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LOANS (CO-OPERATIVE COMPANIES) BILL 2004 
Second Reading 

Resumed from 20 October. 

MR P.D. OMODEI (Warren-Blackwood) [4.01 pm]:  I rise to make my contribution on the Bill and to indicate 
my strong support for the legislation.  Every now and then in a Government’s life it does some good things.  This 
is a very good initiative that has been introduced by the current Government.  It refers to requirements set out 
under section 120(1)(c) of the commonwealth Income Tax Assessment Act 1936.  This was one of the areas 
identified by the Economics and Industry Standing Committee in its inquiry into the Western Australian dairy 
industry, and the committee’s report has been well received.   

I commend Roger Crossman from the Department of Agriculture, who gave me a comprehensive briefing on the 
proposal and its background.  I understand that the process to introduce this legislation into Western Australia 
started in July 2001 and that similar legislation has existed in other States since the 1930s.  Western Australian 
cooperatives have been missing out on much needed assistance for many years.  I understand that the Western 
Australian Treasury Corporation can lend money to people only if that is provided for by legislation.  The 
Department of Agriculture will be financed by Treasury and will make provision for dairy cooperatives to 
benefit from tax deductibility for capital repayments for setting up cooperatives.  I understand that those 
cooperatives must represent not less than 90 per cent of the company being held by persons who supply the 
company with commodities or animals that the company requires for the purposes of its business.  I am sure that 
other members and I can think of many rural businesses around Western Australia that could benefit from setting 
up a cooperative under this proposal.  Some companies that come to my mind include some of the dairy 
cooperatives.  I understand that a number of small dairy cooperatives will use this initiative to start a business to 
access niche markets not only locally but also overseas.  The Geraldton Fisherman’s Co-operative Ltd and the 
Western Australian Meat Marketing Corporation could possibly use the provisions in this legislation to expand.  
I understand that the funds are quite reasonable because the interest rate is based on the Treasury Corporation 
rate plus costs plus a bank guarantee, which amounts to about 5c.  That means that the lending rate would be 
quite acceptable to people who want to access these funds.   
After consultation with industry, it is proposed that about $35 million over four or five years will be required.  In 
the long term, demand for this facility could grow to $100 million.  I suspect that if it is workable and farmers 
can tap into this finance, it will grow quite quickly.  A number of countries have family run operations similar to 
what is being proposed with capitalisation of between $5 million and $15 million.  I suspect cooperatives will be 
set up with capitalisation of between $2 million and $5 million in the very near future.  These funds could be 
used for new products, including various nut varieties and olives, and there would also have been scope for its 
use by the grape industry.  I understand that the accelerated depreciation for investment in the grape growing 
industry terminated at the end of October.  Hopefully that will cause a slowing down of the growth in our wine 
industry because currently there is a significant oversupply of more than 100 million litres of red wine in 
Western Australia alone.  Much of that oversupply has been driven by managed investment schemes whereby 
investors invest mainly for a tax deduction and also financial returns.  A number of those types of schemes 
operate not only in the wine industry but also the plantation and olive industries.  I can foresee difficult times 
ahead unless there is some capacity for those producers to value add their products.  I understand that more than 
$100 million of olives are imported into Western Australia and that tens of millions of dollars worth of walnuts 
are imported into Australia also.  If those markets can be tapped into and the people who produce the goods also 
process the goods, it will benefit the whole community, particularly those primary producers.   

A number of members realise that, despite all the modern technology, the farming game is still pretty tough.  The 
margins are very narrow.  Farmers are dependent upon the seasons and on good rainfall and having no hail, rust 
or frost.  A number of opportunities exist for producers to tap into the provisions provided for under this 
legislation.   
The Bill requires that the security for each loan be guaranteed and approved by the Treasurer.  The Department 
of Treasury and Finance has assessed that such an arrangement will have no impact on the Government’s credit 
rating, which is good.  The growth pattern prediction in this Bill seems to be quite reasonable.  In other words, it 
is very low.  It will be interesting to see whether there is a huge expansion in this area.  I think there is scope in 
the farming industry for farmers to expand into cooperative arrangements.   
The loan liabilities of the State to fund the scheme will be fully offset by secured on-lending financial assets.  
The Loans (Co-operative Companies) Bill 2004 will provide the opportunity for eligible Western Australian 
cooperative companies to improve the feasibility of their capital expansion programs.  It will remedy their 
disadvantage compared with similar eastern States’ cooperatives.  It will be of considerable benefit to regional 
development in Western Australia, with the multiplier effect of dollars spent in regional communities enhancing 
the benefit of this commonwealth concession. 
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In just the last week or so the big dairy company Fonterra Foods Pty Ltd has made a bid to take over National 
Foods Ltd.  Fonterra is a major cooperative in New Zealand.  It already controls and owns about 19 per cent of 
National Foods.  However, it now intends to expand further into that area and to buy out National Foods.  
Therefore, the benefits of a strong company can be seen.  There is also a cooperative company in New Zealand 
called Tatua Co-operative Dairy Company Ltd.  It is a very lucrative small dairy company that commands a very 
high price for its specialty products.  I can see companies such as that surfacing in Western Australia.   
One thing that is little known in Western Australia, if not in the rest of the world, apart from China and 
Malaysia, is that we have an asset in the milk produced in this State.  Milk produced in Western Australia is 
whiter than any milk produced in the eastern States or New Zealand.  White milk commands a very good price 
on the export market.  That is little known by Western Australians, but it is certainly known by some marketing 
organisations.   
Rather than go into consideration in detail on this legislation, we will deal with the matter during the second 
reading debate.  Therefore, I will refer to some of the clauses of the Bill.  Clause 4(2) specifies the moneys that 
are to be credited to the cooperative companies loans fund.  First, all moneys borrowed by the minister from the 
Western Australian Treasury Corporation and credited to the consolidated fund are to be transferred to the 
cooperative companies loans fund.  Secondly, all moneys paid by eligible cooperatives to which the minister has 
made loans - that is, the Minister for Agriculture, Forestry and Fisheries - and being repayment of capital, 
payment of interest on the loans and payment of administration charges will be credited to the fund.  Thirdly, any 
other moneys lawfully received for the purposes of the Act will be credited to the fund.   
Clause 4(3) specifies the moneys that may be charged against the cooperative companies loans fund.  These are: 
(a) the capital of the loans made by the minister to eligible cooperatives that may be transferred from the 
cooperative companies loans fund to the cooperative, and costs of administering the loans - administration costs 
will be paid to the Department of Agriculture; and (b) repayment of principal moneys borrowed by the minister 
from the Western Australian Treasury Corporation, the interest on those loans and any other expenses associated 
with the borrowing of those loans.  
Clause 5 provides the authority for the State to make loans to eligible cooperatives.  Subclause (1) enables the 
minister, acting on behalf of, and in the name of, the State, to make a loan to an eligible cooperative for the 
purpose mentioned in section 120(1)(c) of the Income Tax Assessment Act.  Section 120 refers to a cooperative 
company that has as its primary objective the acquisition of commodities from its shareholders for disposal or 
distribution.  That means that these cooperatives can use only products produced by their shareholders.  
Therefore, it is an in-house arrangement.  Section 120 also provides that if a loan is from a Government of the 
Commonwealth or a State, and the loan is used to acquire assets that are required for the purpose of carrying on 
the business of the company, the repayment of the capital of the loan shall be an allowable deduction for taxation 
purposes.  There is a proviso - I have already mentioned this - that a deduction will be allowed only if shares 
representing 90 per cent of the value of the company are held by persons who supply the company with 
commodities or animals that the company requires for its business.  Therefore, it will certainly be very much a 
primary products-focused enterprise.   

Clause 5(2) provides for the minister to determine the terms and conditions of a loan in relation to the repayment 
of the loan, interest and administration charges, the security to be provided to protect the State from risk of 
default and any other matters in relation to the loan.  Subclause (3) specifies that the loan and repayment of 
capital and payment of interest and administration charges must be secured by a guarantee of a kind approved by 
the Treasurer.  It is intended that a guarantee be an unconditional bank guarantee from a financial organisation 
with a licence to operate a bank in Australia that has a credit rating from a recognised rating agency approved by 
the Treasurer.  Clause 6 authorises the minister to borrow money for the purposes of the Act, and determines the 
pathway for the borrowed money. 
I believe I have just about covered the legislation.  It is good legislation.  It has been a long time coming.  I 
express my appreciation to those officers in the Department of Agriculture who have put forward this legislation.  
It is always hard to get something approved by Cabinet that has an impact on the Treasury, because we know 
what a lot of hard-nosed individuals they are.  I could use another word from the country vernacular, but I think 
“hard-nosed individuals” will probably suffice at this stage.  As a former minister, I know the difficulty that 
arises in getting priority for legislation.  There are always other matters that are more important than matters to 
do with agriculture in Western Australia, particularly when the majority of people come from the city.  Maybe it 
is time that people realise that we have a viable regional sector, and that is brought about, obviously, by our 
major industries in mining and agriculture.  I do not know a farmer anywhere who does not spend his money.  
Certainly not too many of them take it to the grave with them.  They like to reinvest their money in their 
enterprise.   
This is a good initiative.  I just hope that it is made to work.  If there are any glitches in the first stages of 
implementing this cooperative companies Bill, we will need to fix them very quickly.  I believe that a large 
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number of farmers will take advantage of this legislation, not only in the traditional farming areas of cattle, sheep 
and wool, but also certainly in the new boutique industries that are emerging in Western Australia.  For example, 
in my locality of Warren-Blackwood, the Department of Agriculture has given priority to a new crop of green 
tea.  Other crops include new apricot and lettuce varieties, nuts and olives.   
I know that some of our good friends from the department are here today.  We had a group discussion with 
departmental people just a couple of weeks ago at the Manjimup Horticultural Research Institute.  We were 
looking at new crops.  However, the first thing we acknowledged was that we need to do better the things that we 
are doing now with traditional crops, to develop synergies in the marketplace and to make connections with 
major marketing organisations.  When we got to new crops, the priorities that were set were interesting.  
Somebody said that some nut varieties do not grow in the cooler, temperate areas.  A lot of work has been done 
by the department in identifying products - when I say “products”, I mean new crops - that are grown in areas 
that have exactly the same climate as exists in Western Australia, bringing those crops or products into this State 
and tapping into niche markets in other places.  A good example of that is the avocado industry in the lower 
south west, which fits into a niche market.  Those avocados come on to the market between the Queensland 
production and the New South Wales and Victorian production in the eastern States.  It is a very lucrative 
industry.  That is certainly one area in which this cooperative companies legislation could be put in place.  
However, a large number of industries will certainly be able to take advantage of this proposal.   

I indicate my very strong support, and the support of the coalition, for this legislation.  This seems to be one of 
those not very complicated Bills.  The sooner we put the legislation in place, the sooner these incentives can be 
delivered to the farming community of Western Australia.  As this is not a large or complex Bill, it would be 
very easy for the Government to give it a high priority on its list of must-do Bills in the other place, so that this 
legislation could be gazetted and made to work in Western Australia.  I again indicate the support of the coalition 
for this legislation.   

MR B.K. MASTERS (Vasse) [4.21 pm]:  I warmly support this legislation.  It has been a long time in coming, I 
am sorry to say, but I am pleased that it is now before this place.  I just hope that everything possible is done to 
expedite the passage of this Bill, through not only this House but also the other place.   

I believe that the member for Warren-Blackwood has given a very good summary of what the Bill seeks to 
achieve.  However, I might add to his final comment that he hopes that the Government will expedite the passage 
of the legislation through the other place.  As I understand the situation in the other place, the Liberal Party has a 
significant ability to control what does or does not progress through the other place.  I therefore call upon the 
member for Warren-Blackwood to have a word, or two or three, if necessary, with his colleagues in the other 
place to try to make sure that they are prepared to do everything possible to work with the Government to get 
this legislation through. 

The aim of the legislation is to make a provision in the federal Income Tax Act available for use by cooperatives 
based in Western Australia.  As I understand the federal legislation, it provides that any cooperative - there is a 
legal definition of the term - that borrows money consistent with the provisions of the federal taxation Act is able 
to claim as a tax deduction not just the interest payments but also the repayment of the principal.  That is a very 
important financial inducement, first, to cooperatives to form and, second, to cooperatives to go out and look at 
projects for which they can borrow money from the State or Commonwealth Government and therefore trigger 
this provision of the federal Income Tax Act.  To give members an indication of how attractive that might be, I 
am aware that the Challenge Dairy Cooperative Ltd, which is a cooperative of dairy farmers based in Capel in 
my electorate of Vasse, has been a cooperative ever since it purchased the Capel dairy from George Weston 
Food Ltd, I believe in 1999 or 2000.   

There is no doubt at all that the Challenge Dairy Cooperative has struggled for a number of reasons.  The dairy 
industry is still doing it tough in Western Australia, as it appears to be doing it tough right around Australia.  The 
Challenge Dairy Cooperative unfortunately got into a joint venture with a Shanghai-based company.  The joint 
venture did not work and cost the company some $1 million to $1.5 million of its somewhat limited funds.  
There was potential for another joint venture with a company based in Singapore.  That did not eventuate.  I am 
pleased to say, however, that a second joint venture with a Singapore company is now proposed.  It is a 
significant joint venture that offers great potential both for the Singaporean interests, to enable them to sell the 
end products in South-East Asia, and for the Challenge Diary Cooperative and joint venture, to buy a large 
amount of milk from farmers and turn it into value-added downstream products.   
One of the aspects that has been talked about with this new joint venture is the desire to build a $40 million 
greenfield milk processing plant somewhere in the south west - I hope in the Capel area - to take milk and turn it 
into a range of diverse milk products.  If that $40 million were borrowed from the State Government, assuming 
an interest rate for the sake of calculation of seven per cent, it would mean that in the first few years interest 
payments would be in the order of $2.8 million a year.  However, because of this provision in the federal Income 
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Tax Act, the annual repayment of principal, assuming the loan is to be repaid over a 10-year period, would be of 
the order of $4 million a year.  One can therefore see that the tax deductible money that could be offset against 
profits, which would normally amount to only $2.8 million, would suddenly increase to $6.8 million, or more 
than double the interest only payment.  That $6.8 million becomes available to the cooperative structure as a 
business expense.  That is a very significant financial inducement.  It means that tax losses can be carried 
forward into future years.  It means that if, for example, it takes five years for the new joint venture to get the 
new plant up and running to a profitable level, it might have tax losses of $20 million or $30 million to offset 
against income.  It means that for a period of some years the profitable joint venture company would not pay as 
much federal income tax as it otherwise would.  There would therefore be a greater dividend available to be paid 
to the shareholders of the joint venture, in this case including many dairy farmers in the south west of Western 
Australia.  That can only be a good thing.  I hope that the Challenge Dairy Cooperative avails itself of those 
provisions sooner rather than later. 
It is interesting that the member for Warren-Blackwood also made the comment that he knows how difficult it is 
to get any money out of Treasury.  I agree with him, but I point out to the Government that it regularly makes 
significant amounts of money available to the private school system in Western Australia.  For example, in my 
electorate I know of quite significant funds that have been made available to a number of non-government, 
normally religious based schools to enable them to build schools in my electorate.  That money is provided by 
way of a loan to be repaid over a set period of time.  I understand that it is a low interest loan as well.   

Mr F.M. Logan interjected. 

Mr B.K. MASTERS:  The interjection was that this Bill would apply only to agricultural entities or companies.  
The point I am making is that the Treasury does happily - as I understand it - approve loans under another wing 
of government to the private school system to allow private groups to build new schools.  If Treasury is prepared 
to make money available for that purpose, I do not see why it should in any way be reluctant to allow money to 
be made available, as the parliamentary secretary has said, to agricultural entities or cooperatives to allow them 
to take advantage of the federal taxation laws that relate to cooperatives. 

The dairy industry is not the only beneficiary of this legislation.  I am aware of the olive industry in my part of 
the world.  I will not say that it is struggling, but it is certainly not enjoying the financial reward that some 
investors might have hoped for when the industry first started a few years ago.  It may well be that some of the 
infrastructure that is needed to make the industry more profitable could be purchased by a cooperative of olive 
tree growers and that the cooperative could borrow money from the State Government under the provisions of 
this Bill.  The interest and the capital would therefore be tax deductible, thereby giving an additional financial 
incentive to going out and spending money to try to create wealth in the south west of Western Australia.   

Also in my electorate, but more so outside of my electorate, I am aware of the freshwater crayfish industry in 
Western Australia, in particular marron in places like Gingin, but also yabbies grown in quite large volumes in 
private dams in the wheatbelt.   

It is possible that cooperatives or other entities that have been created by virtue of existing legislation will take 
advantage of the provisions of this Bill.  I am sure that farmers, being a very inventive bunch of people, will be 
able to put their heads together and come up with some very innovative and I hope long-term profitable ventures 
that will create wealth for Western Australia as well as for themselves.   

The dairy industry remains a somewhat divided industry.  When I was endorsed by the Liberal Party in May or 
June of 1996 as its candidate for the seat of Vasse, I attended a series of meetings called by the dairy industry to 
try to address the complex issue of deregulation.  It took me at least two years to get my head around some of the 
complexities of that debate, and also to understand some of the difficulties in the dairy industry that arose from 
personal histories that often went back a generation or two and that meant that people were unwilling to sit down 
and negotiate in a sensible and coherent manner with people with whom they had not agreed for many years.  
This legislation will create an opportunity for the dairy industry to get together under the flag of Challenge Diary 
Co-operative, or possibly under some other cooperative or corporate entity, and take advantage of the financial 
attractions offered by this legislation to increase the demand for their products.  Obviously that product will 
initially be raw milk, but once a processing facility of some sort is up and running dairy farmers will be able to 
produce products from that processed milk in larger and more price-competitive quantities than is possible at 
present.  I believe this legislation will be a small, but nonetheless useful, way of getting the dairy industry in 
Western Australia to work together.  I support the legislation, and I commend the Government for bringing it 
forward.  I hope this legislation will pass through both Houses of the Parliament before the next state election.   

MR F.M. LOGAN (Cockburn - Parliamentary Secretary) [4.32 pm]:  I thank the members for Warren-
Blackwood and Vasse for their contribution and support for the Loans (Co-operative Companies) Bill.  I 
particularly thank the member for Warren-Blackwood for the enthusiastic way in which he spoke about the Bill.  
I also thank the agricultural companies for the enthusiasm that they have expressed about this legislation. 
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Mr M.J. Birney:  Where is the minister? 

Mr F.M. LOGAN:  I am the Parliamentary Secretary to the Minister for Agriculture, Forestry and Fisheries.  The 
member for Kalgoorlie is not here very often, so he probably would not know that.  

As has been pointed out by members of the Opposition, this is an important Bill, certainly for regional 
representatives and their constituents.  The purpose of this Bill is to allow the State Government to provide loans 
to agricultural producers who have formed cooperatives in order to obtain tax deductions.  That is basically what 
the Bill is about.  I pointed that out during the second reading speech.  I also pointed out that those bodies that 
will be eligible to receive a loan from the Government must be an agricultural cooperative as defined in section 
117 of the commonwealth Income Tax Assessment Act 1936.   

I will refer to a number of comments that have been made by the members for Warren-Blackwood and Vasse, 
not because they have contested the Bill, but because they made a couple of statements that are incorrect, and I 
need to put the correct information on the record.  I will first take the House through how the loan arrangements 
will operate, because that was not set out in the second reading speech, and it will be beneficial to the House if 
those matters are put on the record today.  As set out in the Bill, a cooperative companies loan fund will be 
established.  That fund will be managed and operated by the Department of Agriculture of Western Australia.  
The cooperative companies loan fund will receive moneys from the Western Australian Treasury Corporation as 
a loan.  The cooperative companies loan fund will be charged interest at the normal rate at which the Western 
Australian Treasury Corporation normally charges interest.  The cooperative companies loan fund will then lend 
moneys to cooperatives at the interest rate that it has been charged by the Western Australian Treasury 
Corporation, plus an administrative fee.   

In order for a cooperative to receive a loan, it will be required to obtain an unconditional bank guarantee.  That 
guarantee will be issued by a bank on the basis of the viability of the cooperative.  The bank will obviously do its 
own due diligence on the cooperative that is seeking the unconditional bank guarantee to ensure that all the risks 
associated with providing that unconditional bank guarantee are covered.  A charge will be made by the bank to 
the cooperative for the issuing of that unconditional bank guarantee.  The cooperative will also need to provide a 
statement of audit verifying that the cooperative is an eligible institution for the purposes of being able to obtain 
a tax deduction under section 120(1)(c) of the Income Tax Assessment Act.  That audit will need to be provided 
by way of documentary evidence to the Western Australian Department of Agriculture before a loan application 
can be processed.   
[Leave granted for the member’s time to be extended.] 
Mr F.M. LOGAN:  Once those documents have been obtained, the cooperative will be eligible to apply to the 
Department of Agriculture for a loan.  The application must set out what the loan is for and what it will be 
expended on, because that is also important for the purposes of the Income Tax Assessment Act.  The loans that 
companies will receive under this legislation must be for the purposes of capital expansion and asset 
procurement.   

The Western Australian Department of Agriculture will do its own due diligence assessment of the applicant and 
will question the bank about the unconditional loan guarantee that it has provided.  Finally, once the Department 
of Agriculture is happy that all the documentation is in order it will make a recommendation to the Minister for 
Agriculture, Forestry and Fisheries and the Treasurer for approval.   

The member for Warren-Blackwood referred to the interest rate that will be charged.  The cooperative will be 
charged the same rate of interest on the loan as the Western Australian Treasury Corporation has been charged, 
plus a small administrative fee.  The member for Vasse referred to the ability of a cooperative to build up a tax 
debt and carry it forward.  That cannot be the case under this loans process.  Basically, deductions on the 
interest, the principal and the administrative fees can be claimed only in the year in which they were paid.  That 
is the way it will work.  I indicate to the member for Vasse that the total cost will work out slightly more than the 
market rate.  The member for Warren-Blackwood thought it might be cheaper than the market rate, but when we 
add together the rate of interest that the department will charge plus the administrative fees, that will bring it up 
to slightly more than the market rate.  That is done for obvious reasons: to ensure that a perverse economic signal 
is not sent to the market to encourage people to set themselves up as cooperatives to get cheaper loans.  That is 
not the intention of this legislation, which is to provide tax deductions to those genuine cooperative companies 
that wish to expand their operations for the purposes of growth and to invest in capital equipment.  Those two 
items were referred to by the members for Warren-Blackwood and Vasse.  The enthusiasm that was shown by 
the member for Warren-Blackwood was well-founded.  He referred to the various new industries that are looking 
forward to forming cooperatives.  He referred to the existing cooperatives and their ability to expand, as did the 
member for Vasse.  That enthusiasm has been shown by the cooperatives themselves following their response to 
this legislation.  Three solid expressions of interest have been received for taking out these loans and the total 
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value of those expressions of interest exceeds $10 million.  A very strong level of interest has been shown by 
cooperatives involved in other areas of agriculture, such as olives, carrots, meat and aquaculture, for example. 

Mr B.K. Masters:  Are you able to indicate what agricultural commodities are involved in those first three 
expressions of interest? 
Mr F.M. LOGAN:  Because those loans have not been approved, it would be inappropriate. 
Mr B.K. Masters:  Not the names. 
Mr F.M. LOGAN:  No.  For example, as the member spoke at length about the dairy industry, I can indicate that 
one was from the dairy industry.  I think that is the information the member was looking for.   
Industry has shown a great deal of interest in what we have done.  Three solid expressions of interest have 
already been received for taking up loans under this legislation.  A very strong level of interest has been 
expressed by other agricultural cooperatives.  A very strong level of interest has also been expressed by 
agriculturists to form themselves into cooperatives for the future benefit of their industry.  I thank members 
opposite for supporting this legislation and commend the Bill to the House. 
Question put and passed. 
Bill read a second time. 
Leave granted to proceed forthwith to third reading. 

Third Reading 

Bill read a third time, on motion by Mr F.M. Logan (Parliamentary Secretary), and transmitted to the Council.  
 


