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EXPENmTURE TRENDS AND BUDGET OUTCOMES 

I have expressed my concern to you on a number of occasions about the 
disturbiJ:\g trend of Cabinet and individual Ministers to embark upon 
expendihlreproposals out of context with the budget. This trend manifests itself 
in the following ways: 

Individual Ministers and Cabinet Sub-Committees proposing and endorsing 
proposals which are not consistent with agreed and promulgated government 
policy. Current examples are the wage outcomes agreed for teachers and 
poli"e'l'lnd being negotiated for nurses. 

• Inqividlml Ministers proposing, and Cabinet endorsing, expenditure 
proposals with no regard to the state of the overall budget and with no 
examination or consideration of existing budgetary capacity within a 
portfolio. Examples include the Tourism Commission's continual requests for 
marketing funds, Commerce and Trade's industry assistance program, the 
Taxi. User Subsidy Scheme in Transport, and the Education Minister's 
annOlmcements on matters such as reduced class sizes which are not funded. 

• Individual Ministers attempting to capture the budget process by seeking in
pril\cip)e approval for significant expenditure programs before the annual 
budg<;t process begins and often before the current budget has passed 
through the Parliament. A classic example is the current proposal by the 
Minister for Education to expand the Local Area Education Planning 
initiative, the same Minister's proposal on regional power and the 
Environment Minister's proposals on ambient air quality which was put to 
Cabinet on 22 June. 

• lvlinisters, aided and abetted by their CEOs, to defy government policy on 
financial management. Examples are the Health Department's lack of 
initiatives to address its budget difficulties and the Education Department's 
inability to generate any significant productivity savings over recent years. 
Combined, these two agencies add more than $90 million to budget outlays. 

Each of the above cause the Government to take expenditure decisions outside a 
budget context. Put simply, this means that: 

• The budgetary flexibility which should be available to introduce expenditure 
programs on the basis of available revenue is removed beiore the budget 
process commences; and 
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The budget prodess becomes a task of finding additional revenue and or 
cutting expenditure already in place rather than a rational process of 
developing and examining policy outcomes and making informed resource 
allocation decisions to deliver the chosen policy and desired outcomes. 

While the end result and the current quite critical situation is entirely 
attributable to the lack of discipline shown by Ministers in general and Cabinet 
in particular, there is a significant contributing factor which must be recognised 
and dealt with and that is the poor performance of the majority of chief 
executive officers. My observation is that very few chief executive officers are 
actively advising their Ministers of alternative methods of delivering new 
programs. The myth of the Treasury "pot of gold" still exists and a visit to 
Treasury for more money is still the first, preferred and often only option put 
forward. Re-ordering priorities is seen as "too hard" and is anyway unnecessary 
given the ease of accessing new funds. New funds which in fact do not exist. 

Translating the above into budgetary impacts, in August 1997, after expressing 
the same concern as I am now, I provided you with information which showed 
that for the years 1994/95 to 1996/97, recurrent expenditure exceeded budget by 
$113 million, $244 million and $162 million respectively. Copies are attached for 
your information. 

Predictive work at that time indicated that if the three year trend indicated 
above was to continue, the 1997/98 actual result would be $173 million above 
budget. The budget papers indicate that the expected out turn for recurrent 
expenditure in 1997/98 would be $93 million above budget (excluding the 
impact of the High Court decision and pipeline transactions). Since the budget 
was presented, the situation has worsened by some $120 million. In other 
words, the likely outcome is $40 million worse than the trend outcome predicted 
ten months ago. 

Given that the trend of decision making is following the now well established 
path of earlier years, unless strong and immediate corrective action is taken, the 
outcome for 1998/99 is likely to be some 3% or $200 million in excess of budget 
for recurrent expenditure. 

To date, these excesses of expenditure have been offset by one-off revenue 
windfalls. For example, in 1997/98, the Water Corporation made an 
unscheduled repayment of debt amounting to $151 million (it also made 
repayments of $120 million and $75 million in the preceding two years which 
were fully re-spent). All of that windfall and the $100 million windfall stamp 
duty from the pipeline sale will be used to "balance" the books for 1997/98. It 
would be totally imprudent, however, to allow expenditure decision making 
action to continue which relies on windfall gains to deliver results against 
published financial"targets. 
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In terms of preparing future budgets, by definition the windfall savings from 
1997/98 are not available. The starting point is therefore effectively minus 
$250 million at the beginning of 1998/99 and the trend analysis will show a 
deterioration of a further $200 million during the year. Using the accrual based 
statement of cash flows (on page 56 of Budget Paper No.3), there is a real 
prospect that the Government's entire cash balance could evaporate within the 
time frame of the forward estimates. Almost certainly the Government's 
published financial targets will not be met for 1997/98 and in all probability will 
not be met in any of the forward estimate years. In the old cash terminology, the 
Government would be reporting large operating deficits for every year. 

On the revenue side, as you are aware, the trend has been flat for some time. 
TIle combination of the worsening Asian situation and political events in other 
parts of Australia can only lead to a downward revision of our revenue 
estimates, or at best maintenance of the status quo. In either case, additional 
taxation measures will be' required if the Government intends to maintain 
current expenditure trends and meet fiscal targets. That is, of course, completely 
contrary to your desired strategy. 

In summary, the budgetary forecasts since and inclusive of 1994/95 have not 
been adhered to. The end result is a budget which is now displaying significant 
structural weakness. If this structural weakness is not dealt with, the 
Government will be unable to deliver on its publicly announced fiscal targets 
and regardless of these targets, will be required to further increase taxation or 
resort to borrowings or both within the next two years. 

~~c--C-. 
J L Langoulant 
UNDER TREASURER 

23 June 1998 
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MAJOR FUNDING PRESSURES 

Details of major funding pressures included in the 2001-02 Budget and forward 
estimates for which there was no provision in the forward estimates at the time 
of the pre-election financial projection statement. 

RECURRENT 

COMMUNITY DEVELOPMENT ($2,736,000) 
o Care for children demand pressures (in 2001-02) 2:; OCT 2001 
CONSERVATION AND LAND MANAGEMENT ($3,000,000) 
• Wildfire suppression. 

CONSUMER AND EMPLOYMENT PROTECTION ($23,945,000) 
• Improved compliance/consumer protection program ($9,963,000); 

• Organisational development initiatives, including enhanced training, professional development and 
process improvement ($9,288,000); 

• 
• 

Improved information technology SUppOl1 ($2,663,000); and 
Increased consumer education and awareness ($2,031,000). 

CULTURE AND THE ARTS ($9,482,000) 
The following funding pressures have been identified: 

• Funding for asset maintenance and replacement aimed at addressing the backlog of building 
maintenance associated with the premises under the control of the Department and to establish an 
adequate level of on-going maintenance funding ($6,890,000). 

• State Records Act ($592,000) 
Additional resourcing requirements for the establishment of the State Records Commission under 
the State Records Act. Under the Act, a State Records Commission is to be set up with policy, 
regulatOl)' and standard setting functions. 

• WA Museum - Lease of tile "A Shed" from the Fl'emantle Port Authority ($2,000,000) 
The WA Museum is required to make an lIpMfront payment of$2,000,OOO to the Fremantle Port 
Authority for the lease of the "A Shed". 

EDUCATION ($28,900,000) 

• To provide for increased Riskcover premiums of$4,400,000 per annum, The increased premiums 
are due to increasing levels Ofal'SOl1, vandalism and other property damage'l"-

• Fund ing of$1 1,300,000 over four years to reduce class sizes. ' 

ENVIRONMENTAL PROTECTION ($450,000) 
• Funding for additional remediation costs or Vela Luka Park (£450,000). 

HEALTH ($206,000,000) 
• Additional base funding of $206,000,000 over four years to accommodate c~st"a~ld- demail<r" 

pressures in tbe health system. 

JUSTICE ($23,900,000) 
• This relates to flow on costs of higher service throughput of prisoner transport. court security and 

price adjustment mecha'ilisms within the contract These are core functions of the Prisons and 
Court systems. 
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LAND ADMINISTRATION ($2,660,000) 
• Reinstatement of embedded wholesale tax (WST) savings ($2,660,000). The initial utilisation of 

the Econtech model to assess WST savings did not take into account the significant level of 
DOLA's expenditures that are recovered through fees and charges, nor the fact that DOLA 
contracts out services for people, not products, for which no WST applies. DOLA is unable to 
achieve these savings because it is compelled to pass the embedded savings onjo its clients, who 
pay a fee for its services. 

PREMIER AND CABINET ($1,200,000) 
• Whole of Government Copyright costs of$I,200,000. 

WATER CORPORATION ($107,434,000) 
The funding pressure represents the projected reduction in net payments to Government resulting 
largely from increased operating costs incurred by the Water Corporation in the following areas: 
• Meeting higher drinking water standards; 
• Improved odour management in metropolitan waste water treatment plants; 
• Upgrading and improving waste water treatment plants throughout Western Australia; and 

• Enhancing the capacity of the metropolitan water supply and distribution system to meet higher 
levels of demand tlrrough the Stirling-Harvey Redevelopment Scheme and Trunk Main Extension 
project. 

W A ELECTORAL COMMISSION ($500,000) 
There is an estimated short fall of$500,000 in the cost of the State General Election which carried over 
to the 200 I -02 financial year. The shortfall largely reflects the cost of implementing additional 
election services including: 
• Development of an election night results system; 
• Internet site for live transmission of results; and 
• A commercial lease over a factory unit for the counting centre. 

W A SPORTS CENTRE TRUST ($1,826,000) 
• Funding shortfall for Arena Joondalup 

WESTERN AUSTRALIAN GOVERNMENT RAIL WAYS COMMISSION 
($18,638,000) 
The major reasons for the additional funding are as follows: 
• Additional funding of Country Passenger Bus and Rail services due to lower revenues and 

increased operating costs, including significant expenditures for rolling stock (+$13,281,000); 
III Transitional and Corporate service costs following the sale of Westrail 's Freight Division in 

December 2000 (+$7,999,000); 
• Costs of surplus freight and 'Right Track' staff, including re-training and relocation costs 

(+$3,786,000); and 
• Management and monitoring of the freight network and corridor (+$1,600,000). 

Offset by: 

• Lower than anticipated debt servicing for the residual freight debt due to interest rate falls 
(-$8,028,000). 

ZOOLOGICAL GARDENS BOARD ($2,212,000) 
• $553,000 per annum over the budget and forward estimate period provided to address revenue 

shortfalls. 
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CAPITAL 

CONSUMER AND EMPLOYMENT PROTECTION ($5,588,000) 
• Additional capital costs (eg office accommodation, it systems and equipment) to cater for 

increased staff to deal with existing pressures and workload issues associated with the Department. 

CURRICULUM COUNCIL ($1,011,000) 
• New computing system to replace the Student Records System. The existing computer system is 

over 20 years old and likely to fail. 

EDUCATION ($49,000,000) 

• Funding of $32,000,000 for laptop computers for teachers. 
• Unrealisable (illusory) asset sales amounting to $17,000,000. 

HOUSING ($15,180,000) 

• Equity injection required to accommodate expanded capital works program. 

W A SPORTS CENTRE TRUST ($400,000) 

• Inescapable costs associated with the Kwinana Motorplex. 

TRAINING ($280,000) 

• Capital costs associated with Leadership College at Murray HOLlse. 
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