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Hon Ken Travers MLC 
Chairman 
Estimates and Financial Operations Committee 
Parliament House 
PERTH  WA  6000 

Attn: Mr Mark Warner 
Committee Clerk 

Dear Mr Travers 

2016-17 BUDGET ESTIMATES HEARING - DEPARTMENT OF TREASURY  

In reference to the Committee’s letters of 24 and 26 May 2016, please find attached 
the following: 

 responses to questions prior to the Department of Treasury’s estimates hearing 
scheduled for 13 June 2016 (Attachment A); and 

 responses to generic questions (except questions 1.11 to 1.20) – posed to all 
agencies appearing as part of the 2016-17 Budget estimates hearing process 
(Attachment B). 

In accordance with the Committee’s e-mail of 3 June 2016, responses to the 
amended generic questions 1.11 to 1.20 will be provided by 16 June 2016. 

Yours sincerely 

DR MIKE NAHAN MLA 
TREASURER 

Att.   
 

CC: Hon Michael Mischin MLC 
Minister representing the Treasurer in the Legislative Council 



ATTACHMENT A 

ESTIMATES AND FINANCIAL OPERATIONS COMMITTEE 

2016-17 Legislative Council Estimates Hearings 

 

Department of Treasury  

Hon Ken Travers MLC asked – 

(1)   What submissions has WA made to the Commonwealth Grants Commission 
(CGC) concerning WA’s share of the GST revenue since 2013? Please provide 
copies?   

Answer: Since 2013, Western Australia has made the following submissions to the CGC, 
which are all available from the CGC website (https://cgc.gov.au). 

(a) GST Inquiry – 2014 Update 
 

(i) submission on the proposed remoteness classification (June 2013);  
 

(ii) further submission on the proposed remoteness classification (July 2013); 

(iii) submission on treatment of iron ore fines (September 2013); 

(iv) submission on new issues discussion paper (September 2013); 

(v) response to treatment of Commonwealth payments/debt forgiveness  
                 (November 2013); 

(vi) response to treatment of the Water for the Future National Partnership 
payment  
                 (January 2014); and 

(vii) response to proposed back-casting of national education funding  
                 (February 2014). 

(b) GST Inquiry – 2015 Review 

The CGC conducts its methodology reviews through a series of staff and Commission papers, 
on which it seeks formal responses.  From 2013 to the release of the final report in February 
2015, Treasury has made eight such formal submissions to the CGC on the 2015 Review – as 
follows: 

(i) submission on the draft review terms of reference (July 2013); 

(ii) response to CGC staff discussion papers (February 2014); 

(iii) response to April 2014 telepresence (April 2014); 

(iv) response to draft CGC report (September 2014); 

(v) response to supplementary issues discussion paper (October 2014); 

(vi) letter on issues arising from 29 October telepresence (November 2014);  

(vii) response to significant changes by CGC since the draft report 
(December 2014);  

https://cgc.gov.au/
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                 and 

(viii) response to contemporaneity options (January 2015). 

In addition, following proposed changes to methodologies in the health and wage costs 
assessments, Treasury made seven supplementary technical responses (four on the health 
assessment and three on wages). 

(c) GST Inquiry – 2016 Update 

(i) response to discussion paper on new issues in the 2016 Update  
            (September 2015); 
 

(ii) submission on the wage costs assessment (September 2015); 

(iii) response to the treatment of the Remote Indigenous Housing National  
                 Partnership (October 2015); and 

(iv) submission on the wage costs assessment (December 2015). 

Other 

The above list does not capture the meetings and numerous phone calls and emails exchanged 
between Treasury staff and CGC staff.  
 

(2)   Does Treasury accept that the CGC formulae accurately reflect the cost of 
providing services in Western Australia?   

Answer:  No.  
 

(3)   If no, in what areas do the formulae fail to reflect the actual cost of service delivery 
or capital works and by how much?    

Answer: The CGC makes a series of assessments in different revenue and expense areas that 
are summed to determine a State’s ‘need’ for GST funding.  Treasury considers that some 
assessments more reasonably reflect Western Australia’s costs than others. 

However, the formulae are considered inadequate, or not demonstrably sound, in most 
expenditure areas, including: 

 (a) Schools Education:   

• the Commonwealth’s National Education Reform Agreement disadvantage 
loadings for Western Australia are significantly higher than the CGC’s 
assessments; 

 (b) Health:   

• demands on Western Australia’s public health system stemming from the low 
availability of private services in this State are considered to be 
underestimated by the CGC’s new assessment; 
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 (c) Justice:   

• CGC assessments are driven by indicators of socio-economic disadvantage, 
which do not capture Western Australia’s drug or FIFO problems; and  

• the CGC wrongly assumes that community policing needs are not affected by 
crime propensity; 

 (d) Services to Communities:   

• the CGC uses a very simplistic method to assess the cost of water subsidies in 
regional areas which ignores the cost of infrastructure to provide water 
in areas with low water availability; and  

• the CGC makes no allowance for improving the amenity of economically 
important towns; 

 (e) Services to Industry:   

• the CGC does not assess economic development spending needs, such as the 
costs incurred by Western Australia in developing the North West Shelf and 
Ord River projects; 

 (f) Infrastructure:   

• the CGC does not assess the cost of putting in place infrastructure to facilitate 
future growth, or the risks that infrastructure may not be fully utilized; 

       (g)       Roads:   
• the CGC assesses only 50% of Commonwealth spending on national network 

roads to allow for national benefits from this spending, but the proportion is 
arbitrary and will in practice vary across States;  

 (h) Public Transport:   

• the CGC’s model cannot distinguish between underlying cost drivers and 
policies to spend more on public transport; 

 (i) Housing:   

• the CGC is considered to underestimate the cost of Indigenous housing in 
Western Australia, reflecting the difficulty of obtaining detailed and 
comparable cost data across States and the lack of assessment of differences in 
household characteristics across States; and 

 (j) Welfare:   

• CGC assessments are driven by indicators of socio-economic disadvantage, 
which do not capture welfare demands from families influenced by factors such 
as stressed FIFO lifestyles and/or high housing costs. 

In addition, all expense areas incorporate a common framework for assessing wage and 
regional costs, which is subject to significant measurement uncertainties and method 
deficiencies.  For example, the CGC’s model of market wage pressures does not match well 
with other evidence of wage costs; and the CGC has incorrectly assumed that costs in 
Western Australia’s remote areas are the same as in comparable areas of other States. 
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In nearly all cases, the inaccuracy of the methods is not readily quantifiable.  However, as an 
example, Treasury considers that the CGC’s assessment of above-average Health spending 
needs in Western Australia is understated by about $200 million per annum, with a 
corresponding loss of GST grants.  
 

(4)   Do the formulae make any allowance for Royalties for Regions funding that is 
over and above the normal business of Government?   

Answer: Effectively no.  This reflects different perspectives by the CGC and Western 
Australia on the ‘normal business of government’.  The CGC focuses on service delivery, but 
the State Government additionally focuses on making the Western Australian community 
better off by exploiting opportunities for growth; opportunities which are considered to be 
(overall) greater than for other States. 

The CGC aims to provide all States with the same capacity to provide services and 
infrastructure in regional areas and takes the view that all States should be equally resourced 
for development activities. 

Every dollar that States spend within the general government sector (including Royalties for 
Regions spending) is included in the CGC’s calculations of the average level of spending per 
person across each expenditure area. 

The distribution of GST grants recognizes the unavoidable cost and demand pressures that 
result in States needing to spend more or less than the average to provide the same standard 
of services and infrastructure.  (For example, wages, regional costs, population growth, socio 
demographic composition, distances between communities.) 

In aggregate, Western Australia’s GST grant in 2016-17 incorporates about $3 billion on top 
of its population share entitlement to reflect a higher spending requirement than the national 
average, but this is offset by a reduction of about $7.7 billion because of its above average 
capacity to raise revenue. 

However, the CGC fails to recognise the economic development driver behind Western 
Australia’s need for Royalties for Regions spending.  Hence the great majority of that 
spending is effectively regarded by the CGC as Western Australia’s policy choice to provide 
an above average standard of service, which the CGC will not fund.  
 

(5) If no, has the Government made any submission for the formulae to be changed to 
reflect Royalties for Regions funding that is over and above the normal business 
of Government?   

Answer:  Treasury argued in the 2015 Review that about 70% of its $1 billion Royalties for 
Regions expenditure (in 2012–13) was to enhance regional and remote community amenities 
and improve housing affordability to promote future sustainable economic development, 
including in mining areas.  It was argued that this economic growth driver should be 
quantified for each State, so that Western Australia’s above-average needs (probably in the 
order of a few hundred million dollars) are recognised.   
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In Western Australia, this spending need has been mainly manifested through the Royalties 
for Regions program, but the issue is about what States need to fund for economic 
development purposes, not the program ‘labelling’, which may look quite different across 
States.  Consequently, our submissions have focused on the spending need rather than the 
Royalties for Regions program specifically though this was an important example. 

However, the CGC did not accept this argument, other than to introduce a new assessment of 
the need for State capital grants to local governments, based on a State’s share of total 
population growth (worth an extra $20 million per annum in GST to Western Australia).  
 

(6)   How many of the Royalties for Regions funding in each of each of the following 
year was or will be on items or programs that are over and above the normal 
business of Government; 

Answer: This question has been referred to the Minister representing the Minister for 
Regional Development. 
 

(7)   Do the formulae make any provision for regional development?   

Answer: No, other than to allow all States to provide the same standard of services and 
infrastructure in comparable areas of each State (although, as indicated above, Treasury 
disputes the adequacy of the CGC’s formulas).  
 

(8)   If yes to (7), what allowance is made in WA’s relativity for regional 
development?  

Answer: Treasury cannot readily disaggregate the CGC’s assessment of Western Australia’s 
above-average spending needs between regional and metropolitan areas.  
 

(9)   Do the formulae make any provision for additional expenditure on tourism due to 
the large land area of WA?     

Answer: No, although a large land area contributes to factors that the CGC does assess, such 
as regional costs and road lengths.  
 

(10)   If yes to (9), what allowance is made in WA’s relativity for additional tourism 
expenditure?   

Answer: Treasury cannot determine the contribution to Western Australia’s GST grant 
specifically from ‘tourism’ expenditure (as the CGC incorporates tourism in the larger 
category of ‘Services to Industry’).  

While this contribution is understood to be small, Western Australia receives additional 
allowance for general services such as health, roads, electricity subsidies and police, which 
are relevant to tourism. 
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(11)   Do the formulae make any provision for additional expenditure on developing 
economic infrastructure in regional WA?       

Answer: There is an assessment for the cost of maintaining a standard network of roads and 
improving this network in response to increased use.  Subsidies for water and electricity 
services are also assessed, based on the national average level of such subsidies in remote 
areas. 

(12)   If yes to (11), what allowance is made in WA’s relativity for developing economic 
infrastructure in regional WA?  

Answer: While the aggregate allowance for roads and water and electricity subsidies can be 
calculated, the regional share is not readily quantifiable.  
 

(13)   Who will calculate the retention value for assets that the Government is seeking 
to sell or lease?   

Answer: Initial calculation of retention value will be by the lead financial adviser under the 
direction of the Department of Treasury.  This calculation will include consideration of 
information from relevant government agencies (including the current operator on any key 
business operating assumptions) and from secondary advisers in relation to other assumptions 
(including long term forecasts).   

Ultimately, approval of the retention value for assets to be sold or leased is a decision of 
Government based on the recommendations provided.  
 
(14)   What role will lead or secondary advisors have in calculating the retention value?   

Answer: The lead financial adviser will be responsible for coordinating and developing the 
financial model that will be used to calculate the retention value and coordinating/advising 
government agencies on any key financial inputs that are relevant for the analysis.  Secondary 
advisers will feed into this process consistent with their engagement parameters.  

All advisers report to, and act through, the Department of Treasury.  
 

(15)   Do any of the contracts with lead or secondary advisors for the sale or lease of 
Government assets include any bonus payments for the successful completion of a 
sale?   

Answer: The contracts with lead financial advisers engaged by the Department of Treasury 
for the divestment of Fremantle Port, Utah Point Bulk Handling Facility, and Perth Market 
Authority include a success-based component.  The success fee structure of the above 
engagements is part of a broader remuneration mechanism to ensure that: 

(a) the advisor receives fair and equitable compensation for the services rendered;  

(b) cost exposure to Government is mitigated; and  

(c) interests of the lead financial advisor are aligned to a successful outcome for 
Government.  
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None of the secondary advisers appointed to assist with the divestment of Government assets 
include any bonus payments for the successful completion of a sale. 

The contract appointing a lead financial adviser to assist with the Keystart loan book 
divestment was established by Keystart Loans Limited. As such, any questions relating to the 
contract should be referred to the Minister for Housing.   
 

(16)   If yes, what is the nature of the success fee?     
 
Answer: The nature of a success fee structure is determined by the nature (i.e. complexity 
and risk profile) of the proposed transaction as well as the quantum of work required for the 
particular transaction.  

The success fee of the appointed lead financial adviser for the Perth Market Authority (PMA) 
divestment was calculated as a percentage of the total price achieved on the divestment, with 
an overall cap imposed on the success fee and offset by fees paid for Phase 1 and 2 work.  
The total cost of the engagement of the lead financial adviser for the PMA divestment was 
$1.478 million (GST exclusive) for services provided on Phase 1, 2, and 3 of the project to 
completion. 

The success fee of the appointed lead financial advisor for the Utah Point Bulk Handling 
Facility and Fremantle Port divestments will be calculated as a percentage of the total price 
(adjusted for retainers previously paid, outstanding net debt in the entities disposed and stamp 
duty payable to the State).  An overall cap has been imposed on the success fee for a 
successful divestment of Fremantle Port.   

The total cost of the engagement will be disclosed upon successful divestment of the asset/s. 

 

 

 

 


	2016-17 BUDGET ESTIMATES HEARING - DEPARTMENT OF TREASURY

