
Extract from Hansard 
[COUNCIL - Thursday, 19 September 2002] 

 p1235c-1240a 
Hon Kim Chance; Hon Dee Margetts; Hon Dr Chrissy Sharp 

 [1] 

NORTH WEST SHELF JOINT VENTURE, LNG CONTRACT WITH CHINA 
Motion 

Resumed from 18 September on the following motion moved by Hon Kim Chance (Leader of the House) - 

That this House congratulates the North West Shelf joint venture in winning the $25 billion contract to 
sell liquefied natural gas to China but calls for a major revamp of the federal Government’s 
Commonwealth Grants Commission process due to the inherent way it disadvantages Western 
Australians in the sharing of benefits from major resource projects between the Commonwealth and this 
State. 

HON DEE MARGETTS (Agricultural) [11.04 am]:  I know my colleague Hon Robin Chapple had some time 
left, but he has unfortunately been admitted to Royal Perth Hospital with a kidney problem.  Although he had a 
few minutes left on his presentation, he is relaxed about forgoing the remainder of that time - in fact, he is 
probably past caring.  I commend Hon Robin Chapple’s excellent presentation of the data regarding the gas 
resource in Western Australia and the way he linked it to the situation in China, the market for the new gas 
contract.  It is extremely important - it has probably never been as important - that any of these deals are strategic 
for Western Australia.  As my colleague pointed out, considering the available information about the world’s 
petroleum and gas resources, China probably could not be happier about this deal and is unable to believe its 
luck at the naivety of the Western Australian negotiators.   

A great deal of capital intensity is involved in developing a gas field.  Once the tap is turned on, it cannot be 
turned off.  A field must produce at a certain level to repay the capital costs and the amount of money that has 
been invested.  It is inevitable that if people try to produce from as many fields as possible at the same time, they 
will have to use the resource at a faster rate.  Western Australia is trying to bring on as many fields as possible as 
quickly as possible.  It has been estimated that within around 20 years, the western world will experience a 
situation of rapidly escalating energy markets.  As my colleague indicated, the world’s petroleum resources are 
linked to this.  People might look at the world’s resources and the fact that we are reaching the halfway point of 
our petroleum resources, and think that means that we still have half to go.  It is not as easy as that.  Producers 
are not silly; they look for the easiest sources.  It will reach the point at which the energy and cost involved in 
retrieving fossil fuels will be greater than the gain from doing so.  Although people are talking about shale oil, 
oil in the oceans and other sources that are harder to get at, it is extremely unlikely that those energy sources will 
ever be economical as more energy than is retrieved will need to be expended.  As my colleague pointed out, the 
best and most sensible long-term plan for our gas resources in this State is to store that resource for the times 
when it may be not only of greater environmental value but also economically beneficial to the State.  
Unfortunately, four-year terms of government mitigate against the longer-term, more sensible planning that is 
needed for these kinds of decisions.  Also unfortunately, the profit motives of companies mean that they do not 
necessarily think beyond their bottom line and their normal assumptions about corporate outlooks.  Governments 
must at some stage be part of that decision-making process.  Obviously, government input takes place through 
the provision of infrastructure, state government negotiators and the federal government people who make the 
offers.  Therefore, people assume that government has facilitated the process.  Everyone patted themselves on 
the back about the China deal; however, government should have played the harder role of providing some 
commonsense and encouraging people to think about the national, state and general environmental interests 
involved with strategies for energy conservation and efficiency.  We have not bitten the bullet and moved 
Australian agriculture, transport systems and industry into less fossil fuel dependent modes.  Unfortunately, the 
attitude of people has been to encourage fossil fuel development at all costs.  The problem with gas, perhaps 
more than with petroleum, is that once the tap has been turned on, because of the huge capital expenditure 
involved, it is extremely difficult to turn it off.  The message that my colleague was giving yesterday was that we 
should take a clearer look at the picture.   

I hope against hope that maybe some commonsense can still be brought into this argument, but I doubt it.  The 
corporation’s shareholders were not as enthusiastic as was assumed.  Perhaps they can count as well.  They 
might have seen that there would be a benefit for the medium-term interests of the corporation, but perhaps a 
greater benefit for the private interests involved would be to defer that expenditure.  We all know how corporate 
decisions are made.  Deferring something means that somebody else can possibly exploit it in the future.  The 
same situation has evolved in many of the fishing industries throughout the world, as the Leader of the House 
would know.  Unless a fishery is enclosed, everybody knows that at some stage the resource will become 
unsustainable.  If people do not get what they want, somebody else will.  Unfortunately that attitude is driving 
many of these decisions.   

I am pleased to see, at least from a state revenue point of view, that the debate has brought home the fact that a 
number of these major projects and deals do not bring the assumed windfalls.  People from both sides of the 
argument have pointed out that the royalty situation for Western Australia is one of smoke and mirrors.  
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Although Western Australia receives a certain percentage of royalties, the Commonwealth will use that as an 
excuse to reduce grants to Western Australia.  Any revenue windfall from major projects in Western Australia 
ends up more readily going into general coffers.  As I have mentioned on a number of other occasions, the 
problem with state agreement Acts is that Western Australia becomes linked to the process for many years, even 
if it finds that the cost to state revenue is more than it will get out of it.   

Although it is useful to debate future agreements as they relate to revenue for local shires and royalties, dozens 
of state agreement Acts exist.  Talking about what may happen in the future may not be particularly helpful if the 
Government does not sign up to more state agreement Acts, although I have not as yet seen any signs of that.  
The information that has been provided to Governments, whether coalition Governments or Labor Governments, 
has been provided by the same office, whether it be called the Department of Mineral and Petroleum Resources 
or the Office of Major Projects.  The information has been very pro these sorts of projects and has not sought to 
give a wider picture, or a picture of what perhaps may happen over decades to come.  That is a great 
disappointment to me.   

The Greens (WA) share the concerns about the Commonwealth Grants Commission.  Many issues in recent 
years have affected the revenue of the States.  The previous Government signed up to a scheme under the 
national competition policy which reduced some of the income flow to Western Australia.  The last of the 
tranche payments under that policy are still being held up to push for further deregulation.  We have seen that in 
many industries and retail sales, and we are still seeing it with agricultural industries.  Massive changes and 
repeals have occurred with legislation in Western Australia and elsewhere because of the national competition 
policy.  I believe that we will cease to receive any more tranche payments after the next one.  Therefore, the 
State may not be getting a bucket of money and a benefit.  The goods and services tax involved similar smoke 
and mirrors.  From a state revenue point of view there is a very good reason for looking at all the constitutional 
arrangements between the Commonwealth Government and State Governments or the Commonwealth 
Government and regional governments in the future.  One group is looking at shedding a tier; that is, it is looking 
at whether Australian administration in general might be better arranged on the basis of regional governments.  
That cannot be done, as Minister Wilson Tuckey suggests, simply by shoving extra responsibilities onto local 
government.  Consultation must be sought with the local community.  I believe that is a bit foreign to Wilson 
Tuckey.  Resources, powers and abilities must be provided to various levels of government and all levels of 
society must be involved in the discussions on those major changes.  From the point of view of the Greens 
(WA), many areas of constitutional change and arrangements between federal and State Governments, and 
perhaps potential arrangements in the future between federal and regional governments in Western Australia, 
need looking at.  What has been done is fairly piecemeal.   

I find it difficult to congratulate the North West Shelf joint venturers.  They have probably done enough 
congratulating themselves.  Sadly, I also find it difficult to congratulate either the State or Commonwealth 
Governments, because I believe what has happened is short-sighted from an environmental, distributional and 
economic point of view.  The future of the Western Australian economy is not being looked at.  The short-term 
potential to sign Western Australia into a contract may link it into something we will live to regret.   

HON CHRISTINE SHARP (South West) [11.17 am]:  I will take up where my colleague left off and add a few 
more words to the debate on this motion, which obviously contains two very important issues for this State.  The 
first issue is the use and allocation of the North West Shelf gas resources for the long-term benefit of this State 
and the important issues of energy policy that it raises.  The second issue is the funding relationship between the 
Commonwealth Government and this State.   

Other members have discussed the document on the review of commonwealth-state funding, the final Garnaut-
FitzGerald report that was released about three weeks ago.  The report on the review of the allocation of grants to 
States and Territories is a very important document.  That is why it has been mentioned several times during the 
debate.  I ask the Government whether there will be a more substantive discussion of its position in regard to the 
report.  Does the Government endorse it entirely?  Will it allow this Parliament to discuss it fully?  Will it bring 
this Parliament into the loop, as it were, of intergovernmental discussions?   

The relationship between various levels of government in Australia at the moment and for some time in the past 
has been, and is, dysfunctional.  It is quite clearly the single most important government issue facing 
Governments throughout Australia.  The Garnaut-FitzGerald review gives a lot of background on the financial 
relationship between the Commonwealth and the States, as did Hon George Cash in his erudite presentation at 
the beginning of the debate on this motion.  Hon George Cash talked about some of the critical things that have 
skewed the financial relationship between the States and the Commonwealth, particularly in the 1940s with the 
1942 change in taxation arrangement due to the war effort, the subsequent High Court decision, and the passage 
of the commonwealth States Grants (Tax Reimbursement) Act 1946.  Since those years, and during and just after 
the Second World War, our Constitution has not worked efficiently.   
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The Garnaut-FitzGerald review proposes a new model for commonwealth-state funding allocations. As far as I 
am aware, that review is one of the most substantial efforts across government for some time to discuss these 
matters in a unified way.  The report states at page 191 -  

•  The new model for Australia’s Commonwealth-State financial relations is based on efficient, simplified 
delivery of services that are most important for equality of opportunity among Australians.   

•  National programs would be established in Health and Aged Care, Education and Training and 
Indigenous Community Development.   

•  Commonwealth and State Governments would have joint responsibility for setting broad national 
objectives in each area.   

•  Administrative responsibility would be unambiguous - States would administer the Health and Aged 
Care and Education and Training programs, and the Commonwealth would administer the Indigenous 
Community Development Program.   

The word “ambiguous” is an important word, because at the moment ambiguity and duplication are rife.  The 
review proposes that two of the three national programs in those important areas will be unambiguously 
administered by the States.  The report states also -  

•  Most specific purpose payments would have their funds transferred to the three National Programs. 

Therefore, grants to the States for other areas of government administration will presumably not be hampered by 
the specific purpose payments approach.   

I urge other members to also consider this important report, and I encourage the Government to involve the 
Parliament in debate on the matters raised in the report.  That should be a specific debate, not a debate in which 
we just touch on these matters obliquely in passing, because this is a critical area of government.   

I offer cautious support for the reforms that are proposed in the Garnaut-FitzGerald review.  I also echo the 
comment made by Hon Dee Margetts that the issues that are facing us and that are touched on in this motion are 
more profound than the solutions that are suggested in this review.  The review gives a clear indication that, as 
members know, Australia has the most serious vertical fiscal imbalance of any federation in the world.  Over 40 
per cent of the total state expenditure is received from the Commonwealth Government.  In other well-known 
federations, such as Canada and Germany, the percentage of total state expenditure that is received from the 
central Government is less than 20 per cent.  In other words, total state expenditure in Australia is over double 
that in comparative federations elsewhere.   

The proposal in the Garnaut-FitzGerald review that specific purpose payments should be focused on the national 
programs in education and training, health and aged care, and indigenous community development is a polite 
way of saying that we should deliberately sidestep our constitutional arrangements.  It ignores the critical need to 
look at the structures of government in our federal system.  In focusing on tackling horizontal fiscal equalisation, 
which is the area that has been touched on the most in this debate - that is to say, whether Western Australia 
receives a fair share of the pie - we are attempting to take away payments from smaller States such as Tasmania, 
as has already been discussed in the debate.  Unfortunately, the matter of States fighting other States is not at the 
heart of the problem.  The problem is the relationship between the levels of government.  The problem is 
vertical, not horizontal.  The problem is whether it is appropriate for the administration of government programs 
to be as highly centralised as it is in Australia under our federal system.  The problem is also the way in which 
the central federal Government not only subsequently controls state expenditure through specific purpose 
payments but also has its own duplicated systems of administration in many key areas of government, so that we 
have parallel systems of administration throughout Australia in areas such as land care and health that greatly 
increase the cost of administering government in this country.   

The relationship between the different levels of government is the single most important issue of government 
facing Australia.  That relationship is dysfunctional and has been dysfunctional for a long time.  I regret that the 
Garnaut-FitzGerald review is continuing the piecemeal approach of trying to tidy up some of these issues 
without looking at the more profound issue of how our federation should work.  Some of the major long-term 
issues are whether we should consider some constitutional changes to the levels of government and move 
responsibilities from the States by adopting a regional approach, and whether the control of income and financial 
output should be more clearly located at the level of administration.  The Garnaut-FitzGerald review is the most 
important document on these matters that has come before this Parliament and several Parliaments before it.  I 
hope the Government will take this opportunity to take the Parliament into its confidence about its intentions on 
this review of commonwealth-state funding and give us a more focused opportunity for debate on this critical 
area of government.  
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HON KIM CHANCE (Agricultural - Leader of the House) [11.29 am]:  I thank all members who have 
contributed to the debate in such thoughtful and very different ways.  Significant parts of the debate would form 
a useful reference for students of this form of development.  A range of issues has been discussed today.  Those 
discussions were somewhat broader than the issue itself, although they were all precisely to the point.  Hon 
Christine Sharp’s speech was a very fine example of that.  I will refer later to Hon George Cash’s speech.  He 
made a particularly valuable contribution to the debate in the area of constitutional law and federal-state 
financial relationships that perhaps not all members would have expected to hear in such detail on a motion of 
this kind.  This important issue warrants the extensive debate we have had.  I was genuinely pleased with the 
range of issues that members covered and the way in which the House has been able to use the occasion of this 
debate to explore some issues that go to the very heart of the way the State’s economy operates and the way the 
State considers its future financial dynamics as it moves to a second and exciting period of major resource 
development.  

I thank the Leader of the Opposition in particular for his contribution.  It was a conventional contribution aimed 
squarely at the motion.  However, he welcomed the development and quite correctly paid due deference to the 
former Premier and the former Government for the important roles they played in formulating this contract; it 
has been a long process.  The current Premier has acknowledged and appreciates the important role that Richard 
Court played by starting the negotiations and getting them to a stage at which they could be concluded.  The 
Leader of the Opposition also acknowledged the role of the Commonwealth in this matter, which is important.  It 
played an important part and it is proper that the Prime Minister shared some of the reflected glory at the 
conclusion of the contract.  

Hon Jon Ford’s contribution was unusual in the context of a resource development motion.  Rarely does the 
House have an opportunity to hear the views of a member who has had such an intimate experience with the oil 
and gas industry over so many years.  That industry has been Hon Jon Ford’s life.  In a technical sense, he was 
one of the major players in the oil and gas industry virtually since its inception.  I found it fascinating to hear 
Hon Jon Ford’s view of the industry’s development from the early days until now.  I noted his views on the 
priority Woodside gave to safety in the workplace and how that was balanced against production.  Over the 
years, that balance changed.  At one stage, safety rated a narrow second to production, then it was equally ranked 
with production and later it was rated ahead of production.  The gas industry has progressively improved with 
each of those changes.  I interjected on the member during those remarks and asked whether these levels of 
safety are employed worldwide.  Hon Jon Ford said that does not yet happen, but the world is observing the 
standards that are being set on the North West Shelf gas project and is moving towards achieving those 
standards.  The member acknowledged that only the operations on the North Sea were remotely near our current 
standards.   

It is important that wherever we harness hydrocarbon reserves, and particularly when we harness offshore 
hydrocarbon reserves, attention must be paid to the safety of the workers on site, who obviously require high 
levels of safety.  It is also important to pay attention to the impact the safety measures have on the environment 
from which the reserves are being harnessed.  The way Hon Jon Ford explained his first-hand relationship with 
the oil and gas industry was absolutely fascinating.  We rarely hear a member of this Chamber give the point of 
view of the resource industry.  In the past, Hon Tom Helm gave us some insight into the industry, but Hon Jon 
Ford is the first member I have heard discuss the issue in such depth.  

Hon George Cash also gave us a very insightful speech that principally related to the second part of the motion 
that dealt with the commonwealth-state financial relationships.  In particular, I refer to section 99 of the 
Constitution, to which Hon George Cash drew our attention.  Hon George Cash stated -  

The Commonwealth shall not, by any law or regulation of trade, commerce, or revenue, give preference 
to one State or any part thereof over another State or any part thereof.   

Effectively, the Commonwealth relies on that provision to even out the revenue flow to the States according to 
their needs.  That is a basic tenet of federation.  As I indicated when I opened the debate, I have no grievance 
with that; indeed it is important to have it in our Constitution.  Hon George Cash gave a very good rendition of 
how changes have evolved in the interpretation of that provision since the Constitution was constructed.  Perhaps 
the Commonwealth relies more heavily on the impact of some of those constitutional provisions today than it 
should.  The provisions of the Constitution are very simple; it is the spin that is put on them that makes the 
difference.  

I indicated when opening the debate that it is necessary in my view for the Commonwealth in the nation’s 
broader interest - not in the interests of a particular State - to ensure that if it is patently obvious that the State’s 
revenues are overburdened by the requirement to provide capital infrastructure for resource development, then 
the interests of the Commonwealth and the people of Australia will be better served when the State is relieved of 
that burden.  I am hard and fast on that view only in the sense of the capital infrastructure requirement.  The 
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Commonwealth and the nation’s interests must include consideration of how the vertical fiscal imbalance can be 
addressed.  I believe recently there was an on-site relationship between the Commonwealth and the State on this 
very matter and that commonwealth officials went to the Burrup to get a hands-on feel for the infrastructure 
requirements.  I got the impression from state offices that the scale of the capital investment that the State is 
required to put together is beginning to sink in with the Commonwealth.  It is not relevant whether the Grants 
Commission formula needs to be altered to recognise the State’s role - in other words, to allow for a period in 
which the State can recoup its capital infrastructure spending - or whether the Commonwealth assists up front 
with the capital infrastructure requirements.  However, it is important that the Commonwealth understands the 
changing dynamics of the capital infrastructure requirements.  I thank Hon George Cash for making that clear. 

Hon George Cash also referred to inaccurate statements that have been made, which I believe are the result of 
people talking in shorthand more than a lack of understanding.  He pointed to the inaccuracy of the statement 
that the Commonwealth takes 90 per cent of the royalties.  He is correct that the Commonwealth does not take 
per se 90 per cent of the royalties; de facto it does.  The State takes the royalties, and the Commonwealth does 
not impede that, but the Grants Commission then takes account of the royalties flow to the State and reduces the 
grants to the State under the Grants Commission formula so that it has the effect of taking away about 90 per 
cent of that flow.  It is important that we are accurate on that matter. 

Hon Robin Chapple and Hon Dee Margetts questioned the wisdom of the right to develop the export component 
in the development of the North West Shelf.  Their argument, if I understand it correctly, was predicated on the 
view that a commitment to China of three million tonnes per annum over 25 years may have been premature and 
that with prices likely to rise as a result of general hydrocarbon diminution, in particular the diminution of gas 
availability in the United States economy, it may have been better to at least postpone these arrangements.  Hon 
Robin Chapple’s view was that the best investment we could have made would be to leave the gas in the ground.   

Hon Dee Margetts:  For a while. 

Hon KIM CHANCE:  Yes.  That is an interesting view and one that I have heard expressed about other mineral 
resources in the State.  I believe from time to time I may have expressed a similar view, particularly in relation to 
the Koolyanobbing iron ore resource, which I believed was a strategic resource and important for the people of 
that region.  However, we must take that view of life seriously, as I believe it is a serious view.  We must 
consider two aspects parallel with the view expressed by Hon Robin Chapple and Hon Dee Margetts.  One is 
what proportion of our reserves is represented by that commitment to export three million tonnes per annum over 
25 years and what are the pricing arrangements?  I cannot give the answer to the next question and I was looking 
around the Chamber to find a member who could tell me.  It would be a good thing if we could find the answer.  
I am not talking about precise pricing arrangements, but the mechanism for setting the price over the term of the 
25-year contract.  I would be surprised if the mechanism did not recognise a market value factor.  Although I do 
not know that, I would be surprised if that were not the case. 

Another issue that I learned only recently at a briefing is the scale of the reserves off the North West Shelf.  The 
known reserves are truly stunning in their size.  Another question to which I do not know the answer is: what 
part of those reserves is represented by a commitment to three million tonnes per annum over 25 years?  The size 
of the known reserves is such that at our current use, we have about 300 years’ supply of gas on the North West 
Shelf.  We use 0.3 of one per cent of those reserves annually.  Clearly, the deal with China will be on top of that 
so that will reduce the resource’s life; however, it is a sizeable resource.  I have previously heard expressed the 
argument of Hon Robin Chapple and Hon Dee Margetts, particularly about the price we were receiving for iron 
ore, which was at that time a very low price.  One could cast around for opinions about whether the nation’s 
interests were served by the export of iron ore at that price.  When one considers that possibility in the light of 
the scale of the resources that existed - and, hopefully, the international price for iron ore will change more 
positively in the future - it became a lot easier to accept that the low prices we were receiving for iron ore at that 
time were acceptable in the long term, because the volume of iron ore in this State is unbelievable.  I will not 
even try to give a view of what it might be because there is a range of views, depending on the grade of iron ore.  
Even the quantum of our reserves of very high quality iron ore described as JO standard - joint organisation 
standard - is truly stunning.  We must therefore consider the scale of the resource we have and the price 
adjustment mechanisms.  I agree that we should know more about the price adjustment mechanisms expressed in 
the contract.  We must have an understanding of those factors, and possibly others, before we can come to a hard 
and fast view on whether the rate and purpose of the exploitation are warranted, justified, desirable and in the 
public interest. 

I am about to conclude now.  I look to the Leader of the Opposition for his view on whether he will accept my 
moving on to orders of the day after I conclude. 

Hon Norman Moore:  Yes. 

Hon KIM CHANCE:  Thank you, Mr President. 
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Hon Christine Sharp:  Are you going to comment on my request that there should be more parliamentary debate 
about the commonwealth-state arrangements? 

Hon KIM CHANCE:  Yes, indeed.  I appreciated Hon Christine Sharp’s views.  I would be happy to speak to her 
about how we could  do that.  In principle, I would be delighted if we were able to develop this further and I 
would like to speak to her about a possible committee reference as well.  This is a matter not only for the 
Parliament.  The commonwealth-state financial relationship intimately involves business and organised labour.  
It is a matter for all Australians that we resolve this.  When we talk about things as fundamental as possibly even 
constitutional change, at least in the way that the Constitution is read down, we need to involve people much 
more broadly than in the Parliament.  I would be delighted to listen to arguments about how we can address that 
and, in principle, I support that. 

I thank all honourable members for their valued contributions to the motion.   

Question put and a division taken with the following result - 

Ayes (26) 

Hon Alan Cadby Hon John Fischer Hon Barry House Hon Tom Stephens 
Hon George Cash Hon Jon Ford Hon Robyn McSweeney Hon Bill Stretch 
Hon Kim Chance Hon Peter Foss Hon Norman Moore Hon Derrick Tomlinson 
Hon Kate Doust Hon Graham Giffard Hon Simon O’Brien Hon Ken Travers 
Hon Sue Ellery Hon Nick Griffiths Hon Louise Pratt Hon Ed Dermer (Teller) 
Hon Paddy Embry Hon Ray Halligan Hon Ljiljanna Ravlich  
Hon Adele Farina Hon Frank Hough Hon Barbara Scott  

Noes (4) 

Hon Dee Margetts  Hon Christine Sharp  Hon Giz Watson  Hon Jim Scott (Teller) 

Question thus passed. 
 


