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APPROPRIATION (CONSOLIDATED ACCOUNT) BILL (NO. 1) 2008 
APPROPRIATION (CONSOLIDATED ACCOUNT) BILL (NO. 2) 2008 

Second Reading — Cognate Debate 
Resumed from an earlier stage of the sitting. 

DR S.C. THOMAS (Capel) [2.50 pm]: While all government members are present, I will review the chart that 
refers to taxation revenue as identified in the midyear review of all the government sectors. I will revisit the 
taxation relief offered by the Carpenter Labor government, because a few members missed it and I would hate 
them to again miss the opportunity to hear about it. Maybe I should start my entire address again! 

Mr R.F. Johnson: I would like you to go over a few things! 

A member interjected. 

Dr S.C. THOMAS: Maybe we should recap the tax relief of the Carpenter Labor government in 2008! As much 
as the minister for Riverton would like to think otherwise, this is an untimed address. Those members would 
have missed hearing about the growth in revenue and expenditure that defines the fiscal government boom in 
Western Australia, and about the demonstration that the Carpenter Labor government is blowing the boom.  

Under standing order 86(1) material such as charts and graphs may be included in Hansard, and I wonder 
whether the Speaker might allow me to have two charts incorporated into Hansard. I have about 16 charts all up, 
but I just want two to be incorporated into Hansard.  

Leave granted. 

The following material was incorporated — 
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Dr S.C. THOMAS: Mr Speaker, I thank you for your indulgence. Just for that, I will not go back and start all 
over again! 

Before we were rudely interrupted by question time pursuant to standing orders, we were discussing the capital 
works budget and the potential for it to raise the debt level in Western Australia to a level that threatens the 
government’s self-imposed 47 per cent net-debt-to-revenue ratio and potentially threatens, over time, the state’s 
AAA credit rating. I will sum up that section quickly. It has to be noted that the 47 per cent net-debt-to-revenue 
ratio is not a figure that will automatically tip Western Australia’s debt to a point at which our AAA credit rating 
is at risk. A number of factors impinge upon that, but 47 per cent is the government’s self-imposed limit, which 
suggests that after that we should be concerned. We were discussing the level of growth in, or blow-out of, the 
capital works budget that would drive the debt of the state to a point at which the 47 per cent net-debt-to-revenue 
ratio cap would be exceeded and the state’s AAA credit rating would be at risk. Interestingly, the Department of 
Treasury and Finance has given an indication of what that figure might be. When we look ahead to 2010-11, that 
figure works out to be just over $900 million. An increase in the net-debt-to-revenue ratio of $900 million—a bit 
less than $1 billion—over a total debt of $11 billion would threaten the self-imposed cap of the Carpenter Labor 
government and start to put at risk all those things we are concerned about. In a $26 billion budget, $900 million 
equates to a four to five per cent blow-out in the capital works process. A blow-out of that magnitude in the 
capital works plan for this state by 2011-12 could threaten the AAA credit rating if it exceeded the 47 per cent 
cap. That is the kind of concern that the state of Western Australia will have to face. What is the blow-out level 
of all works, major and minor, across a $26 billion capital works program?  

Mr E.S. Ripper: It is an assumption you are making.  

Dr S.C. THOMAS: The Treasurer is right; and I will come to that in a minute. There are two options. The 
assumption is, of course, that if we start to threaten the 47 per cent net-debt-to-revenue ratio, we will continue on 
that path—which I think is where the government was going—rather than change or alter some of the dynamics. 
There are two ways that that can be done: first, in effect exceed the cap or, second, extend major, or even minor, 
projects and the capital works budget process so that, with proper government control, that cap is not exceeded. 
The government may be faced with a couple of options. Will it extend the process to maintain that 47 per cent 
cap if capital works projects continue to blow out at the level that has occurred under this government to date? 

Mr E.S. Ripper: The assumption you are making is if revenue does not grow at all. Revenue might grow 
because the economy might perform better, or revenue might grow because other states’ economies might 
perform better; therefore, their take of our GST share is reduced. There are many moveable parts to this.  

Dr S.C. THOMAS: I agree with the Treasurer; I think he is right. However, he was not in the house earlier 
when we spent some time discussing the expectations for revenue growth as well as for taxation and taxation 
growth. I have to find the right chart to discuss revenue growth; I think I have had it tabled for it to be 
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incorporated into Hansard. The Treasurer himself said that the expectation is that growth in revenue would start 
to flatline. In fact, the chart, which is now incorporated, shows the Treasurer’s predictions of growth in 
revenue —  

Mr E.S. Ripper: The member is saying that if these things happen, the state’s AAA credit rating might be at 
risk. It is not at risk on the current projections. Just as you are assuming that some bad things might happen, 
there is what Treasury would call upside risk. 

Dr S.C. THOMAS: I agree. The problem is that neither the Treasurer nor his department is predicting upside 
risk.  

Mr E.S. Ripper: We are not predicting the downside risk that you are predicting either! 

Dr S.C. THOMAS: That is the problem; the Treasurer is not predicting the upside risk. It can be expressed in a 
number of ways, and I found an example within the budget. The budget papers are very good, and it would be 
good if the Treasurer could convey to the Department of Treasury and Finance that they have improved this year. 
I think the department is on the up in the way it presents its budget papers.  

Mr E.S. Ripper: The department is rated very highly across the country for the quality of the budget papers.  

Dr S.C. THOMAS: I do not argue with the Treasurer.  

This is an example of the threat at the end of this process. Page 30 of budget paper No 3 refers to capital 
investment and states —  

The forward estimates include $334 million for the recently announced new major stadium at Kitchener 
Park (worth a total of $1.07 billion). This development will replace Subiaco Oval as Western 
Australia’s premier sporting venue, with a capacity of 60,000 seats and the potential for expansion to 
70,000 seats.   

The new major arena is an example of the potential blow-out threat facing major projects. Although sold to the 
public as a $1.07 billion, 17 000-seat expansion over and above the current seating capacity at Subiaco Oval, the 
expenditure is not guaranteed to stay at that level. 

The budget does not state that the government will expand the new arena’s seating capacity from 60 000 to 
70 000 seats. If one reads the budget papers verbatim, an expansion to 70 000 seats is not necessarily promised 
nor is it guaranteed. The opposition is concerned about the government’s capacity to deliver not just on the 
expanded arena project, but on a number of projects, all of which are put at risk by increasing levels of debt—
levels which have to increase—because the government is unable to restrain its current general expenditure.  

Mr E.S. Ripper: Member, are you arguing that if you were the Treasurer you would cut spending and run a 
bigger surplus to fund the infrastructure program? Is that what you would do? 

Dr S.C. THOMAS: No, I am saying that a Liberal government would plan better and better manage the budget 
by controlling expenditure. 

Mr E.S. Ripper: Sure. However, if you want to maintain the same infrastructure program with less debt, it is 
necessary to run a bigger surplus. Is it your objective to run a bigger surplus? 

Dr S.C. THOMAS: The question is what will happen if the Treasurer starts to threaten his 47 per cent cap 
because the debt level has had to increase to $900 million to deliver these projects.  

I am the first to acknowledge that major projects will continue to blow out and that many, if not most, are not 
under government control but that the longer the projects are left, the more likely it will be that they blow out. 
Which of the projects in the Treasurer’s $26 billion capital works program will be delayed if the Treasurer’s self-
imposed 47 per cent cap is threatened? Will it be the additional 10 000 seats for the stadium at Kitchener Park or 
are those seats guaranteed? That is the issue. 

Mr E.S. Ripper: Member, I think you are allowing yourself the flexibility to predict that some things not 
projected in the budget, but negative, will happen while at the same time you will not concede that your 
assumption is that nothing positive will happen. An example of something positive that could happen is a higher 
rate of growth than is currently expected in New South Wales or Victoria, resulting in less of a reduction in 
Western Australia’s share of the GST. 

Dr S.C. THOMAS: I agree that that is possible. However, if it does not happen the Treasurer is asking us to 
accept that his long-term financial policy—and the leeway he is allowing in his budget—is based on good news 
in the upcoming financials of other states.  
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Mr E.S. Ripper: No. I am saying that on our projections, the AAA credit rating is easily retained. The member 
for Capel is arguing that some bad things might happen. I am saying, yes, they might happen, but that some 
positive things might happen. There is an upside and a downside to this argument.  

Dr S.C. THOMAS: I agree with the Treasurer. However, the most likely outcome—if one looks to history—is 
that major projects will blow out. History says it will be a blow-out. History does not support the Treasurer’s 
upsides; namely the sudden recovery of the New South Wales economy. New South Wales, a state with 
significant issues, is trying to flog off state assets at the moment, and that is an issue that I will come back to in 
just a little while. New South Wales faces more than just a significant problem with its rugby league state of 
origin result, and it is unlikely the state will turn those problems around in a big hurry. Although the Treasurer 
says yes, there is an upside and a downside, the most likely outcome, working on probabilities, is that the 
downside of a budget blow-out is more likely.  

The Treasurer must admit that budget blow-outs in major infrastructure projects are a near certainty. The 
question is to what extent those blow-outs will be. If they are small, I would applaud the Treasurer. I would say, 
“Well done, Treasurer. You have actually brought it in close to on budget. Well done!” In this state it is possible 
to bring a project in on budget. I understand that the Water Corporation’s first desalination plant in Kwinana 
came in on time and on budget. It is possible to do it—well done to the Water Corporation. Most government 
projects cannot manage to come in on budget. It is a different set of parameters. The most likely outcome does 
not involve rose-coloured glasses that will save the Treasurer if there is a downturn; the state needs to be 
prepared for the more likely negative outcome. 

The member for Perth and the member for Bassendean wanted to interject before, but they are no longer in the 
house. They may return later. 

Mr Acting Speaker (Mr P.B. Watson) will be pleased to know that we have got through the first two or three 
points of the plan. I now turn to the issue that I think the government has failed to explain adequately either to 
the Parliament or to the people of Western Australia. I have pursued this issue through this Parliament on a 
number of occasions; that is, to lay bare the government’s smoke and mirrors approach to budgeting and fiscal 
management. I refer to the government’s proposal to increase the price of electricity through Synergy at 10 per 
cent a year for a suspected eight years as well as its proposal to inject $780 million or $800 million—depending 
on which part of the budget one reads—into the process as part of the government’s community service 
obligation. In addition, the government seeks to reap the benefits of the good contracts for fuel sources 
negotiated in the state of Western Australia. The Verve Energy story needs to be exposed and I intend to take a 
little time to discuss what is happening in the Verve Energy arena.  

Frontier Economics was asked to review the electricity market and look at electricity tariffs, by which the 
Carpenter Labor government will set electricity tariffs through Synergy and back to Verve Energy into the 
future. Mr Acting Speaker — 

The ACTING SPEAKER: Members! I would like to hear what the shadow Treasurer wants to say. If members 
have something that they would like to look at, would they please take it outside. 

Dr S.C. THOMAS: Thank you for your protection, Mr Acting Speaker.  

The Frontier Economics’ “Electricity Retail Market Review — Electricity Tariffs” report was an interesting 
document. I presume that at the request of the government, Frontier Economics set out to determine a unit price 
of electricity that would supply a reasonable to strong rate of return for a private sector electricity generator 
entering into the market. That is a big statement. However, the Frontier Economics report—for what it is, it is an 
accurate report—set out to determine the economic rate of return required and the electricity price settings 
required to provide sufficient return to a private supplier that has to build a power station to enter the electricity 
market.  

Frontier Economics took forward a number of base assumptions on which it delivered the outcome by which the 
Carpenter Labor government will effectively double the price of electricity to the uncontestable market—that is, 
the mum and dad householders and small business—over an eight-year period. To justify its work, Frontier 
Economics based its work on three major assumptions, which can be found in the report’s executive summary. 
Frontier Economics stated in its assumptions that, first, gas prices have increased in recent years; second, coal 
prices are likely to increase to reflect the increases in gas prices, also increasing the cost of fuel for electricity 
generation; and, third, the price of infrastructure for the construction of power stations will significantly increase. 
Those were the three basic assumptions that Frontier Economics took on board in order to set an electricity price 
for Synergy. Effectively, that is what the government did.  

The third assumption is that capital costs associated with building a new generation plant in Western Australia 
are high, reflecting the broader economic conditions. That is right; all those things apply to a new power 
generation entity from the private sector starting from scratch. This is the hoodwinking of the public of Western 
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Australia by the Carpenter Labor government once again because Verve Energy, the generator of the state of 
Western Australia, is not starting from scratch and the parameters applied in the executive summary of the 
Frontier Economics report do not apply. Gas prices in Western Australia have increased significantly in recent 
years increasing the cost of fuel generation. Coal prices are likely to increase to reflect increases in gas prices 
and will also increase the cost of fuel for electricity generation. Also, capital costs are high. Let us examine those 
points one at a time because this is a billion-dollar swindle enacted on the people of Western Australia by the 
Carpenter Labor government. We know that in 2005 long-term coal contracts were signed between Verve 
Energy—Western Power at the time—and a private coal supply company. In fact, a member on the government 
side said the same thing last night in his budget debate contribution. We know the 2010 to 2030 contract for coal 
was signed in 2005 and we know the price of that coal. The Premier said on 1 April 2008 — 

The new coal contracts came in at $30 a tonne compared with the old price of $65 a tonne.  

That is more than halving the fuel input price for Verve Energy. Western Australia produces about six million 
tonnes of coal a year. Basically, it is all used to produce energy; there is a bit of export—a few small ships, but 
they are on a trial basis and I will get to those later when I talk about my electorate—but, effectively, six million 
tonnes is used for energy generation of which about four million tonnes is used by Verve Energy. Verve’s last 
quarter report stated that 69 per cent of its fuel load was coal and 30 per cent was gas, leaving a bit more than 
one per cent for everything else, so, effectively, those are the two fuels used. What does that mean for Verve 
Energy? It means that on the current price of contracted coal, the four million tonnes cost $260 million a year. 
Under the new contract from 2010 the coal will cost $120 million a year. From 2010 the government will save 
$140 million a year on coal; it will save $2.8 billion over the life of the contract. During estimates next week I 
will ask how that figure has been factored into the expected return from Verve Energy and Synergy. I would like 
to know whether that net saving—a net income positive—of $140 million a year goes to Verve Energy. That will 
be very interesting because if Verve Energy is losing $1 million to $2 million a week—$100 million a year—by 
this one act, Verve Energy slips into profit. That is on an accrual accounting system, which, as everybody knows, 
includes things such as depreciation and the preparation for new plant—it is not on a cash basis. Therefore, 
where is the $140 million a year? 

Let us now look at the second assumption—gas pricing. The statement was that gas prices have increased 
significantly, again, for the private sector. The Frontier Economics report basically stated that it selected a price 
of $8 a gigajoule delivered based on media reports. Media reports suggest that in 2007 Santos signed gas supply 
contracts with Barrick Gold Corporation at $7.53 a gigajoule, with Jabiru Metals at $4.71 a gigajoule and 
Newmont Mining at $5.50 a gigajoule. Frontier Economics stated that it expected gas prices to go up, so it would 
use a figure of $8. Gas prices for the private sector are on the increase but what is happening for Verve Energy? 
On 24 May 2007, the Treasurer said — 

Historically, the coal contracts and the gas supply contracts that were negotiated in 2004-05 were very 
good contracts for Western Power. 

He probably took that from Verve Energy’s 2005-06 annual report, which stated — 

The other issue that is confronting the electricity system is the global increase in the price of gas. While 
it is fortunate that Western Power negotiated a long-term gas supply contract before the recent price 
spike in gas, other participants in the electricity market who will be using new gas are facing higher gas 
prices. 

The Frontier Economics report is based on a new private sector entity entering the market and being able to 
make a decent profit. The gas prices signed off by Verve Energy—Western Power at the time—in its 10-year 
plus contracts, which will extend well out past the introduction of price rises, will limit the price rise impact on 
Verve Energy. Where is the fire? 

If we look at the third part of that impact, we know that energy will increase in price. We can make a couple of 
assumptions: firstly, the 10 per cent increase in price in Synergy will result in a 10 per cent increase in the price 
Synergy will pay to Verve Energy for its power; and secondly, the uncontestable market in which the price rises 
will increase is somewhere between 30 per cent and 40 per cent. The Office of Energy statement says it is 
40 per cent; Verve Energy seems to think that it is closer to 30 per cent, so let us pick somewhere in the middle. 
If we look at 30 per cent to 40 per cent of the power coming from the uncontestable market for Verve Energy, 
we are looking at a $1.2 billion to $1.6 billion increase in Verve Energy’s revenue over that eight-year period of 
price rises, if those price rises occur from 2009-10 for eight years at 10 per cent. I will come back to that because 
the budget states it is at least 10 per cent but it does not define it as 10 per cent. 

We have a report from Frontier Economics that states that we should set a price for electricity for Western 
Australians—and mums and dads will pay—based on the cost of a private sector operator entering the market, 
building everything from scratch and being able to make what is called an “adequate profit”. That is how Verve 
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Energy came up with a 47 per cent increase in one year, which the government rejected, and then said it would 
increase the price by 10 per cent a year over eight years, effectively doubling the price. Therefore, Verve gets its 
pound of flesh whichever way—it is merely spacing it out. I do not know whether the government has the 
opportunity to do that. However, what is this government’s response? What is the net impact on Verve Energy? 
Let us take a quick look at it.  

The income that Verve Energy can expect is somewhere from $1.2 billion to $1.6 billion over the eight years of 
the price rises. The Carpenter Labor government will also put in $780 million for what is called the community 
service obligation. Verve Energy will save $140 million a year over seven years—I have used seven years for 
my calculation because I do not know exactly when the contract kicks in—a total of $980 million; a net increase 
in revenue for Verve Energy of $3 billion over that eight-year period. What impact is that likely to have and how 
does the government justify its actions in relation to electricity prices, a community service obligation of 
$780 million and savings of $140 million a year on a power contract? An important question must be asked. It is 
a very genuine question because the Chamber of Commerce and Industry of Western Australia said that we must 
drive the electricity market into a competitive market and we must let the private sector in—those price rises are 
essential. Throughout the 1990s the chamber of commerce came out constantly saying that we must drive down 
electricity prices; otherwise, we would lose industry and businesses to the eastern states because our electricity 
prices were too high. I find it amazing that 10 years later the major industry group has turned around and said we 
must drive up electricity prices! The other interesting component of this is that the government has set as its 
requirements the need to set a market competitive price for electricity looking after the profit margins of private 
companies—or did it? Did the government realise that if it took this path and set the price of electricity based on 
new international contracts for either coal or gas—which is astounding—it would make an absolute fortune? 
This government is in the process of doing that. It is salting away probably $2 billion of the $3 billion of 
additional revenue to Verve Energy over eight years to use as a future income stream. It is a hedge fund. What is 
being perpetrated on the people of Western Australia is the development of a hedge fund. Electricity consumers 
in Western Australia will be paying higher prices to develop the hedge fund for the Carpenter Labor government. 
Why? Obviously, because the Carpenter Labor government cannot control its expenditure. Moving forward from 
2011-12, it will start to feel the pressure. Its revenue will be declining, and it will need a hedge fund to insulate 
itself from the increase in expenditure and the flattening of revenues, thereby getting itself into a fiscally 
embarrassing position. It is intriguing that the government is doing it in this way. It is a very clever move on 
behalf of the government. It has set this money aside, and it will build itself a hedge fund. 

It might be argued that the fuel prices that I have quoted are not accurate because more private sector companies 
might come into the regeneration industry. That is true; there will be more private sector involvement in the 
electricity market in Western Australia. The government has set a 3 000-megawatt cap on Verve Energy’s 
capacity, so growth in the market will come from the private sector. The problem that the government has is that 
the growth that it has announced so far in the uncontestable market is all coming from a private company that 
wants to generate electricity because it is a coal-producing company. Will that company be paying the 
international market price for coal, as suggested by Frontier Economics? Of course it will not. Will Verve 
Energy be paying the market price for coal? Of course it will not. The government’s argument that it needs to set 
the price so high is an absolute nonsense. This government is setting up a hedge fund.  

Mr J.J.M. Bowler: Are you saying that it is going to set up a hedge fund in the year before an election?  

Dr S.C. THOMAS: Yes. It is astounding. However, it is setting up a hedge fund. 

Mr J.J.M. Bowler interjected. 

Dr S.C. THOMAS: That is right. The government is setting up a hedge fund for itself. The evidence for it is 
sitting in the budget, but I will get to that in a minute. I would like to refer to a couple of other interesting bits in 
the report on which this is based. The first one is that Frontier Economics went into the marketplace to ask 
people for information about their contracts and the price of energy so that it could justify or guarantee the data 
that it was putting forward. The amazing thing is that no private company provided any data on contracts, pricing 
or any of those things that might impact on the information that would be needed to set a price. Therefore, it did 
not get any. The other thing that I will mention is that that report deals with actual cost versus efficient cost. 
Basically, the report says that the study sets out the price that was set based on the construction of new power 
stations, not the current cost of generation to Verve. That is written in the report. Therefore, this is not an 
exercise dealing with the generation costs of Verve; this is, as I said before, an exercise in setting a price that 
allows a sufficient profit margin for a new company building a new power station in the state of Western 
Australia. If it is the government’s intention—it is interesting, coming from a Labor government—to ensure 
profits for the private sector, well done. That is an interesting diversion from the Labor Party, rather than it 
concentrating on minimising the price impacts on local consumers—householders and pensioners—around the 
state. That is okay. However, what does it do for the fiscal balance books of the Carpenter Labor government? I 
draw the attention of the house to the budget papers. 
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The ACTING SPEAKER (Mr P.B. Watson): Order, members! It is very hard for me to hear, and I am sure it 
is very hard for Hansard to hear. Therefore, if members want to have conversations, would they please have 
them outside. 

Dr S.C. THOMAS: Thank you, Mr Acting Speaker. Members will be pleased to know that this is the last chart. 
What is the net fiscal impact on the budget and the balance books for the government of Western Australia? It is 
on page 33 of the Economic and Fiscal Outlook. In case members have not read it, I have a blown-up copy so 
that they can see it. The member for Murchison-Eyre was wondering about the turnaround in the fiscal policy 
and the hedge fund, and he said that the government would not set up a hedge fund in the year before an election. 
I have to say to the member that the government is in the process of doing it. 

Mr J.J.M. Bowler interjected. 

Dr S.C. THOMAS: Yes, that is what it is doing. 

Mr J.J.M. Bowler: Come on, please. You don’t mean that. Come on. There may be other reasons, but not that. 

Dr S.C. THOMAS: The proof is sitting in the budget. Probably the greatest proof is that the member for 
Murchison-Eyre is doing the defence. 

Mr J.J.M. Bowler: No, you haven’t got me. You can’t get me on that. 

Dr S.C. THOMAS: Public non-financial corporations generally made a slight profit for the government in the 
decade up to 2005-06. In 2007-08 and 2008-09, they start to make a significant loss, as evidenced in the budget 
papers. The figure goes down to about a $200 million loss. In the next year, 2009-10, it is back up to about a 
$400 million profit. These are not my figures; these are the figures in the budget papers. Why did the public non-
financial corporations sector jump in one year from a $200 million loss to a $400 million profit—a net 
turnaround of some $600 million? Why has that occurred now, do members think? This goes to the nub of the 
issue. It actually says that in this budget paper. I will quote from page 33 of the Economic and Fiscal Outlook. 
Directly under the chart on that page, it states — 

Reaching a projected surplus of $581 million by 2011-12, the medium-term outlook for the PNFC 
sector represents a substantial improvement from the mid-year review. This is due largely to changes in 
electricity pricing assumptions from 2009-10 onwards, and the provision of Community Service 
Obligation support (for below-cost electricity prices) totalling $779 million over the three years to 
2011-12.  

The budget papers themselves say that the greatest turnaround in the public non-financial corporations sector 
from 2009-10 onwards is the price of electricity and this community service obligation. It is a $600 million 
turnaround. The question from the member for Murchison-Eyre was: can members believe that the state 
government would have the arrogance to do this in a pre-election year? The answer is yes, because the 
government has done it, and the evidence is sitting in the budget papers. The question is not whether it has done 
it; the question is whether it deliberately meant to do it. Alternatively, is this increase in revenue just a sheer 
happenstance? Is it sheerly by luck that the forecast revenue for public non-financial corporations will grow by a 
net figure of $600 million in a year, based largely, as the budget papers say, on those two factors: the cost of 
electricity and the community service obligation? It is a significant issue that the Western Australian public has 
to face. It will pay significantly higher electricity prices. Before I am asked, let me say that I agree that there will 
have to be an increase in electricity prices. The taxpayers of Western Australia will be paying higher electricity 
prices in the uncontestable market. They will be paying out $780 million of taxpayers’ money in the form of a 
community service obligation. On top of that, they will gain nothing from the benefits of cheaper fuel prices 
compared with the contracts that the government has signed up. It is a $600 million turnaround, which the 
government, in its budget papers, acknowledges will result in additional revenue for the state of Western 
Australia. It is a hedge fund. I have referred to the uncontestable market, which is 30 to 40 per cent depending on 
whose figures are used, and it provides significant additional revenue for the state of Western Australia. At page 
291 of the 2008-08 Economic and Fiscal Outlook is the following — 

contestable tariffs will move to cost reflective levels more quickly from 2008-09.  

The other part of the market will rise faster than the uncontestable market. How much additional revenue will the 
government make through Verve Energy? The government will have a significantly increased level of income. It 
has built itself, either accidentally or on purpose, a very nice hedge fund. 

Mr E.S. Ripper: Are you arguing that before the forthcoming election we have gone out and announced 
increases in electricity prices to establish a slush fund for the 2013 election?  

Dr S.C. THOMAS: Yes. 

Mr E.S. Ripper: It is an extraordinary argument. Why would a government do that?  
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Mr J.J.M. Bowler: He is obviously conceding this election. 

Mr E.S. Ripper: He is obviously conceding the next election and he is worried that we are setting ourselves up 
to win the 2013 election. 

Dr S.C. THOMAS: I am worried that the government is hoodwinking the Western Australian community. 

Mr E.S. Ripper: Why? 

Dr S.C. THOMAS: If it involved just the increases on their own, reflecting the fuel savings that will be 
garnered with the use of coal, would the member for Murchison-Eyre disagree that the government would save 
money on the coal contracts?  

Mr E.S. Ripper: Do you think it was politically good news for the government when we were advised that we 
needed to put up electricity prices? Do you think that we welcomed that?  

Dr S.C. THOMAS: It works in very well. As the government starts to hit expenditure problems in a few years, 
it will have this buffer. 

Mr J.J.M. Bowler: Your theory indicates that you are conceding the next election and worrying about the one 
after. You are accurate.  

Dr S.C. THOMAS: I do not care what the member for Murchison-Eyre’s election predictions are; this is all 
about this government’s plan to build itself a hedge fund. That is what it has done. I suggest to the member that 
he read page 33 of the Economic and Fiscal Outlook, because there is nothing he can say to disprove my 
argument.  

On three occasions last week I asked the Premier to give me some justification for the government’s actions. He 
could not do it. I would ask the Minister for Energy, but he does not know what is going on. There is no point 
asking him because he does not understand his portfolio. I think the Treasurer and the Premier know. I 
congratulate the Treasurer on a very clever piece of planning.  

Mr E.S. Ripper: It is unusual for a government to announce before an election massive increases in electricity 
prices.  

Dr S.C. THOMAS: For all the bluff and bluster from members opposite, they cannot disprove it. The proof is in 
the budget papers. The evidence is there. 

Mr J.J.M. Bowler: Think about it logically. Why would they do it?  

Dr S.C. THOMAS: The evidence is in the budget papers. The member for Murchison-Eyre will have the 
opportunity to make his contribution to this debate. In it he can give the house the evidence to prove that what I 
have said is not true. He can provide the proof that Verve Energy will not suddenly start making a profit in a year 
and a half. Will the government be better off by making more money out of Verve Energy? The proof is sitting 
in the budget.  

Mr J.J.M. Bowler: To describe it as a slush fund is illogical.  

Dr S.C. THOMAS: The proof is in the budget papers. We are still waiting for the Treasurer or the Premier—as I 
said, there is no point asking the Minister for Energy—to come out with the real figures. I hope that they will 
manage to do that in the estimates committee hearings next week. It would be nice to be given some justification. 

A question one should ask is: how big a profit from Verve Energy or Synergy is appropriate for the government 
of Western Australia? Exactly how much money does it need to make? Ultimately, with a $600 million 
turnaround on profitability based largely, as the budget papers indicate, on electricity price increases and the 
community service obligation, the questions the government should answer are: how are they factored into the 
coal price changes; and does it need to include $780 million of CSO? Can the Treasurer tell me that after three 
years of the CSO—2009-10, $273 million; 2010-11, about $250 million; and less in 2011-12—he will take it 
away if Verve Energy makes a profit in the second and third years?  

Mr E.S. Ripper: Do you think that ultimately people should pay the market price or a subsidised price for 
electricity in a world sensitive to climate change?  

Dr S.C. THOMAS: My personal opinion is that people should pay the market price for electricity.  

Mr J.J.M. Bowler: Surely that is also the policy of the Liberal Party.  

Dr S.C. THOMAS: It probably is. I have not at any point suggested that price rises should not occur.  

Mr E.S. Ripper: Are you arguing that the government has miscalculated what the market price for electricity is?  
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Dr S.C. THOMAS: No. I am saying that the government stands to make a couple of extra billion dollars by 
using the market price to determine electricity prices when it knows—and it is palpably provable—that it does 
not have to pay the market price for inputs by which it sets the market price of electricity when it is sold.  

Mr E.S. Ripper: Are you aware that part of Verve’s cost structure is the necessity to run on diesel fuel because 
it has to meet peak load requirements? Diesel fuel at an oil price of $120 per barrel is extremely expensive.  

Dr S.C. THOMAS: I agree. Diesel and other fuels that are burned when they are needed comprise 1.7 per cent 
of the fuel load.  

Mr E.S. Ripper: What per cent of the cost load?  

Dr S.C. THOMAS: It is a bit higher than 1.7 per cent, but it is not an additional $2 billion worth of additional 
fuel over the next eight years. The proof is in the budget papers.  

Mr E.S. Ripper: Are you saying that Verve should be undercutting the rest of the market?  

Dr S.C. THOMAS: No, I am not. I am saying that this government will make an additional $2 billion of 
revenue, which will be beautifully squirreled away to be used at a time when the government is struggling with 
revenue versus expenses. It will be shoved back into the general economy at that stage. I am not saying that the 
price of energy should not increase. What I am saying is that if the price of energy increases, this government or 
the government that follows it will be salting away $780 million in a CSO, based on the fact that it will get back 
that money in revenues in the out years. That is the net effect of what the Treasurer is doing. I do not know 
whether he planned it. If he did, it is almost a stroke of genius. I am not sure that I should go that far. I suspect 
that he planned it. If he did not, he might have stumbled on it by accident. Perhaps somebody in Verve Energy 
planned it and said that it was the best way to go because an absolute fortune could be made.  

Mr E.S. Ripper: The fact that your argument leaves you, in the end, having to describe me as having had a 
stroke of genius shows the problem you have with this argument.  

Dr S.C. THOMAS: It is the only weak point in the argument so far. We are working on that. The evidence is 
sitting in the budget papers. Western Australia’s non-financial corporate sector will go from a $200 million to a 
$400 million-plus profit in one year, based largely, as it says in the budget papers, on a CSO of $273 million 
gained from increased power prices. That is largely the result. Suddenly it is a profit-making venture. That is the 
outcome the government has planned. That is okay, but the question then is: does the government need 
$780 million of taxpayers’ money? What is the government’s long-term plan? The hedge fund will not last 
forever. It will be a good income earner for a period, but then suddenly the government will be faced with the 
long-term problems of having to replace plant, and contracts will start to run out. If the gas price contracts for 
2004-05 were 10-plus years, somewhere from 16 years or 17 years onwards—about the end of the price rise 
cycle—contracts will have to have been renegotiated and the prices will significantly rise —  

Mr E.S. Ripper: The member must think about his party’s lines. For a while the opposition was running “Verve 
Energy in financial crisis; disgraceful bailout” as the line. Now it is running the line, “Verve is a profit-making 
scam for the government; a way of hiding the money and bringing the money back into the system at a later 
stage.”  

Dr S.C. THOMAS: Yes.  

Mr E.S. Ripper: Those two lines are contradictory. 

Dr S.C. THOMAS: That is the stroke of genius, as I said before. Ultimately I suspect that if the government 
planned this process—which has been evidenced enough—the stroke of genius was exactly that; the government 
says that Verve Energy has a problem and it has to put some money into it, and the opposition’s natural instinct 
is to leap up and say, “You have messed up Verve; you’ve destroyed it,” so we reinforce its argument. The 
government wanted an excuse to put $780 million into Verve that it did not need to, and whether by accident or 
by design the opposition gave it one, or reinforced the one that it seeded into the minds of the opposition, the 
media and the public. That was the stroke of genius; the government got everybody else jumping to give it the 
opportunity to build the hedge fund and salt away a few dollars for the future when times are a bit tougher. I am 
amazed that —  

Mr J.J.M. Bowler: Who is to say the Labor Party will be in government when the money is there to spend? 

Dr S.C. THOMAS: Look, Treasurer — 

Mr J.J.M. Bowler: Are you assuming the Liberal Party will lose the next election? 

Dr S.C. THOMAS: If I am sitting in the Treasurer’s place and he in mine, I will say thanks very much. I am 
sure the Liberal Party will appreciate the additional revenue coming in at the appropriate time — 

Mr J.J.M. Bowler: What are you complaining about then?  
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Dr S.C. THOMAS: We might have to be a bit honest about the process. The problem, member for Murchison-
Eyre, is that in my opinion the process is dishonest. As the Treasurer, I would be making more money for the 
then Liberal state government, which would be very nice, but the money would have been generated in a 
dishonest manner. The honesty component has been lost in all the debates and amid everything that has gone on 
in Parliament. This is about honesty — 

Mr J.J.M. Bowler: Honesty? You are saying they are setting up a slush fund for three to four years’ time? Come 
on, you are kidding yourself!  

Dr S.C. THOMAS: The evidence is there, as much as the member for Murchison-Eyre might not like to believe 
it. The only question is whether it was intended or accidental. If members read the budget papers properly, the 
truth is inescapable. 

I am up to point four of 13—I have a bit to go! It can now be recognised that the Western Australian government 
has not been honest with the people of Western Australia about the bailout, and it cannot answer the questions of 
the opposition. Opposition members in this place asked questions last week, and the sitting week before that, and 
still they cannot get an answer out of this government. I hope the Treasurer is prepared to answer some questions 
at budget estimates, because we need answers.  

That was the story of Verve Energy. I will move to some more generalised comments. I have dealt with the 
government’s revenue problems and the problem of its inability to control expenditure, and I have dealt with the 
risks associated with the capital works program and the hedge fund it built itself with Verve Energy.  

I have some comments on specific areas of interest; the first is on the environment. What has been said about the 
provision made for the environment in this budget is generally true: the state budget does not recognise the 
importance of the environment or climate change in any significant form. The argument is that the federal 
government has responsibility for the environment, and particularly climate change. To some degree I agree with 
that. I would like to have seen more activity—not necessarily dollars—from the government on climate change.  

I will make a couple of comments about the federal government’s attitude to climate change in Western 
Australia. The Rudd Labor government announced a $500 million clean coal fund in the lead-up to the 2007 
election, which was reiterated in the federal budget and which I was glad to see. So far, about $275 million of 
that has been allocated. In true commonwealth government fashion, $50 million will go to Queensland, 
$50 million dollars to New South Wales, $50 million to Victoria, and $5 million to the state of Western 
Australia, which is a significant problem for Western Australia. It will receive 1.7 per cent of the clean coal 
funds announced so far for carbon capture and storage, which is one per cent of the total fund. The Minister for 
Planning and Infrastructure likes to tell members frequently that Western Australia has 10 per cent of the 
population of Australia. We use five per cent of the coal used within Australia for electricity generation. If we 
had been granted 10 per cent of the fund, we would be getting $50 million; if we had been granted five per cent 
of the fund—that is the amount we use for electricity generation—we would be at least up to $25 million. We 
have been allocated $5 million so far. That is a problem for a couple of reasons, the main one being that the 
Garnaut report on carbon trading emissions states that clean coal technology is absolutely essential. The report 
states —  

There is potential for disproportionate burdens to fall on coal-based energy intensive regions, unless 
carbon capture and storage (CCS) technologies prove to be commercially viable at an early date. 
Assistance to established coal-based electricity generators with early testing and deployment of CCS 
would be a cost-effective, pre-emptive form of structural adjustment assistance. 

The report also states that early assistance to coal-based electricity generation is essential. It further states — 

. . . in the absence of commercially successful carbon capture and storage (CCS), some coal-mining and 
coal-based power-generating firms in Australia would be negatively affected by the introduction of an 
ETS . . .  

The carbon trading scheme is due to be introduced in 2010, according to the Rudd Labor government’s 
timetable. Further in the interim report it states — 

Coal mining districts may become regions of stagnation and decline under ambitious mitigation 
strategies if carbon capture and storage (CCS) turns out not to be commercially viable even with high 
carbon prices, but regions of expansion and exceptional prosperity—possibly well beyond previous 
contemplation—if CCS turns out to be commercially successful. 

The Garnaut report states that if carbon capture and storage is done properly, the coal industry will flourish; if it 
is not, it may sink. It is a significant problem for WA that the Rudd Labor government has promised it a fraction 
of the money that it is delivering to other states and territories. One major reason — 
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Mr E.S. Ripper: You don’t think that significant parts of carbon capture and storage technology will not be 
universal?  

Dr S.C. THOMAS: I was about to come to that, so thanks for the prompt.  

Some sections of carbon capture and storage can be universally applied; larger sections cannot. Each individual 
power station must be fitted with equipment that removes carbon dioxide and other gases; either scrubbers or 
electronic stripping, or however that works. That technology is available now, but there is a difficulty in 
installing it—particularly retrofitting it—to coal-fired power stations. The individual circumstance of each power 
station is different. The other major expense of carbon capture and storage is geosequestration. That process 
requires individual surveys on each individual potential site. That is, if Western Australia were to use 
Harvey ridge for geosequestration, its share of the $500 million clean coal fund would be used to research 
Harvey ridge. If Harvey ridge is not successful as a site, WA needs its share of the $500 million clean coal fund 
to research Perth Basin. If we do not have that money, Western Australia will start to sink. The coal industry in 
Western Australia is under threat. The Rudd Labor government must give Western Australia its fair share of the 
clean coal fund, or the future of the coal industry in Western Australia will be at risk. That is a key component. 

I have covered many areas that concern the state of Western Australia. I now turn to the specific issues that will 
impact on the south west and my electorate. There were a couple of good things in the budget, but a lot of things 
were missed out. There were some reasonable things for my electorate in the education budget. The development 
of Dalyellup Senior High School so that it incorporates years 11 and 12 is very welcome. That is a good 
government initiative. We agitated for it in 2004. 

Mr P. Papalia: How much money is that costing? 

Dr S.C. THOMAS: From memory, the whole project is worth about $24 million. 

Mr P. Papalia: That’s very good. 

Dr S.C. THOMAS: It is very good. That is for the whole school, not for the extension; the extension is part of 
that. I think $2.6 million has been allocated in the 2008-09 budget. I do not want to slag the budget completely 
and say that it is terrible. There are some positive things in the budget. That is a good thing. 

I was disappointed that the Donnybrook school missed out on funding for maintenance. That school is ageing 
rapidly and it requires significant investment, not just on the toilets, which the government has said it will do, but 
also on the designer technology and the arts buildings, which are Third World buildings that the government has 
once again neglected. 

The greatest deficit in the budget is probably in road funding for the electorate. South Western Highway is 
generally considered to be a death trap, and this budget does not adequately address the safety issues related to 
South Western Highway. 

Mr E.S. Ripper: Would you like us to borrow more to build more roads? 

Dr S.C. THOMAS: I would like the Treasurer to reprioritise where he is building roads at the moment and look 
at South Western Highway. 

Mr E.S. Ripper: Which roads would you cancel? 

Dr S.C. THOMAS: If the Treasurer gave me a pen and the budget and told me that I could rearrange it how I 
like, I would tell him which ones I would move around. The Treasurer sits down with his committee of four and 
says, “We’ll prioritise this up, this down, that sideways and that out.” If he wants me to take over, which is 
exactly what I want to do—I want to take over his job—I would be perfectly happy to do so. 

Mr E.S. Ripper: You have to get re-elected to Parliament first. 

Dr S.C. THOMAS: South Western Highway desperately needs funding for improvements. 

Requests for funding for the coalfields highway have come across the Treasurer’s desk every year for the past 
five or six years. The previous Liberal government allocated some money towards upgrading part of the 
Coalfields Highway north from the rolling hills through to Collie. Main Roads WA has asked for $20 million 
year in and year out to finish that project, but it missed out again. That is a complete shame. 

The greater Bunbury region scheme is interesting. There has been some fuss and furore about the greater 
Bunbury region scheme. Opposition members have said in this place that it lacks some resources, so I half 
expected some resources to be provided for the greater Bunbury region scheme. However, I was very 
disappointed. 

There were a number of disappointments for the south west in the budget, but another real disappointment is 
with the funding for the South West Development Commission. A couple of years ago funding for the South 
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West Development Commission was sitting at $9.5 million, but it has now dropped down to $7.5 million, and in 
the forward estimates it goes down to $5 million. The South West Development Commission is not doing very 
well. Its capital works program in the 2008-09 budget is $50 000, which is down from just over $5 million in the 
2007-08 budget. That is a 99 per cent decrease. Those figures can be found on page 912 of volume 3 of budget 
paper No 2. That level of funding is an insult to an area that provides 14 per cent of the gross state product. It is 
an absolute disgrace to have a significant drop in the funding for the development commission in that area. 

Mr Acting Speaker, you will be pleased to know that I am coming to the end of my comments! However, I 
would like to raise a couple of other issues before I conclude. The first issue is the then Gallop Labor 
government’s support for exporting coal through the port of Bunbury. The government announced that the new 
baseload power station would be gas fired. Of course, that caused some heartache in Collie. The now Minister 
for Energy wandered down to Collie and said, “Don’t worry, guys; we’ve got a $70 million coal rescue package, 
$10 million of which is from the coal futures fund and $60 million of which is to assist the port of Bunbury to 
allow trial exports of coal through the port of Bunbury.” What has happened to the $60 million for the port of 
Bunbury? Trial exports of coal are going out through the port of Kwinana. Why is coal being exported through 
the port of Kwinana? It is being exported through the port of Kwinana because there are problems with capacity 
and competition at the port of Bunbury. What is the response of the government? The Treasurer can find out for 
me. I will ask this question during the budget estimates hearings. Has the government asked for financial 
contributions from companies that want to export coal through the port of Bunbury; and, if so, how much will 
those contributions be? He does not know. That is not the Treasurer’s area, so it is probably unfair of me to ask 
him that question, and I accept that. However, I will ask the Minister for Planning and Infrastructure whether the 
government’s promised $60 million rescue package for coal has disappeared and whether the Carpenter Labor 
government is asking for financial contributions from companies that might like to export to help subsidise 
activity in the port. Coal export activity at the port might have helped to underwrite additional activity and 
revenue at the port of Bunbury. That is another disgraceful example of a broken promise and a broken 
commitment to the people of the south west. 

My final point about my electorate comes from the comments made last night by one Labor member of 
Parliament when he said that my office had apparently rung a company called United Constructions Pty Ltd to 
try to push for Bunbury people to get jobs with that company in areas around Collie. That is an absolute furphy. 
It is not the first absolute furphy from that source, and it probably will not be the last. However, let me put on the 
record that a constituent of mine who lives between Donnybrook and Collie—for those who do not know 
geography, that is in the opposite direction from Bunbury—was seeking, I think, a trades assistant job with 
United Constructions and was told that he would not be employed because, under a deal struck with the unions, 
people who live more than 50 kilometres from the site must be paid a travel allowance and this made it 
uneconomical to employ them. I am not complaining about that. However, the problem was that this person lived 
within 50 kilometres and was not required to be paid the additional amount and ended up getting a job. For that 
Labor member of Parliament to make absolutely vague and untrue assertions is a sad reflection of the state of 
honesty and truth in the Parliament of Western Australia. I raised that issue earlier with the member for 
Murchison-Eyre. It is a sad state that the Western Australian Parliament has reached. 

The environment has missed out in the budget. Many other areas have also missed out. I know that public order 
issues could have been better supported. There are some very good things in this budget. I applaud the 
Treasurer’s additional spending on child protection. It is a great initiative. It is not all bad.  

I will make a final comment about the capital works budget. The capital works budget for the south west of 
Western Australia is mainly for the provision of water, sewerage and electricity. The government of Western 
Australia is merely a bank, because ultimately the consumers of Western Australia will pay for those initiatives 
in electricity prices, water rates and sewerage rates. If we remove from the capital works budget for the south 
west of Western Australia those sections that the consumer will pay for—the areas on which the government has 
boasted of having spent $500 million—there is almost nothing left. It is a smoke-and-mirrors approach that 
betrays this government’s attitude to budgeting. 

Debate interrupted, pursuant to standing orders. 

[Continued on page 3023.] 
 


