina Limited Shares
held by a WMC Shareholder at the time of the Demerger and
the WMC Resources Shares transferred to that shareholder
pursuant to the Demerger.  

If a WMC Shareholder sells their post-CGT Alumina Limited
Shares or post-CGT WMC Resources Shares at a price
greater than the cost base of those shares (determined
in accordance with the calculations described in
Section 9.2.3(b)), the shareholder will realise a capital
gain equal to the excess.

The method of calculating this capital gain depends on
whether the shareholder is an individual, company, trust or
superannuation fund, the period of time the Alumina Limited
Shares and WMC Resources Shares have been held, and
when the shareholder originally acquired their Alumina
Limited Shares (as WMC Shares).

If the post-CGT Alumina Limited Shares were acquired (as
WMC Shares) before 21 September 1999, that shareholder
can choose to index the cost base of their disposed of
Alumina Limited Shares to include indexation. Indexation is
calculated by reference to changes in the Consumer Price
Index from the calendar quarter in which the Alumina Limited
Shares were acquired until the calendar quarter ended 
30 September 1999. Alternatively, the WMC Shareholder
may choose to claim a CGT discount in calculating the
amount of the capital gain, which is described below.
Subject to the special provisions which apply to listed
investment companies (and which are not detailed in this
Section 9.2.3(d)), companies are not entitled to this 
CGT discount.

An individual, trustee of a trust or complying superannuation
entity may choose to claim a CGT discount if the
shareholder has held their Alumina Limited Shares or WMC
Resources Shares for at least 12 months and in respect of
Alumina Limited Shares, has not adjusted the cost base of
their shares for indexation. In determining whether a
shareholder has held their WMC Resources Shares for at
least 12 months, the shares will be deemed to have been
acquired by that shareholder at the time at which their
Alumina Limited Shares were acquired (as WMC Shares).

For an individual, the CGT discount to which they may be
entitled is determined as follows:
• the individual must calculate the gross capital gain on

the difference between the price received for the
disposal of their Alumina Limited Shares or WMC
Resources Shares (as the case may be) and the cost
base of those shares (without indexation);

• if the individual has any capital losses, they must be
used to offset the capital gain; and 

• of the remaining capital gain (if any), one half (50%
discount) of the capital gain is then included in their
assessable income.

For complying superannuation entities, the same general
methodology as above is used, with the exception that two-
thirds (33.3% discount) of the remaining capital gain after the
offset of available capital losses (if any) is included in
assessable income.

The methodology for trusts is complex and has not been
outlined in this Section 9.2.3(d). Trustees should obtain
specific tax advice in this regard.

9. TAXATION IMPLICATIONS FOR WMC SHAREHOLDERS

9.2 AUSTRALIA
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For Alumina Limited Shares or WMC Resources Shares
which are disposed of for a price less than their reduced
cost base, the WMC Shareholder may incur a capital loss.
This capital loss may be available to be offset against capital
gains in the same year of income or may be carried forward
for offset in future years of income. It cannot be used to
offset other assessable income.

9.2.4 Income tax consequences of the Demerger –
Treatment of the Share Scheme Dividend

The Share Scheme Dividend should not be taxable as a
dividend or a deemed dividend pursuant to section 45B of
the ITAA to WMC Shareholders by virtue of the provisions of
the Demerger Relief Act. WMC expects the ATO Class
Ruling to confirm this position.

9.3 United Kingdom
9.3.1 Scope
This Section 9.3 describes in general terms the United
Kingdom tax position of WMC Shareholders who are
resident or ordinarily resident in the United Kingdom in
relation to the Demerger.

The description relates to WMC Shareholders who own
WMC Shares as a capital asset and does not describe the
position in relation to WMC Shares which may be owned as
a trading asset. It also does not refer to the position of WMC
Shareholders who are exempt from United Kingdom
corporation tax or CGT in respect of gains arising from their
shareholdings.

The description has been prepared on the basis that no
United Kingdom resident WMC Shareholder holds, together
with persons connected with them, more than 10% of WMC
Shares.  Where a shareholding greater than this level is held,
other provisions of United Kingdom tax law may apply.

This Section 9.3 deals with the United Kingdom tax position
of WMC Shareholders in general terms only and does not
describe the position of any particular WMC Shareholder.
United Kingdom resident WMC Shareholders or WMC
Shareholders who are otherwise within the charge to United
Kingdom taxation in respect of their WMC Shares should
take their own advice on the United Kingdom tax
implications of the Demerger.

9.3.2 CGT consequences of the Demerger – Treatment of
the Capital Reduction

The Capital Reduction is likely to be treated as a capital
distribution to UK resident WMC Shareholders for the
purposes of UK CGT or corporation tax.

The Capital Reduction is likely to result in UK resident WMC
Shareholders being regarded as having made a part disposal
of their WMC Shares for the purposes of UK CGT or

corporation tax. This will give rise to a capital gain or loss
calculated as the difference between the Reduction Amount
(A$2.78 per WMC Share) and an appropriate proportion of 
the WMC Shareholder’s eligible cost of their WMC Shares
for the purposes of UK taxation of capital gains. The
proportion of the relevant WMC Shareholder’s WMC Share
cost base is calculated by multiplying the eligible cost by the
following formula:

A
(A+B)

where:
A = the Reduction Amount; and
B = the market value of the shareholder’s Alumina Limited

Shares after the Demerger.  

Where a capital gain arises, this may be reduced by
indexation of the eligible cost, an allowance related to the
rate of increase of the UK retail price index over the period
that the WMC Shares have been held by the relevant WMC
Shareholder. Individual shareholders are not, however,
generally entitled to this relief for periods after April 1998, but
may instead be entitled to a reduction of the gain in accordance
with the relief known as ‘taper relief’, depending on the
period for which the shareholding has been held and
whether it represents a business or non business asset for
the purposes of the UK taxation of capital gains.

9.3.3 Income tax consequences of the Demerger –
Treatment of the Share Scheme Dividend

The Share Scheme Dividend (A$0.73 per WMC Share) is
likely to represent foreign source dividend income for the
purposes of UK income tax or corporation tax. Accordingly,
UK WMC Shareholders are likely to incur UK income tax or
corporation tax on the Share Scheme Dividend at the normal
rates applicable to their income.

9.3.4 Cost base of WMC Resources Shares
For the purposes of computing capital gains or losses on
any future disposal by UK WMC Shareholders of WMC
Resources Shares transferred as part of the Demerger, 
those shareholders will be treated as having acquired 
WMC Resources Shares at a cost equivalent to the sum 
of the Reduction Amount and the Share Scheme Dividend 
(ie A$3.51 per WMC Resources Share).  

9.4 New Zealand
9.4.1 Scope
This Section 9.4 describes in general terms only the tax
position of WMC Shareholders resident in New Zealand in
relation to the Demerger and who do not qualify for exempt
tax treatment. New Zealand resident WMC Shareholders
should seek their own specific taxation advice on the tax
implications of the Demerger in respect of their individual
circumstances.
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9.4.2 Treatment of the Capital Reduction and the Share
Scheme Dividend

It is likely that the Reduction Amount (ie A$2.78 per WMC
Share under the Capital Reduction) and the Share Scheme
Dividend (ie an amount of A$0.73 per WMC Share) will be
treated as an assessable dividend for New Zealand resident
WMC Shareholders. The tax treatment will be different for
corporate and non-corporate shareholders.

(a) Corporate and unit trust shareholders
For New Zealand resident corporate WMC Shareholders, 
the Capital Reduction and the Share Scheme Dividend will
be technically exempt from tax. Those WMC Shareholders
will, however, be subject to an advance tax, referred to as
a ‘dividend withholding payment’, at a rate of 33%. 
This will be reduced to the extent of Australian dividend
withholding tax withheld.

A dividend withholding payment is only payable to the extent
that the corporate WMC Shareholder is owned by New
Zealand residents. Therefore, if it is wholly owned by non-
residents, the dividend withholding payment is reduced to
zero. For a corporate shareholder in a loss position, the
amount payable can be further reduced.

New Zealand resident unit trust WMC Shareholders will be
treated in the same way as companies.

(b) Non-corporate shareholders
For non-corporate New Zealand resident WMC
Shareholders, including individuals and superannuation
funds, the Reduction Amount and the Share Scheme
Dividend will be gross income and therefore taxable at the
individual’s or fund’s appropriate marginal tax rate. A foreign
tax credit should generally be available for any Australian
withholding tax deducted from the Reduction Amount or the
Share Scheme Dividend.

9.4.3 Disposal of Alumina Limited Shares and WMC
Resources Shares

There is no capital gains tax in New Zealand. A sale or
disposal of Alumina Limited Shares or WMC Resources
Shares will only give rise to tax implications where those
shares are held on revenue account by the WMC
Shareholder.

Shares will normally be held on revenue account if they:

• are held as part of a business of share dealing; or

• were acquired for the purpose, or the dominant purpose
if there was more than one purpose, of selling or
otherwise disposing of them; or

• were used in the carrying on or the carrying out of any
undertaking or scheme entered into or devised for the
purpose of making a profit.

For New Zealand resident WMC Shareholders who hold
WMC Shares on revenue account, the cost base of their
Alumina Limited Shares will be the same as the cost base of
their WMC Shares immediately prior to the Demerger. 
In other words, no adjustment will be made to the cost base
of the WMC Shares as a result of the Demerger.

For New Zealand resident WMC Shareholders who hold
WMC Resources Shares on revenue account, the cost base
will be equal to the sum of the Reduction Amount and the
Share Scheme Dividend (ie A$3.51 per WMC Share), which
is used to acquire those shares.  Any subsequent sale or
disposition of the WMC Resources Shares will be taxable,
although a deduction would be available for the cost base of
the shares.

Under the Demerger, there is no sale or disposal of 
Alumina Limited Shares or WMC Resources Shares by 
WMC Shareholders.

9.5 United States
For WMC Shareholders in the US, Deloitte & Touche LLP has
advised WMC that it is more likely than not that tax relief in
respect of the Demerger will be available under section 355
of the Internal Revenue Code of 1986 (US). Deloitte &
Touche LLP’s opinion, which sets out applicable US federal
tax laws and their application to the Demerger for certain
WMC Shareholders in the US, is provided in full in 
Section 13. WMC Shareholders in the US should note that
the availability of relief under section 355 of the Internal
Revenue Code of 1986 for the Demerger is not certain, and
shareholders may have a tax liability if the section does not
apply. US shareholders are advised to seek their own advice
on this issue.

9. TAXATION IMPLICATIONS FOR WMC SHAREHOLDERS

9.2 AUSTRALIA

9.3 UNITED KINGDOM

9.4 NEW ZEALAND

9.5 UNITED STATES
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10. Additional information

10.1 Introduction
This section 10 sets out additional information required
pursuant to section 412(1)(a)(ii) of the Corporations Act and
Part 3 of Schedule 8 to the Corporations Regulations and
other additional information.

10.2 WMC Directors
The WMC Directors in office at the date of lodgement of this
Scheme Booklet for registration by ASIC are:

Name Position
Mr Ian G R Burgess AO Chairman
Mr Hugh M Morgan AC Chief Executive Officer
Mr Tommie C-E Bergman Deputy Chairman
Professor Adrienne E Clarke AO Director
Mr Peter J Knight Director
Mr David E Meiklejohn Director
Mr Andrew G Michelmore Director
Mr Roger A G Vines Director
Mr Ian E Webber AO Director

10.3 Directors’ recommendation
The WMC Directors believe that the Demerger, including the
Share Scheme, the Capital Reduction, the Share Scheme
Dividend and the matters proposed under the Ancilliary
Demerger Resolutions, and the Option Scheme, are fair and
reasonable to all WMC Shareholders and WMC
Optionholders, are in the best interests of WMC, WMC
Shareholders and WMC Optionholders and will not materially
prejudice WMC’s ability to pay its creditors.

Each WMC Director recommends that all WMC Shareholders
and all WMC Optionholders (as relevant) vote in favour of the
Schemes, the Capital Reduction, each Ancillary Demerger
Resolution and the WMC Option Plan Resolution.

10.4 Intentions of WMC Directors
Each WMC Director intends to vote in favour of the
resolutions required to implement the Demerger and the
resolutions required to implement the Option Scheme.

10.5 Payments or other benefits to directors,
secretaries or executive officers

No payment or other benefit is proposed to be made or
given to any director, secretary or executive officer of WMC,
or of any related body corporate of WMC, as compensation
for loss of or as consideration for or in connection with 
his or her retirement from office in WMC or in a related 
body corporate as a result of the Demerger.

10.6 Marketable securities held by or on behalf of
WMC Directors and Alumina Limited Directors

10.6.1 Marketable securities in WMC
There are no marketable securities of WMC held by or on
behalf of WMC Directors or Alumina Limited Directors, or to
which such persons are otherwise entitled, as at the date of
this Scheme Booklet other than as listed below:

WMC Director WMC Shares WMC Options
Mr Ian G R Burgess 18,039 -
Mr Hugh M Morgan 402,141 950,000
Mr Tommie C-E Bergman 10,000 -
Professor Adrienne E Clarke 5,063 -
Mr Peter J Knight 2,020 -
Mr Andrew G Michelmore 21,341 380,000
Mr David E Meiklejohn 5000 -
Mr Roger A G Vines 1,368 -
Mr Ian E Webber 20,000 -

In addition, Mr Morgan holds 400,000 WMC SAPs issued to
him under the August 2002 WMC Stock Appreciation Plan
(as described in more detail in Section 8.2.4(a)).

Alumina Limited Director WMC Shares WMC Options
Mr Donald M Morley 310,492 395,000
Mr John Marlay - -
Mr Peter A F Hay - -
Mr Ronald J McNeilly - -
Mr Mark R Rayner 10,000 -

In addition, Mr Morley holds 250,000 WMC SAPs issued to
him under the June 2002 WMC Stock Appreciation Plan (as
described in more detail in Section 8.2.4(a)).

10.6.2 Marketable securities in WMC Resources
There are no marketable securities of WMC Resources held
by or on behalf of WMC Directors or to which such persons
are otherwise entitled, as at the date of this Scheme Booklet.

It should be noted that as WMC Resources is, as at the date
of this Scheme Booklet, a wholly owned subsidiary of the
WMC Group, all of the WMC Directors collectively control all
the issued shares in WMC Resources.

In addition:

• WMC Directors who are WMC Shareholders will be
entitled to receive WMC Resources Shares under the
terms of the Share Scheme;

• WMC Directors who are WMC Optionholders will be
granted WMC Resources Options under the Option
Scheme; and

• Mr Morgan, as a holder of WMC SAPs, will be granted
WMC Resources SAPs under the proposal for dealing
with all holders of WMC SAPs (described in Section 8.2.4).
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10.7 Intention of WMC Directors concerning the
businesses of Alumina Limited and WMC
Resources

It is the intention of the WMC Directors following
implementation of the Demerger that:
(a) the businesses of Alumina Limited and WMC Resources

will continue as set out in Sections 6 and 7 respectively;
and

(b) the future employment of the present employees of
WMC Group and related employment policies will be as
set out in Sections 6, 7 and 8.

However, the businesses of WMC Resources and Alumina
Limited will be the responsibility of their respective new
boards following the Demerger and therefore beyond the
control of the WMC Directors in that capacity.

10.8 Agreements or arrangements with WMC
Directors and others relating to the Schemes

Except as set out below, there are no agreements or
arrangements made between any WMC Director and any
other person in connection with or conditional upon the
outcome of the Schemes.

WMC Resources will establish the WMC Resources
Employee Share Scheme as set out in Section 8.3.1 and
those WMC Directors who will be WMC Resources
executive directors may elect to participate in the WMC
Resources Employee Share Scheme.

WMC Resources will enter into arrangements with each 
of its non-executive directors setting out the terms of their
engagement as non-executive WMC Resources Directors. 
It is proposed that the terms of these arrangements will be
identical to the terms of the existing arrangements between
WMC and its non-executive directors, other than with
respect to retirement benefits. The proposed retirement
benefits for WMC Resources’ non-executive directors are set
out in Section 7.10.3(b).

10.9 Material changes in the financial position of WMC
Within the knowledge of WMC Directors, and other than as
disclosed in this Scheme Booklet, the financial position of
WMC has not materially changed since 30 June 2002, being
the date of the half yearly accounts for WMC lodged with ASX.

10.10 Other information material to the making of a
decision in relation to the Demerger or the
Option Scheme

Except as set out in this Scheme Booklet, there is no other
information material to the making of a decision in relation to
the Demerger or the Option Scheme, being information that
is within the knowledge of any WMC Director, or any director
of any related body corporate of WMC, which has not been
previously disclosed to WMC Shareholders and WMC
Optionholders (as relevant).

10.11 Quotation of WMC Resources Shares
WMC Resources Shares are not currently granted official
quotation on a securities exchange, however an application
is to be made on or about the date of this Scheme Booklet
for WMC Resources to be admitted to the official list of the
ASX and for official quotation of WMC Resources Shares on
the stock market conducted by the ASX. An application will
also be made to the NYSE to list WMC Resources Shares on
the NYSE in the form of ADRs.

No securities of WMC Resources have been sold in the three
months immediately before the date of this Scheme Booklet.

10.12 Consents and interests of experts and other parties
10.12.1 Independent expert’s report
Grant Samuel has prepared the independent expert’s 
report set out in Section 11, stating its opinion as to whether
the Demerger:
• is in the best interests of WMC Shareholders; and
• is materially prejudicial to WMC’s creditors.

Grant Samuel will be paid a total fee of A$300,000 plus out
of pocket expenses for the preparation of this report.

Grant Samuel has given and has not withdrawn its consent
to the inclusion in Section 11 of the independent expert’s
report in the form and context in which it is included and to
the reproduction of the summary and conclusions of the
independent expert’s report in the Letter from the Chairman
and Sections 1.7, 4.6.3 and 5.1.1(c) of this Scheme Booklet.

10.12.2 Investigating accountants’ reports
PricewaterhouseCoopers has given and has not withdrawn
its consent to the inclusion in Section 12 of the Investigating
Accountant’s Report on the historical financial information in
this Scheme Booklet in the form and context in which it is
included. PricewaterhouseCoopers Securities Ltd has given
and has not withdrawn its consent to the inclusion in
Section 12 of the Investigating Accountant’s Report on the
forecast financial information in this Scheme Booklet in the
form and context in which it is included.

10.12.3 US tax opinion
Deloitte & Touche LLP has given and has not withdrawn its
consent to the inclusion in Section 13 of its tax opinion on
the US federal tax consequences of the Demerger for certain
WMC Shareholders in the form and context in which it is
included.

10.13 ASIC exemptions and modifications and ASX
waivers and confirmations

10.13.1 ASIC
Clause 8302(d) of Part 3 of Schedule 8 to the Corporations
Regulations requires an explanatory statement in relation to
a scheme of arrangement to disclose particulars of any 

10. ADDITIONAL INFORMATION
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payment or benefit that is proposed to be made or given to
any director, secretary or executive officer of the scheme
company or of a related body corporate of the scheme
company as compensation for loss of, or as consideration
for or in connection with his or her retirement from, office in
the scheme company or a related body corporate of the
scheme company.

ASIC has allowed WMC to depart from those requirements.
The effect of this relief is that:
(a) WMC is not required to disclose particulars of payments

or benefits which may be made to a person referred to
in Clause 8302(d) (Relevant Person) in relation to their
loss of office or retirement from office, unless:
(i) the Relevant Person will lose office or retire from

office as a consequence of, or in connection with,
the Demerger; or

(ii) the amount of any payment or benefit which may
be made to the Relevant Person upon their loss of
office or retirement from office may be materially
affected by the Demerger;

(b) the Scheme Booklet is not required to state the identity
of any Relevant Person who will lose office or retire from
office in connection with the Demerger, unless that
person is a WMC Director; and

(c) the Scheme Booklet is not required to state particulars
of payments or benefits to Relevant Persons, other than
WMC Directors, that would otherwise be required to be
disclosed under paragraph (a), provided:
(i) such payments or benefits are disclosed on an

aggregate basis; and
(ii) the Scheme Booklet discloses the number of

Relevant Persons who will receive a payment or
benefit that is required to be disclosed under
paragraph (a) and which falls within each
successive $10,000 band, commencing at nil,
where the number of Relevant Persons is not less
than one.

Clause 8302(h) of Part 3 of Schedule 8 to the Corporations
Regulations requires an explanatory statement in relation to
a scheme of arrangement to set out whether, within the
knowledge of the directors of the scheme company, the
financial position of the scheme company has materially
changed since the date of the last balance sheet laid before
the scheme company in general meeting or sent to its
shareholders in accordance with section 314 or 317 of the
Corporations Act.

ASIC has allowed WMC to depart from complying with that
requirement on the basis that:

• WMC complies with Division 2 of Part 2M.3 of the
Corporations Act in respect of the period ending 30
June 2002;

• this Scheme Booklet states that WMC will give a copy 
of the documents referred to in section 302 of the
Corporations Act, free of charge, to anyone who asks
for them before the Demerger is approved by order of
the Court (see Section 10.23); and

• any material change in WMC’s financial position
occurring after the balance date of WMC’s financial
report for the period ending 30 June 2002 is disclosed
in this Scheme Booklet (see Section 10.9).

ASIC has also allowed WMC to depart from the
requirements of clauses 8201(a), (b), (c), (d) and (e) and
8203(a) and (b) of Part 3 of Schedule 8 to the Corporations
Regulations in the form of pro forma instruments of relief 191
and 192 referred to in ASIC Policy Statement 142 (Schemes
of arrangement and ASIC review).

10.13.2 ASX
The ASX has granted waivers to WMC or in principle
approval to WMC Resources to the waiver of the following
Listing Rules:
(a) Listing Rule 1.1, Condition 3 to the extent necessary 

to permit this Scheme Booklet to comply with Appendix
1A to the Listing Rules except Item 116, on condition
that this Scheme Booklet contains the statement set out
in Section 10.18;

(b) Listing Rule 6.23.3 to permit the amendments to the
terms and conditions of the WMC Option Plans in
accordance with the Option Scheme;

(c) Listing Rule 6.24 to relieve WMC from the requirement
to comply with paragraph 1 of Appendix 6A in
connection with the Share Scheme to the extent
necessary to allow WMC to comply with the timetable
prescribed by the Share Scheme;

(d) Listing Rule 7.22.3 to permit the amendments to the
terms and conditions of the WMC Option Plans in
accordance with the Option Scheme;

(e) Listing Rule 7.1 so that WMC Resources Options
granted pursuant to the Option Scheme are not counted
in calculating the number of equity securities that WMC
Resources may issue in the 12 month period after its
admission to the official list of the ASX without being
required to obtain the approval of the holders of its
ordinary securities;

(f) Listing Rule 7.40 to relieve WMC from the requirement
to comply with paragraph 6 of Appendix 7A in
connection with the Share Scheme and the Option
Scheme to the extent necessary to allow WMC to
comply with the timetables prescribed by the Share
Scheme and the Option Scheme;
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(g) Listing Rule 7.40 to relieve WMC Resources from the
requirement to comply with paragraph 5 of Appendix 7A
in connection with the conversion of its shares into a
smaller or larger number of shares (as required)
pursuant to section 254H of the Corporations Act;

(h) Listing Rule 10.1 to relieve WMC from the obligation to
seek shareholder approval to the transfer of WMC
Resources Shares to any of WMC’s substantial
shareholders pursuant to the Share Scheme; 

(i) Listing Rule 10.11 to relieve WMC Resources from the
obligation to seek shareholder approval for the grant of
WMC Resources Options to WMC Directors and WMC
Resources Directors pursuant to the Option Scheme;
and

(j) Listing Rule 10.17 to permit WMC’s existing directors’
fee cap to be exceeded on condition that:
(i) WMC Resources establishes, in accordance with

Listing Rule 10.17, its own maximum amount that
may be paid to WMC Resources Directors after the
implementation of the Share Scheme; and

(ii) that amount is disclosed in this Scheme Booklet.

10.14 Deeds of indemnity, insurance and access
10.14.1Alumina Limited Directors
WMC Limited has entered into deeds in favour of each of the
Alumina Limited Directors providing for certain terms of office.

In broad terms, each deed executed in favour of an Alumina
Limited Director (an Alumina Limited Director’s Deed) will:

• provide an ongoing indemnity (to the extent that Alumina
Limited is not precluded by law from so doing so and the
relevant director is not otherwise indemnified) to the
Alumina Limited Director against liabilities arising as a
result of the conduct of the business of Alumina Limited
or any subsidiary of Alumina Limited, or any act or
omission of the Director as a director of Alumina Limited
or as a director or officer of any subsidiary.  Liability
relating to the Alumina Limited Director’s involvement in,
or conduct in connection with, the Demerger will be
specifically included;

• require that Alumina Limited maintain normal insurance
policies taken up for the benefit of the Alumina Limited
Director for the term of their appointment and
continuing for 15 years after the date on which they
cease to be an Alumina Limited Director or, in respect of
liability arising out of the Demerger, for 15 years after the
Demerger Date; and

• ensure that the Alumina Limited Director has access
(subject to strict confidentiality obligations and legal
professional privilege restrictions) to the board papers of
Alumina Limited and any other documents relating to
the performance of their duties to Alumina Limited or
any subsidiary for a period of 15 years after the date on

which they cease to be an Alumina Limited Director and
to any documents relating to the Demerger for a period
of 15 years after the Demerger Date, for the purpose of
the director defending legal proceedings or appearing
before an inquiry or hearing relating to the performance
of their duties as an Alumina Limited Director or as a
director or officer of any subsidiary.

The indemnity will continue after the relevant Alumina
Limited Director ceases to hold office with Alumina Limited.

Each Alumina Limited Director’s Deed will also require:

• Alumina Limited to provide cash advances to the
relevant Alumina Limited Director to cover any costs
associated with the defence of any proceeding that may
result in a claim under the indemnity, such advances to
be repaid once the actual amount liable to be
indemnified is ascertained;

• the relevant Alumina Limited Director to promptly notify
Alumina Limited of any circumstances that may lead to
a claim under the indemnity, and to take such action as
Alumina Limited reasonably requests, at Alumina
Limited’s expense, to mitigate any consequent liability;
and

• the relevant Alumina Limited Director to provide all
reasonable assistance and co-operation, at Alumina
Limited’s expense, to Alumina Limited and its insurers in
connection with any proceeding that may lead to a
claim under the indemnity, and to subrogate Alumina
Limited and its insurers to the Alumina Limited Director’s
rights in relation to the proceeding (subject to such
subrogation not prejudicing any rights the Alumina 
Limited Director may have in relation to defamation 
by a third party).

10.14.2 WMC Resources Directors
At the General Meeting, WMC Shareholders will be asked to
pass a resolution approving the entry into, and performance
of, deeds by WMC Resources in favour of each WMC
Director, providing for certain terms of office of those WMC
Directors as directors of WMC Resources. In addition, WMC
Resources has executed a deed in favour of Mr Morley to
cover any residual liability he may have incurred in his
capacity as a former director of WMC Resources, to the
extent that it is not covered by the deed executed in his
favour by WMC referred to in Section 10.14.3.

Each deed to be executed by WMC Resources (a WMC
Resources Director’s Deed), will be in substantially similar
terms to the Alumina Limited Director’s Deed, as described
in Section 10.14.1. The WMC Resources Director’s Deeds
will only apply in relation to liability incurred by the relevant
WMC Director in or arising out of the conduct of the
business of WMC Resources or any subsidiary of WMC

10. ADDITIONAL INFORMATION
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Resources, or any act or omission of the WMC Director as a
director of WMC Resources or as a director or officer of any
subsidiary of WMC Resources. Further detail in relation to
the WMC Resources Director’s Deeds is contained in the
explanatory notes to the notice convening the General
Meeting contained in Section 16.

10.14.3 Demerger cover
As noted in Sections 10.14.1 and 10.14.2, specific cover will
be provided in each Alumina Limited Director’s Deed and
WMC Resources Director’s Deed for the relevant directors’
involvement in, and conduct in relation to, the Demerger.
However, it is intended that the Alumina Limited Director’s
Deeds and WMC Resources Director’s Deeds will primarily
provide cover for directors going forward from the date the
Demerger is implemented, and in the course of the conduct
of the relevant business after that time. It is intended that
liability of current directors and relevant former directors
within the WMC Group arising prior to or in relation to the
Demerger will be primarily covered by deeds executed by
WMC in favour of the WMC Directors (WMC Directors
Deeds), which WMC Shareholders will be asked to approve
at the General Meeting. The intent is that, to the extent that a
WMC Director incurs liability as a director of WMC
Resources or as a director or officer of any of its subsidiaries
prior to the Demerger, or arising out of the Demerger itself,
their primary recourse should be against WMC under its
indemnity. Further detail in relation to the WMC Director’s
Deeds is contained in the explanatory notes to the notice
convening the General Meeting contained in Section 16.

10.15 Directors’ and officers’ liability insurance
10.15.1 Directors and officers of WMC
WMC has paid a premium in respect of a contract to insure
directors and officers of the WMC Group against liabilities
incurred in the performance of their duties on behalf of the
WMC Group prior to or on the date of implementing the
Demerger, including liabilities arising out of the Demerger
(subject to a number of exclusions that apply to the
coverage generally).

The officers of the WMC Group covered by the insurance
policy include any natural person acting in the course of
duties for the group who is or was a director, secretary or
executive officer of a WMC Group company as well as
senior and executive staff of the WMC Group (including
WMC Resources and its post-Demerger subsidiaries).

The insurance contract provides cover for a 12 month period
ending on the earlier of 31 March 2003 and the Demerger
Date. An additional up-front premium will be paid to extend
cover for a period of seven years from the Demerger Date in
respect of liabilities incurred prior to or on that date.

10.15.2 Directors and officers of WMC Resources
WMC Resources will pay a premium in respect of a contract
to insure directors and officers of the WMC Resources
Group against liabilities incurred in the performance of their
duties on behalf of the WMC Resources Group after the
Demerger Date (subject to a number of general exclusions).
For the period from 31 March 2002 to the Demerger Date,
directors and officers of the WMC Resources Group are
covered by the WMC insurance policy described in 
Section 10.15.1.

The officers of the WMC Resources Group to be covered by
the insurance policy will include any natural person acting in
the course of duties for the group who is or was a director,
secretary or executive officer of a WMC Resources Group
company, as well as senior and executive staff.

10.15.3 Directors and officers of Alumina Limited
Alumina Limited will pay a premium in respect of a contract
to insure directors and officers of the Alumina Limited Group
against liabilities incurred in the performance of their duties
on behalf of the Alumina Limited Group after the Demerger
Date (subject to a number of general exclusions). For the
period from 31 March 2002 to the Demerger Date, directors
and officers of the Alumina Limited Group are covered by the
WMC insurance policy described in Section 10.15.1.

The officers of the Alumina Limited Group to be covered by
the insurance policy will include any natural person acting in
the course of duties for the group who is or was a director,
secretary or executive officer of an Alumina Limited Group
company, as well as senior and executive staff.

10.16 Proposed tax consolidation regime
‘Tax consolidation’ refers to the proposed Australian income
tax provisions contained in the Demerger Relief Act, the New
Business Tax System (Consolidation) Bill (No 1) 2002, the
New Business Tax System (Consolidation and Other
Measures) Bill (No 1) 2002 and several yet to be released
proposed Bills.

Whilst some of these Bills have been passed, the
consolidation provisions will only come into effect upon
Royal Assent being given to later Bills.

The effect of tax consolidation on corporate groups that
elect to consolidate is that they are treated for income tax
purposes as if they were a single entity. 

It is not compulsory that companies elect to form a
consolidated group. However, there are a number of potential
disadvantages for corporate groups that do not elect into
consolidation. These potential disadvantages primarily relate
to the tax treatment of transactions between members of the
group as well as the inability to transfer tax losses.
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10.16.1 Tax cost base of assets in the consolidated group
Where a group elects to consolidate, the tax cost base of the
assets of the members of the group may be reset.
Depending on the particular circumstances of the members
in the group, this may result in an increased reset tax cost
base. The consolidated group may be advantaged as a
consequence of this reset due to a higher tax cost base.
Specific provisions apply in relation to the ability to claim
depreciation deductions.

10.16.2 Utilisation of tax losses within the 
consolidated group

Where a group elects to consolidate, losses of an entity
joining the consolidated group can be transferred to and
utilised by the consolidated group. The transfer of losses to
the consolidated group requires the joining entity to pass
either an ownership or same business test. Once losses are
transferred to the group they may be utilised subject to
certain restrictions. The general method for restricting the
rate at which losses are utilised is known as the ‘available
fraction’. The available fraction is, broadly, calculated by
reference to the market value of the loss entity as a
proportion of the market value of the group (with certain
concessions available where a group elects to consolidate
within a specified period). This fraction is then applied
against the income of the group to determine the quantum
of losses that may be used in a given period.

10.16.3 Other impacts
There are also other impacts on entities where a group elects
to consolidate. These include the following:

• the franking surpluses of the subsidiaries of the group
will be ‘transferred’ to the head company of the group,
which will then maintain the franking account for the
consolidated group; and

• the consolidated group will lodge a single consolidated
income tax return. Generally, the head company of the
consolidated group will primarily be responsible for the
income tax liability of the group.

10.17 Material agreements
10.17.1Implementation Deed
WMC, WMC Resources, Fertilizers and ODC have entered
into the Implementation Deed, pursuant to which each has
agreed to do everything necessary to implement the Share
Scheme and (in the case of WMC and WMC Resources) the
Option Scheme. This includes, in the case of WMC, doing
everything necessary to implement the Capital Reduction
and the Share Scheme Dividend.

WMC and WMC Resources have also agreed to take all
actions necessary or desirable to ensure that various
conditions precedent to each Scheme are satisfied.  In
addition, WMC and WMC Resources have agreed to

negotiate in good faith the terms of the Demerger Deed and
the Transitional Services Agreement, and any ancillary
agreements necessary in relation to the Demerger.

In accordance with the Implementation Deed, each of 
WMC Resources, Fertilizers and ODC has also executed a
deed poll in favour of WMC Shareholders and (in the case 
of WMC Resources) WMC Optionholders, pursuant to 
which it undertakes to perform its relevant obligations under
the Schemes.

A copy of the Implementation Deed is contained in Section 14.

10.17.2 Demerger Deed
(a) Nature of deed
WMC Resources and Alumina Limited will enter into 
the Demerger Deed on or before the Demerger Date. 
The Demerger Deed deals with transitional and
miscellaneous commercial and legal issues arising in
connection with the legal and economic separation of 
WMC Resources from Alumina Limited.

(b) Key terms
(i) Fundamental Demerger principle

The fundamental principle of the separation of WMC
Resources from Alumina Limited is that, following the
Demerger, WMC Resources will have the entire
economic benefit, risk and liabilities of all the WMC
Resources businesses, companies and assets as if
WMC Resources had owned and operated those
businesses, companies and assets at all times. Alumina
Limited will continue to have the entire economic
benefit, risk and liabilities of its companies and assets
following the Demerger.

(ii) Acknowledgement
Consistent with the fundamental Demerger principle
outlined above, Alumina Limited and WMC Resources
acknowledge that, once the Demerger is complete,
WMC Resources will not have any rights against
Alumina Limited, and Alumina Limited will not have any
rights against WMC Resources, except in specified
circumstances. Neither Alumina Limited nor WMC
Resources will have any right to make a claim for loss or
damage arising directly or indirectly in relation to the
Capital Reduction, the Share Scheme Dividend, the
Schemes, the internal restructure of the WMC
Resources Group (summarised in Section 5.5.1) and the
operation of the WMC Resources Group’s businesses
prior to the Demerger, unless expressly permitted by the
Demerger Deed or any other document or agreement
between the parties (such as the Transitional Services
Agreement or other ongoing commercial arrangements).
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(iii) Business restructure
WMC’s non-AWAC businesses and companies have
been or will be substantially restructured pursuant to a
series of separate restructure agreements prior to the
Demerger so that an identifiable corporate group will
come into existence comprising the companies that
own the WMC Resources assets and constitute the
WMC Resources businesses. The Demerger Deed
makes provision for:

• the approach to be adopted by the parties to the
restructure of WMC’s non-AWAC businesses and
companies prior to the Demerger;

• the practical, economic and legal effect of the
separation of WMC Resources from Alumina Limited;

• the mechanism under which Alumina Limited and
WMC Resources can transfer to the other group any
asset or contract which a group member owns or
holds after the Demerger Date but which at the
Demerger Date was most directly used in the other
group’s business, or was incorrectly transferred as
part of the restructure of WMC’s non-AWAC
businesses; and

• if any asset or share transfers required to establish
the WMC Resources Group have not been
completed prior to the date of execution of the
Demerger Deed, the principles in accordance with
which the parties will conduct their arrangements
pending each transfer, so as to ensure that, to the
extent possible, each transferee gets the benefit and
all risks of the asset or company being transferred as
from the Accounting Effective Date.

(iv) Accounting separation
The Demerger Deed confirms that, for accounting
purposes, Alumina Limited and WMC Resources will be
treated as being demerged as from 30 November 2002,
or on such other date as may be agreed between
Alumina Limited and WMC Resources, with the intention
that it be the date of the closest month end preceding
the Demerger Date.

(v) Access to records
Records held by each of Alumina Limited and WMC
Resources at the Demerger Date that relate to the other
must be maintained.  Each of Alumina Limited and
WMC Resources must allow the other to access those
records and must notify the other prior to any destruction
of those records so that they can be copied or retrieved.

(vi) Financial and tax assistance
Alumina Limited and WMC Resources will assist each
other in relation to future and past financial and tax
matters, and each will allow the other access to financial
and other records in connection with the preparation of

tax returns or tax audits by the ATO of either Alumina
Limited or WMC Resources.

(vii) Employees and superannuation
The Demerger Deed addresses matters relating to the
transfer of certain employees of WMC Resources to
Alumina Limited.  Alumina Limited is obliged to
indemnify WMC Resources against all costs and
expenses (including claims) relating to the transfer.
WMC Resources and Alumina Limited are each obliged
to indemnify the other against all costs and expenses
(including claims) relating to any redundancy,
retrenchment or termination of a former Alumina Limited
employee or WMC Resources employee (as applicable).

In accordance with the fundamental Demerger principle,
WMC Resources is required to meet all costs relating to
the provision of retirement savings or retirement income
benefits and other related benefits for its employees. The
Demerger Deed also requires Alumina Limited to assume
responsibility for the superannuation arrangements of
those employees transferring to it from WMC Resources.

(viii) Use of intellectual property
The Demerger Deed sets out the general principles 
that determine ownership of intellectual property by
Alumina Limited and WMC Resources (other than trade
marks and business names). The Demerger Deed also
sets out the restrictions on the use of jointly-owned
intellectual property.

Under the Demerger Deed, Alumina Limited is required
as soon as practicable, and in any event within one
month, after the Demerger Date to cease the use of 
the ‘WMC’ name (and derivatives) and the ‘WMC’ logo,
and to arrange for the change of Alumina Limited Group
company names including the ‘WMC’ name 
(or derivatives).

(ix) Litigation management
Alumina Limited and WMC Resources will assist each
other in relation to the management of current and new
litigation matters involving WMC Resources (other than
in respect of litigation between Alumina Limited and
WMC Resources). Each of Alumina Limited and WMC
Resources indemnifies the other in respect of liability or
loss suffered in connection with a claim where that
liability relates to the business of the other.

(x) Insurance
WMC Resources will provide its own group business
insurance and insurance for the WMC Resources
Directors and officers from the Demerger Date.
However, WMC Resources and the WMC Resources
Directors and officers will have access to the existing
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directors’ and officers’ insurance policy maintained by
Alumina Limited for the remaining life of that policy in
respect of matters which occurred on or before the
Demerger Date.

(xi) Guarantees
WMC Resources must use its best endeavours to procure
the removal of all Alumina Limited parent guarantees of
the WMC Resources Group businesses prior to the
Demerger. WMC Resources indemnifies Alumina Limited
in respect of liability or loss suffered in connection with
a claim under any guarantee not removed.

(xii) Indemnities
Alumina Limited and WMC Resources each give certain
indemnities to the other, including tax indemnities,
consistent with the fundamental Demerger principle
outlined above, to ensure that the intended economic
effect of the Demerger is achieved.

10.17.3 Transitional Services Agreement
(a) Nature of agreement
WMC Resources and Alumina Limited will enter into the
Transitional Services Agreement on or before the Demerger
Date. Under the agreement, WMC Resources will provide, or
will procure the provision of, certain services to the Alumina
Limited Group for a period of up to six months after the
Demerger Date.

(b) Key terms
(i) Services

WMC Resources will provide the following services 
to Alumina Limited and to members of the Alumina
Limited Group:

• General corporate services;

• Accounting and finance;

• IT support;

• Human resources;

• Company secretarial and legal; and

• Corporate affairs.

(ii) Charges for services
WMC Resources will charge Alumina Limited a set
monthly fee for providing, or procuring the provision of
the services described above.

(iii) Protection of information
The Agreement imposes obligations on each of WMC
Resources and Alumina Limited to keep confidential all
information, records, reports and other data and other
agreements or documents relating to or used in
connection with the Agreement.

(iv) Indemnity
WMC Resources must indemnify Alumina Limited
against all claims and losses which may be made or
brought against Alumina Limited or incurred or suffered
by Alumina Limited as a result of the wilful misconduct
of WMC Resources or its directors, employees, officers,
agents or contractors.

10.17.4 WMC Resources Loan Facility
(a) Nature of contract
WMC will put in place the WMC Resources Loan Facility
through its wholly owned subsidiary, WMC Finance, for the
purposes discussed in Section 5.5.4. The facility is a US$1.1
billion loan note facility arranged and underwritten by
Commonwealth Bank of Australia, Deutsche Bank, JP
Morgan and Westpac Banking Corporation as joint lead
arrangers. Although the WMC Resources Loan Facility has
not yet been entered into, WMC has obtained binding
commitments from the lenders to arrange and underwrite 
the facility.

(b) Key terms
(i) Components

The WMC Resources Loan Facility has two
components:
• a US$500 million 364 day term facility which is

intended to be refinanced by a medium to long-term
debt capital markets issuance after the Demerger is
implemented; and

• a US$600 million syndicated revolving facility with a
364 day term (which may be extended at the
discretion of the lenders) and a three year tranche.

The periods above terminate on the relevant anniversary
of the date of execution of the WMC Resources Loan
Facility.

(ii) Guarantors
The WMC Resources Loan Facility will initially be
guaranteed by WMC Resources and the entities that will
be its principal subsidiaries, together representing no less
than 85% (by EBITDA and tangible assets) of the WMC
Resources Group, and by WMC. Once the Demerger is
implemented, WMC (Alumina Limited, as it will then be
renamed) will cease to be a guarantor of the facility.

(iii) Pricing
The pricing of the WMC Resources Loan Facility is
generally consistent with that which a BBB rated entity
might obtain for a facility of this size and nature.

10. ADDITIONAL INFORMATION
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(iv) Undertakings
The WMC Resources Loan Facility contains
undertakings by WMC Resources and its subsidiaries
that are customary for a facility of this nature, including
negative pledges and guarantees by WMC Resources
and the guaranteeing subsidiaries.

(v) Events of default
The WMC Resources Loan Facility contains events of
default and review events that are customary for a
facility of this nature.

10.18 Capital raising by WMC Resources
WMC Resources has not raised any capital for three months
before the date of lodgement of this Scheme Booklet for
registration by ASIC and will not need to raise any capital for
three months after the date of lodgement of this Scheme
Booklet for registration by ASIC (other than the issue of
shares contemplated by the Share Scheme or following the
exercise of WMC Resources Options or as otherwise
described in this Scheme Booklet).

10.19 Privacy
WMC and WMC Resources may collect personal information
in the process of implementing the Demerger. Such
information may include the name and contact details and
securityholding of WMC Shareholders and WMC
Optionholders, and the name of persons appointed by WMC
Shareholders and WMC Optionholders to act as proxy,
corporate representative or attorney at any or all of the
Meetings. The primary purpose of collection of the personal
information is to assist WMC in the conduct of the Meetings
and to enable the Demerger to be implemented by WMC
and WMC Resources in the manner described in this
Scheme Booklet. Without this information, WMC and WMC
Resources may be hindered in their ability to carry out these
purposes to full effect. The collection of certain personal
information is authorised by the Corporations Act.

Personal information may be disclosed to the WMC Share
Registry and to the WMC Resources Share Registry, print
and mail services providers, authorised securities brokers
and to related bodies corporate of WMC and WMC
Resources. The personal information of Ineligible Overseas
Shareholders may also be disclosed to a person nominated
by WMC as the Sale Agent, to enable the Sale Agent to sell
the WMC Resources Shares that are attributable to the
Ineligible Overseas Shareholders and to remit the net
proceeds to them in accordance with the terms of the Share
Scheme. 

WMC Shareholders and WMC Optionholders have certain
rights to access personal information that has been
collected. WMC Shareholders and WMC Optionholders

should contact Ms Angela Kasjan on +61(0)3 9685 6000,
in the first instance, if they wish to request access to their
personal information. 

WMC Shareholders and WMC Optionholders who appoint a
named person to act as their proxy, corporate representative
or attorney at any or all of the Meetings should ensure that
they inform that person of the contents of this Section 10.18.

10.20 Regulatory and legal
10.20.1 Foreign exchange controls
The Reserve Bank of Australia generally does not restrict the
import and export of Australian Dollars. There are currently
no Australian exchange controls or other limitations, other
than any applicable withholding of Australian tax, which
restrict the remittances of any dividends, interest or other
payment by WMC (Alumina Limited) or WMC Resources to
non-resident holders of WMC Shares (Alumina Limited
Shares) or WMC Resources Shares outside Australia,
provided they are not nationals of or connected with Iraq,
Libya, the Federal Republic of Yugoslavia (Serbia and
Montenegro), the Taliban (also referred to as the Islamic
Emirate of Afghanistan), or the National Union for the Total
Independence of Angola (also known as UNITA), in which
case remittance is prohibited.

10.20.2 Restrictions on foreign ownership
There are no limitations under Australian law on the right of
non-residents to hold or vote WMC Shares (Alumina Limited
Shares) or WMC Resources Shares other than the Foreign
Acquisitions and Takeovers Act 1975 (Cth) (FATA). The FATA
may affect the right of certain persons to hold or control
WMC Shares (Alumina Limited Shares) or WMC Resources
Shares. Acquisitions of shares in Australian companies by
foreign interests are subject to review and approval by the
Treasurer of the Commonwealth of Australia under the FATA.
The FATA applies to any acquisition by a foreign person or
associated foreign persons which would result in a holding
of 15% or more of the issued shares of, or control of 15% or
more of the voting power in, an Australian company. Further,
it applies to any acquisition by non-associated foreign
persons which would result in a holding by those persons of
40% or more of the issued shares of, or control of 40% or
more of the voting power in, an Australian company.

10.21 Documents available for inspection
Copies of the following documents are available for
inspection at the registered office of WMC between 9.00 am
and 4.00 pm on Business Days until the Share Scheme
Record Date:

• Constitution of WMC;

• Constitution of WMC Resources;

• WMC Director’s Deeds; and

• WMC Resources Director’s Deeds.
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10.22 Supplementary disclosure
WMC will issue a supplementary document to this Scheme
Booklet if it becomes aware of any of the following between
the date of lodgement of this Scheme Booklet for
registration by ASIC and the Listing Date:

• a material statement in this Scheme Booklet is
misleading or deceptive; 

• a material omission from this Scheme Booklet;

• a significant change affecting a matter included in this
Scheme Booklet; or

• a significant new matter has arisen and it would have
been required to be included in the Scheme Booklet.

Depending on the nature and timing of the changed
circumstances and subject to obtaining any relevant
approvals, WMC may circulate and publish any
supplementary document by:

• placing an advertisement in a prominent published
newspaper which is circulated generally throughout
Australia;

• posting the supplementary document on WMC’s
website; and

• making an announcement to the ASX.

10.23 Half-yearly accounts
WMC will give a copy of the following documents free of
charge to anyone who asks for them before the Share
Scheme is approved by order of the Court (expected to
occur on 2 December 2002):

• WMC’s financial report for the half-year ending 
30 June 2002;

• the auditor’s review report on WMC’s financial report for
the half-year ending 30 June 2002;

• WMC Directors’ declaration on WMC’s financial report
for the half-year ending 30 June 2002; and

• WMC’s directors’ report for the half-year ending 
30 June 2002.

Copies of these documents can be obtained by calling
WMC’s information line on 1800 301 080, toll free, if within
Australia, or +61 (0)3 9611 5970 if outside Australia.

10. ADDITIONAL INFORMATION
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