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PUBLIC ACCOUNTS COMMITTEE 
Ninth Report — “Budget Briefing 2015–16” — Tabling 

MR S.K. L’ESTRANGE (Churchlands) [11.00 am]: I present for tabling the ninth report of the 
Public Accounts Committee, entitled “Budget Briefing 2015–16”. 
[See paper 3046.] 
Several members interjected. 
The ACTING SPEAKER (Ms L.L. Baker): Minister, and member for Armadale, enough! Member for 
Churchlands, let us try again. 
Mr S.K. L’ESTRANGE: Thank you, Madam Acting Speaker. 
In presenting this report, I will speak briefly on a key challenge faced by the government with regard to the 
budget. This challenge is depicted on pages 17 and 40 of the committee report, and it relates to a total revenue 
reduction of $10.2 billion from 2014–15 out to 2017–18. The 2015–16 budget paper No 3, Economic and Fiscal 
Outlook, at pages 5 to 7, highlights three key points. The revenue writedown in 2015–16 is $3.9 billion, 
equivalent to 13 per cent of the state’s total revenue base. General government revenue is forecast to contract by 
$720 million, or 2.7 per cent, in 2015–16, and general government expenses are forecast to increase by 
$701 million, or 2.5 per cent, in 2015–16. 

What is the main cause of this revenue writedown? This unprecedented decline in the state’s revenue outlook is 
driven in part, as we know, by a substantial decline in iron ore prices to an assumed $US47.50 per tonne. Iron 
ore royalty revenues have come from a peak of around $5.5 billion in 2013–14, which represented 19.5 per cent 
of total government general revenue, to $3 billion in 2015–16, which equates to about 11.5 per cent of total 
government general revenue. That, coupled with Western Australia’s share of goods and services tax revenue 
falling from 37.6 per cent to 30 per cent from 2014–15 to 2015–16, has exacerbated the problem. 

The responsibility for delivering services and building the state for the future is the responsibility of the state 
government. Notwithstanding this unprecedented writedown of state government revenue, the state must be 
managed. Major budget expenditure areas include health at 28 per cent, education at 17 per cent, law and order 
at 10 per cent and transport at eight per cent. The transitioning of the iron ore resource sector from a construction 
phase to a production phase has seen jobs move back to the capital city. Pressures on unemployment have been 
cushioned by the state government’s commitment to transformational building and construction projects—we 
have all heard these talked about—such as the hospitals, the undergrounding of the Perth Northbridge rail, 
Elizabeth Quay, the Burswood sports stadium and the East Perth developments. 

How do we address the clear imbalance, with a revenue writedown of $10.2 billion, that is highlighted in this 
report? The revenue that is raised from Western Australian effort through income tax, company tax and the 
goods and services tax goes to the federal government, which of course is behaving more and more like a 
centralist government that is not responsible for our state’s major service responsibilities. The state government 
cannot draw on the revenue from income tax, company tax and the GST, yet it has responsibility for delivering 
the state’s major service responsibilities. This is an issue, and it is an issue that is in the media at the moment, 
about federalism. It is encouraging that dialogue on this issue exists today. Linked to this report, I would like to 
read into Hansard some comments from an article in The Australian of 24 June, I think on page 2, by Joe Kelly 
and Sid Maher. The title of the article is “States could set own income tax”. Would that not be fantastic? The 
article states — 

Australians would pay different levels of income tax depending on where they live under plans 
canvassed in a government discussion paper outlining potential sweeping reforms to the federation. 
One option canvasses restoring income-taxing powers for the states for the first time since World War 
II to help tackle the problem that the states do not raise enough revenue to cover their spending. 

A further paragraph in this article states — 
The states spend $230 billion a year but raise only $l30bn themselves. The other $100bn comes from 
the federal government. 

The final point from this article that I would like to alert members to states — 
The paper canvasses options to reform the distribution of goods and services tax revenue between the 
states, ranging from no change to establishing a minimum floor that a state may not fall below, or 
distributing GST revenue on a per capita basis. 

The ACTING SPEAKER: Members, can you please keep the chatter down. Sorry, member; go ahead. 
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Mr S.K. L’ESTRANGE: This state government has been pushing for reform on the GST for some time now. 
As I said at the start, the government has been pushing for this reform because of what is shown in this budget 
briefing document, which articulates clearly that a $10.2 billion writedown is a considerable amount of money. 

This revenue raising versus expenditure responsibility imbalance has been magnified by the situation that I have 
highlighted with regard to iron ore royalty revenue and GST distribution in Western Australia. There is no 
disguising the fact that at page 17 of this budget briefing report, there is a stark reminder of the challenges that 
this government has to manage, while simultaneously growing the state to benefit future generations. With 
regard to this briefing report, I would like to thank the Under Treasurer, Mr Michael Barnes, the Acting Deputy 
Under Treasurer, Mr Michael Court, and the executive director of strategic projects and asset sales, 
Mr Richard Mann, for delivering their budget briefing to interested members of Parliament and for following up 
on questions raised. 

MR W.J. JOHNSTON (Cannington) [11.07 am]: I rise to make some remarks about the ninth report of the 
Public Accounts Committee. I start by thanking the officers of Treasury for their briefing. We all found it very 
interesting and we appreciated the opportunity to ask questions about the PowerPoint presentation, and that is all 
contained in this document. 

I was a little surprised to hear the Chairman of the Public Accounts Committee propose to increase taxes on the 
people of Western Australia. 

Mr S.K. L’Estrange: Not quite, member. 

Mr W.J. JOHNSTON: I was not expecting that from a Liberal backbench member of Parliament. I note that the 
tax effort per capita in Western Australia is already over $3 500 per person compared with about $3 000 per 
person in the other states. That is figure 13 in budget paper No 3. I was surprised that a Liberal member of 
Parliament would say that Western Australia should have a higher tax effort compared with the other states, but 
that is his decision. 
Mr S.K. L’Estrange: That’s not what I said, member. 
Mr W.J. JOHNSTON: It is his decision to propose this new tax on Western Australians — 
Mr S.K. L’Estrange: I was talking about the federal government not taxing us so much. 
Mr W.J. JOHNSTON: Sorry. I heard the member refer to a — 
Mr S.K. L’Estrange: You’re putting words in my mouth. 
The ACTING SPEAKER: Members, enough! It is not practice to interject when committee reports are 
presented, if possible, so I would ask for some perseverance on this, please, and just let the member finish. 
Mr W.J. JOHNSTON: Thank you very much, Madam Acting Speaker. 
As I say, I was surprised that the member took up the discussion in yesterday’s The Australian about how the 
commonwealth government is proposing to allow the states to add extra taxes on to state residents. If it is the 
decision of the Liberal Party to raise additional taxes that do not currently exist, and that no-one in Australia 
currently pays, and add those taxes on top of — 
Ms R. Saffioti: I don’t think Kate Lamont would have suggested that. 
Mr W.J. JOHNSTON: Kate Lamont probably would not have suggested that, and that would be a surprise. 
I want to refer to the same fiscal outlook table on page 17 as referred to by the member. The table records the 
significant writedown between the midyear review and the budget. The revenue writedown since the midyear 
review for the 2015–16 budget is over $2 billion. It is extraordinary that Treasury was not able to estimate the 
income of the state over such a short period. Between December and May, Treasury got the estimates of our 
revenue wrong by $2 billion, and I just cannot believe that. One of the reasons is that in the past the government 
deliberately overestimated the potential income from royalties, and we are now suffering because of that. The 
chart on page 40 that the member for Churchlands referred to shows that two years ago the government predicted 
increases in revenue for these two years. The government’s deficit has been created because it thought it would 
get more income than it actually received. In another debate yesterday, I mentioned the National Resource 
Governance Institute, which I was introduced to when the member for Churchlands and I attended the inaugural 
meeting of the Australasian Council of Public Accounts Committees at the beginning of June. Page 29 of the 
NRGI’s natural resource charter states — 

However, the government should be aware of the risks of over-borrowing, and ensure that borrowing 
occurs only on a short-term basis. Over the long term, the government should use resource wealth to 
reduce, not increase its debt. 

Of course, that is exactly the opposite of what we did in Western Australia. We did not follow the suggestions of 
people with expertise in managing resource endowments. Instead of saving for the future some of our resource 
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endowment, as the royalty revenue boomed up to three or four times higher than it was at the time the 
government changed, the government borrowed and borrowed and borrowed, and now we are in a situation in 
which, as the inevitable downturn of the economy takes place, we have no capacity to influence the future 
economy of Western Australia. 

I draw attention to the chart on page 11 of the tabled report headed “Economic Outlook: domestic economy 
(SFD) is contracting”. I know that the member for Victoria Park has previously referred to this issue. The state 
final demand—that is, the economy in Western Australia without regard to exports—is shown in the table as 
having fallen in the current 2014–15 financial year, and the government expects it to fall again next year and the 
year after, and then to balance, neither growing nor contracting, only in 2016–17, and begin to grow again only 
in 2018–19. That is four continuous years of contraction in the domestic economy of Western Australia. That is a 
terrible situation. Those four years are at the same time as a reduction in the amount of government expenditure 
on infrastructure in Western Australia, which is set out in the tables in this report. Having spent big during the 
boom with borrowed money, against every international economist’s advice on how to handle a large resource 
endowment, now the government is reducing the amount of expenditure on infrastructure just when it should be 
spending money to create jobs and balance out the collapse in state final demand in Western Australia. The state 
government has followed the opposite precept to all the recommendations of people who look at these things 
around the world. 

A visiting representative of the Asia–Pacific division of the International Monetary Fund yesterday 
recommended that the commonwealth government delay its plan to return to surplus and spend additional money 
on capital works. Of course, the Western Australian government cannot do that because its debt levels are so 
high that it is crippled. It is now in a state of emergency, as explained in this report, beginning on page 24, where 
the panicked asset sales are set out. If the government actually believed that it should have sold these assets and 
that it was a part of an orderly process to sell assets and deal with investment in other institutions, why did it wait 
seven years before it started doing this? Why is it saying that it is dedicating the proceeds of the sales not to new 
assets, but to pay down the debt that it created when it had the highest revenues in the history of the state? That 
does not make any sense. The government is also selling these assets into a market in which it is well recognised 
that values are lower. Yesterday The West Australian online reported that our rental vacancy rate for offices is 
the highest it has ever been, and rental rates are down by 40 per cent. Into that market, in which rents for 
buildings in Western Australia are 40 per cent below what they were two years ago, the government is now 
selling office buildings. My God, that is a great plan! At a time when the iron ore sector is under enormous 
strain, the government decides to sell iron ore ports. This is a panicked response to the fact that the government 
has run out of borrowing capacity. The budget papers predict that net debt will peak in 2017–18, but it peaks 
only because unrealistic assumptions are built into the budget that the government will not spend the money it 
has promised to spend and that it will continue to reduce the capital works program of the state. I draw the 
attention of members to page 22 of the report, which shows that situation. This is a great lesson in how not to 
manage a budget. I appreciate Michael Barnes and the other Treasury officials for demonstrating, with a clear 
answer, that those were government decisions. 

MR B.S. WYATT (Victoria Park) [11.18 am]: As a member of the Public Accounts Committee, I also rise to 
make some brief comments on the ninth report, which has been tabled. I will begin by thanking Michael Barnes, 
the Under Treasurer, who provides parliamentarians with his briefing on the budget in a yearly event hosted by 
the Public Accounts Committee. The committee has made a decision only in the past few years to officially table 
that presentation. Members who went along to that presentation would have received a lot of this material by 
way of handouts, but the Public Accounts Committee considers it important to also table this report to make it 
something of an official document. 

The member for Cannington has gone through some of the issues that I intended to raise, so I will not repeat 
them—perhaps I will. I probably will repeat some of what the member for Cannington said; who am I kidding? 
The tabled report tells a very interesting story, and I particularly want to note the table on economic outlook at 
page 11 that shows that the domestic economy state final demand is contracting. It has not done that like this 
since 2000. This has been the largest period of contraction in our domestic economy since 2000, which is very 
significant. It is also driving those other graphs on business investment that can be seen on page 5. It shows—
admittedly off significant highs—the significant decline in business investment. Treasury officers made the point 
that that business investment has peaked. With the issue around iron ore, the methodology for how that assumed 
price is struck has again changed. The assumptions around the decline of the iron ore price across the forward 
estimates have not changed; the budget still assumes that the iron ore price will decline in a linear way over a 10-
year-old period, but we are now using a 12-month futures price to set the iron ore price assumed in the budget 
period. My understanding, from the information that was given to us by the Under Treasurer, is that simply 
because there is now a deeper market, that enables Treasury to strike that assumption, whereas previously it was 
a combination of futures and the historic spot price. 
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The member for Cannington quite rightly made some comments on the asset sale program. This is something 
that we have been very critical of. There has never been a considered plan around the asset sale program. It is 
almost as though ideas come into the Premier’s head and he announces them. That is what we are seeing. We are 
seeing contradictory plans around the TAB, for example. As I have referred to a number of times, as Jonathan 
Barrett highlighted in his piece on 15 May, if “Mr Topsy-Turvy” were running a government, he would do 
exactly what the Barnett government is doing—seek to sell assets at a time when their price is in decline. A 
particular example is the Utah Point facility at Port Hedland. 

There has been an announcement in the last 48 hours. I dare say it may have been prompted by what was then 
the upcoming Auditor General’s report and his opinions on ministerial notifications that deal with unsolicited 
proposals. Even that has had an area of contradiction. The Premier made an announcement and then the Leader 
of the National Party—the relevant minister—said, “None of that has gone to cabinet yet. That will be 
considered in due course.” This is the problem. It has also been reflected in many of the recurrent 
announcements made over the years about not only savings measures in the fiscal action plan, but also assumed 
revenue measures. It was reflected not just in the royalty review, but the then intended application of school fees 
to children of 457 visa holders and, of course, the metropolitan region improvement tax extension to regional 
areas. 

I have also made regular comment about the composition of net debt. That is reflected in the graphs on pages 22 
and 23 of the committee’s report. More and more of that net debt is being held in the general government sector. 
I remind everybody again of the comments made by the Premier, when he sat on this side of the house, that it is 
socially and morally responsible to fund non–income generating assets from current revenue, not from 
borrowings. The Premier made the point that that places the next generation of taxpayers in an unfortunate 
position. Of course that position has since changed. The graph on page 22 highlights the ever-increasing amount 
of asset investment in the general government sector being funded entirely by debt. The graph on page 23 
highlights the point made by the member for Cannington around net debt assuming to peak, and—I hope this is 
true—peaking at a level well above the $20 billion cap that the Premier announced in 2010, from memory. 
I heard Christian Porter say in his budget speech when he was Treasurer that net debt would peak in 2014–15 
and commence its decline. How things have changed since then! 

Treasury always provides useful information not only in the documents that it gives out—that is the purpose of 
the tabling of this document—but also in the answers given and those it provides by way of supplementary 
information. It is of great use to all members. I note that government backbenchers also attend the budget 
briefing to get information about the finances, projects and how the budget works. I again emphasise that I 
contrast that with the behaviour of the Premier during estimates. He was belligerent, petulant and sooky about 
the prospect of answering questions about his budget. I hope he reflects on the fact that the Under Treasurer and 
his staff were very open in how they answered questions around the finances in the budget. Attending a budget 
briefing is a very useful thing for all members of Parliament, Labor or Liberal—that is all we have in here at the 
moment! I thank the Under Treasurer and staff who were at that briefing, including Michael Court, the Acting 
Deputy Under Treasurer, and Richard Mann, the executive director of strategic projects and asset sales. When 
one has to pull teeth to get information from a government around how much things cost, for example, these 
sorts of briefings become more and more important. 
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