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Infrastructure is critical to Western Australia’s continued
economic success and the wellbeing of its people.
Efficient transport networks, modern information and
communication technology, and sustainable water and
energy supplies, as well as social infrastructure such as
schools and hospitals, are vital to maintain Western
Australia’s living standards.

Demands on infrastructure are greater than ever and will continue to graw,
Punlic and private investment In Western Australizn infrastructure over the
naxt 20 years could ba in the order of 3850 billion,

The cost ef bullding, operating and maintaining Infrastructure means great care must be takan n
planning and prioritising what we nesd, The State is encounlerng capacity constraints in infrastructure
provision and operation that will need to be managsd wisely to ensure they do not frmit growth in our
econormy and the wellbeing of the community. Decisions made today, both good and bad, will affect
generations 1o come,

It iz ezsential thal the State has a plan that idantifies how we can deliver the Infrastructure wa nesd 1o
Iock in prosperity for future generations,

The Western Australian Government is warking with the private sector and the general community to
develop a State Infrastructure Strategy that will guide long-tarm infrastructure planning and dalivery.

The Stratagy will includs datail on the possible timing and location of specific projects in Westem
Australia over the naxt 20 years,

This framewark document is the first step in developing the Stats Infrastructure Strategy. It outlines how
the Strategy will be prepared and discusses poiicy issues related to providing infrastructure in Westem
Australia,

| encourage you to respond to the issues raised in the frameawork document by making a submission,
which will be considered in devaloping the Strategy.

Eric Ripper
TREASURER







Introduction

The demand for and cost of iInfrastructure per person has consistently been highar in Westarn Australia
than in othar States. This reflacts the State's strong economic and population grawth, its export foous
and close proximity to rapidly growing Aslan markets, and its large geagranhical area and low
popuiation dansity,

Demands on infrastructure will continue to grow, and the typs of infrastructure reguired in the State wil
be influenced by factors such as the againg of Western Australia’s population, technaiogical change and
amvironmental considerations. Capacity constraints could impeds the provision of infrastructure and
undermineg its effective operation, and will need to be managed carsfully,

There needs to ba a long-temm view of infrastructure planning and for the public and private sectars ta
cooperate In providing the best infrastructure for the Stats.

The State Infrastructure Strategy, developed by the Western Australian Government in consultation with
the private sector (through membership on the Reference Group) and the general community, will guids
infrastructurs planning and delivery over the next 20 years. it will contain deatall on the Indicative timing
and locatian, and possigly cost and potential sourde of funding, of specific praects over this period.

it will help ensure that the Infrastructurs the State needs Is provided in a timedy, cost-sffective way and
that costs, risks and cpportunities are shared fairly, It will contribute to better-informad decisions in both
the public and private sectors, for the benafit of all Westermn Austratians. | will ba released next year, and
updated every bwo years,

This framework document, daveloped by tha State Government with input fram private sector
representatives and public submissions, is tha first step in praparing tha Strategy. it outlines processes
ior developing the Strategy and discusses policy and planning issuss ralevant to the provision of
infrastructure In Westem Australia,

Identifying Projects in the Strategy

The Strategy will identify projects that are significant fram a State or regional perspective. Project cost is
likehy to be the main way of assessing significance. 1t is anticipated that in general, projects costing more
than 520 million would ba inchedad, while a 35 milllon theeshold would apply to reglonsl projects. The
Strateay may also Include somi projects that have costs under these thrasholds but which have
significant economic, social welfare or environmental impacts.
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Government agencies already [dentify infrastructure oppartunities aver the next 10 years. To contribute
1o the Strategy, agencies will extand this time horizon to 20 years. Projects identified in vears 11 10 20
will be generally ba concapts reflscting the broad intent of the Government. The Strateay will also aim 1o
Inciude Infarmation on private sector and Commonwealth and local governmeant Infrastructure intentiona,
Whila information can be collected from these sources in anumber of ways, there may be limitations to
what can be included in the Strategy,

The strategic goals set for the Stats by the Govermmant will help guide the identification of infrastructurs
opportunities, which will also be driven by economic, demographic, soclal, ervironmental, techriological
and land use planning factors. 1t is expectad that agency and private sector infrastructure development

propesals will reflect other Governmant strategies, ensuring that the Strategy s also consistent with
them,

The State Government’s Role in Infrastructure Provision

The Strategy will racogrise that ths Govemment plays a majar rols in providing Infrastructurs to mest the
economic and secial needs of the population. The Govermnmeant must mest demands for Infrastructurs
while ensuring the State retains its AAA cradit ating.

Government does not nead to provide infrastructuns In cases where the private sector can provide the
infrastructursa saciety requires. It sheuld only supply infrastructure or assist prvate infrastructure when
sufficient public benslits compared with the cost to gavernment will be reallged.

Where the Government provides Infrastructure, it should consult with stakeholders ta gaugs their needs
and loliow equitable, consistent and transparent processes to procure the Infrastructurs competitively.

If the Government chooses to provide assistance 1o the prvate sector to faciltats infrastruclure
developmant, it sticuld do so in the context af a clear policy framework. It should signal its willingness to
provide assistance well bedor the Infrastructure is required, and follow 2 competitive, unbiased,
consistent and transparent process to select the proponent that will use the assistance most effectively
to provide infrastructurs that best mests the Government's objectives.

Where possible, this infrastructure should be provided on a common-user basis, Government
assistance that results in the development of singie user infrastructiure shauld be provided onty a3 & last
resor and must accommodats the State's opligations under National Competition Policy and Australia’s
International treaties. The Gavernment shauld ensure that a suitable access regime is in place 5o as not
to disadvantage othar polential users of the infrastructure.

It is essential that the Govarnment ensures that tmely, consultative, consistent and transparent
apprvals processss are followed. In addition, it s important that regulatory regimes are consistent with
those in other jurdsdictions and are applied faitdy, transparently and in a timely manner,

The Private Sector's Role in Infrastructure Provision

The private seclor is 3 key providar of infrastructune In Western Australia, and this rola will continue,

I addition, it is expected that over the next 20 years, the methods of procurement used by the public
sector 1o mes! infrastructure reguiements will continue to change, with a growing role for the private
sector. Examples includs 'BOO" arangements, in which the povate sector builds, owns and cperates
infrastructurs, and public prvate parinerships.
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The Govarnment should only enter such arrangements in cases where they clearly demonstrate valus
far maney and the allocation of risk acconds with the State's strategic nisk managameant objectives.

Cooperation Between the Public and Private sectors

Continued dialogue between the Government and private sector on infrastructure issues is essential,
Fropenents can assist the Governmant's decision-making by providing accurate and comprehensive
nfarmation on thelr project requiremeants as early as possible in feasiblity study phases.

Estanlishment of a peak representative group from the private sactor to advise the Government an
infrastricture ssuss and policy aifecting the State, as well as priortisation of infrastructura projects,
would help the Government to improve its planning and decislon-making on infrastructure provision,

There is vary limited scope for the Government to adjust its capital works program to ‘smeath’ demand
for resources needed to construct infrastructuras, The Government should oursus a Capital Works
Frogram aimed at fostaring the Siate’s econamic development over the longer term and vary its
pragrarm only in respanse to specific andfor localised circumstancas,

Coordinating Provision of Complementary Infrastructure

Whera the Gavernment is responsibls for providing economic infrastructure to faciitate a major project,
the relevant infrastructure agencizs must coordinats 1o ensure that all of the necessary infrastructure s
avaliable before the project begins 1o operate. It is imporant that all infrastructune s planned as aarly as
possible, so that townsite expansion, zoning, land developmant and providing economic and social
infrastructure can occcur in a cocrdinaled mannar,

The Govemment must ensure that it has the capacity to drive the coordinated provision of
complementary Infrastruciure across a range of aganciss,

Land for Infrastructure

To enable the Stale 1o take advantage of its opportunities to promota sustainable economic growth,
enough suitable land neads to be idsntified and sst aside for industry and infrastructurs. n addition, tha
expacted grawth In Westarn Australia’s population will require fand to be set aside to mest community
Infrastructure needs. Land usa planning nesds 1o take into account these difftering requirements, and
that particular activities are incompatible with other types of activity

The State's Management of Project Costs and Timelines

it Iz vital that the State Govemnment manage its infrastructurs praject costs and timelines. However,
strang demand for infrastructura and supply constraints are resulting in rapid cost escalation and delays
in complstion dates for infrastructurs projects. The Gavernment's Stralegic Asset Managemant
Frameawerk is designed to improve capital investment across the State public sector, including better
planning of procurement processes and more ngorous management of projects to reduce the scope for
cost escalation and contract delays.

Frofessional renewal of the public sector is important to ensure that It has the capacity, expertise and
malivation to identify the rgks and consider the long-term impacts to the community in the planning and
delivery of infrastructure projects.
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Promoting Competition in Infrastructure-Related Markets

It is Important that participation in infrastructure-related marksts in the State s encouraged, o increass
compeatition in the market.

Improved government procuremeant processes and policies can be expacted o encourage greater
participation in infrastructure-refated marksts, Providing small to madium enterprises with mare
information on how to discover the opportunities offered oy the govermment market, and to compste for
the work, will Increase thair participation and hence compeatitive pressura in precursment processes for
Infrastructure projects in the State's public sectar,

Inaddition, despening the construction market in Western Australiz by increasing the number of firms
compeling lor majar capital works projects, as a means of impraving market forces In ths local
construction industry, should ba investigated, Thers are limits to the ability of the Wastem Austrafian
economy to deliver the sconomic and social infrastructure required. Opportunities exist for jont venture
arrangements, for local firms to pariner with overseas players, to source expartiss and materials that
Westemn Ausiralia is lacking.

Short-term labeur shortages in the construction industry and longer-term shortages in the social
Inirastructure sector need to be addressed. Mors effective training programs and attracting more
workers Lo Wastern Australia from interstate and, f need be, overseas, should be considered,

Intergovernmental Aspects of Infrastructure Provision

Itis important that Commonwealth, State and local governments wark togathar o mest infrastruciure
nesds: Western Australia will continue to support the Councll of Australian Governments' endeavours to
bettar plan, cocrdinate and harmonise infrastructure provision and ragulation acrss the nation.

The Commonwsealth’s processes for allocating infrastructure funding need to be raformed. They are not
transparent and have the potential to result in inenuitable cutcomes that do not maximise the benefits 1o
the nation.

The Commenwsalth recaives the lion's share of fiscal benefits from resource projscis In Westem
Australia, yet compared with the Stale Governmant, the Commonwealth contributes fitths 1o the
infrastructure and other costs of supporting thase projects.

Western Australia should seek a more equitable share of infrastructure assistance from the
Commanwealth, supported by analysis of the nationzl welfare and economic benefits. Commanweaalth
infrastructure provision in arsas of State responsibiity should be dons in accordance with an agread
plan in consultation with the State.

Also, Commonwealth funding arrangements for sendces and infrastructurs tend to disadvantage
Western Australia comparad with other States, particularty in rural and remote areas. This has the
notential to hinder economic development, pariculardy because It s more difficult for resources
develapers and businesses to aftract and retaln staff who may be refuctant to accept the lower
standards of social and community ssnvices that exist in some areas of regional Westarn Australia.
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The process for sharing the national poal of GST revenue effectively redistrbutes most of the net
benefits from a State’s economic development activities among all States. This weakens the Incentive for
Slates to put In place growth-promoting infrastructure. The method of dividing tha GST pool should be
reformed to remove disingentives to the provision of Infrastructurs that supports economic davalopmant,

Demand Management and Infrastructure Provision

Demang management can reduce the demands on axisting infrastructure and therafors the niesd for
new Infrastructure. In identifying the best solution to insufficient infrastructure capacity, demand
managemant solutions should be considerad before supply-sids (new nfrastructure) solutions are
Examined,

Thera is likely to be an increasing use of demand managerment strategies in Western Austraiia over the
next 20 years, with appropriate price signalling being the preferred approach. The State Infrastructura
Strategy should reflect this, Each proposal for demand management must be examined on & cases-by-
case basls to datermine if its benefits are greater than its costs,

Regulation of Infrastructure

Economic requlation is necessany to protect the interests of those seeking to usa infrastructure that has
natural monopely characteristics. Howeaver, regulation can create uncerainty and delays. In assessing
the need for and the appropriale extent of reguiation, the costs of regulation (such a= potential
disincentives to invest in infrastructurs) must be weighed eganst the expecied beneglits {for axample,
benefits o access seekers and the wider community),

The State Infrastructurs Strategy will refiect the-assumption that regulation in Westarn Australia will be
applied In a mannar that results In efficlent investment decisions, with no distorticn of the timirig ar
scopa of infrastructure projects.







Background

In Cciober 2005, the then Premisr, Geofl Gallop, announced that the Western Australlan
Governmant would develop a State Infrastructure Strategy to identify and prioritize the State's
infrastructura needs over the next 20 years,

Terms of Reference
Background

To maximise sconomic, social and ervironmental bansfits from the pravision of infrastruciuns
throughout Westermn Australia, the Government must lake a strategic and lang-term approach to
the detsrmination of pricrities that ensure timaly supply of aporoprate infrastructure capaciy.

Current and future needs for economic and social infrastructurs must be identified and a plan
for the aptimal dalivery of this infrastructure developed. This plan must also provids for
appropriate contributions by the private ssctor and all ters of government to the development af
new and replacerment Infrastructure within the State that will support fulurs growth,

The objectives of the State Infrastructure Strateqy ars ta;

* engage the wider community and other tiers of govermment to idantify axlsting and emerging
infrastructure pressures throughout Wastern Australia over the next 10 to 20 years;

*  bring togethar and articulate the infrastructurs requirements and priarities of the State's
public and private sectors over this period. enabling the private sector to identify investmant
oppartursties;

*  outline a plan for delivery, in the process creating a greater ieval of certainty about tha
priorities and timing of major infrastructurs develooment that will aliow better-informed
decisions in bath the putiic and private sectors:

* privida an infrastructurs agenda that wil fagiitate engagement of the Commonwealth and
local governments to mest thelr share of responsiaility for Infrastructure provision: and

*  ensure proposals for future investment ars affordable and based on an apprepriate mix of
invastment of skills from both the public and prvats sectors.
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1. Background

Scope

For the purposes of the Strategy, ‘infrastructure’ is definad 1o inciude:

* economic infrastructure (eg transport and freight, energy, waler and wastewater, information
and cormmunications; strategis industrial areas and land development); and

* social Infrastructure (eg health, education, faw, defence, cultural, sporiing).

ha Stratadgy will identify public {ie State, Commonwealth and local oovernment} and private

infrastructurs prigritiss and oppaoruniies over the next 20 yvears. In the case of State

Government infrastructure priorities, s period can be broken into threa Components;

* 2 Capital Works Program over the forward estimates pariod fnvolving a reasonably high
degree of cerainty with respact to timing and funding);

* anindicative program of infrastructure frem the end of the forward estimates period to yaar
10 {refiecting Government commitmants but involving less cartainty as to timing and
funding); and

* potantisl ntentions with respect to infrastructurs planning from year 11 to yaar 20 {timing in
generallsed terms and funding laft largely unspecifisd).

Considerations

The Strategy should take into account:
g demographic trends affecting the dermand far Infrastructure, including:

- owverall growth of the State's population;

— the changing age composition of the Siate’s population: and

— peographical shitts of population within the Stata:

o) trends in econamic activity affecting the demand for infrastructure, Including:

= opverall State ecenormic growth;

- drivers of regional econamic development (&g ncreasing demand fram the resources
sector); and

- economic threats and cpportunities;

gl wanous infrastruciurs plans currently Deing prepared by State Government agencias

{inciuding the Public Tranzport Plan and the Freight Transport Plany;

d) the nesd for tha Strategy to interact cansistently and seamiesshy with the State

Government's:

— capital budgeting process;

— GStrategic Asset Management Framewark; and

— policy governing the procurement of public infrastructurs {eg Parinerships for Growth);

) processes for idenlifyng and prioritising material infrastructure projects {including highlighting
hurdies to pravision [such as Issuss of land access] thal reguirg resolution);
i strategies to improve the coordination of Infrastructura olanning and construction across the

State, including:

- collaboration betwesn agencies and levels of government on the management, uss and
co-location of infrastruchure assets;

— cooperation belween the State, Commonwealth and local goverrsments on the best mix
ot funding frarm different tiers of governmant for infrastructurs financed through public
invesiment reflecting the benefits they will receive as a consequence of infrastruciure
provision); and

- partnerships between infrastructurs providers (particularly batween thosa in the public
and privale sectors);
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g slrategies to promets investment In infrastructurs that is timely, efficient and innovative,

includirg;

— using demand management, whare this Is a mare cost-effective option:

— designing adaptable and multi-purpose facilities for shared use, and pramealing shared
and multiple use of existing infrastructurs assets, where appropriate;

- axploring options for redevelopment and altermnative usss of existing infrastructurs assats;

- -applying advances in technology that offer innovatlve infrastructure solutions: and

- making use of the full range of funding options (including privale financingy);

h) strategies to deal with compsting dermand lor the skils and resources nesded to construct
and operata infrastructure (incluging the need to factor realistic escalation of bullding costs
into the Strategy);

i} strategies to enhance participation by construction and engineering consortia in Westem
Australia, to help control cost escalation and bring greater cartainty to construction timelines:

I strategiss developed for cooperation Detween the public and private sectars to source and
procure key material and eguiprment in times of rapid expansion and economic growth:

ki administrative, practical and legal constraints to the sharng of information between
jurisclictions and the private sector, and processes for effiective infarmation sharnng,

) how tha informaticn in the Strategy should be conveyed most usefully to stakeholdars; and

m} processes for revising and renawing the Stralegy periodically,

1.2 The Process

When the State Infrastructure Strategy was announced, invitations were issued for

* interested partiss to express their interest in joining the Refarence Group (Appendix 5.1) to
overses the development of the Strategy; and

* Interssted groups to make public submissions to the Strategy.

in edditien, & Working Graup {Appendix 5.2) made up of mpresentatives from relevant State
Govermnmen! agencies was established to draft this framewaork dacumeant.

70 submissians, covering & rangs of issuss, were recalved fram individuals and groups. Tha
subrnissions can be viewsd ab hitpAwvew.stateinirastructurestrategy.wa.gov.au

This paper reflects the work of the Warking Group, overseen by the Reference Group, and tha

submissions received from the public. It discusses:

* proceszes for developing and Uodating the Strsteay, such as collecting Information on and
priantising infrastructurs projects; and

* paoliciss and issues relevant to providing infrastructure in Western Australia,

This framework document, or Green Papar, is open to public commant and submissions
recelvad will be considered in develaping the Strategy, which will be raleasad as a White Paper.
Many of the submissions slready received are relevant to the Strategy and will b considered as
it is developad.

The White Paper will have mare detall on the indicative timing and location, and possibly cost
and potential socurce of funding, of specific projects over the next 20 years, to make it easier for
the public and private sector to plan and allocats resourcas,

|r_ | Rt £ (a b S e




1. Background

It iz intended that the Strategy will address each sector (including slectricity, gas, water supply,
wasiewaler traatrment, transpaort, infarmation and communication technology, health, education,

|ustice, culturs, sport and dafence) individually, and deal with the State as a whale, aswell as
indndtiual regions.

A nurrber of potential scenarlos will ba considered during the Strategy’s davelopment, with the

aim of producing a Strategy that has the flexibility 1o respand to circumstances that may arse in
the future.

Fublic submissions on this framework document, as will as any further iInformation relevant to
the Strategy, are sought until 15 December 2005. The State Infrastructura Strategy White Paper
will ba released in 2007.

Upgdsted versions of the Strategy will be released to ensure its ongoing refevance to Western
Australis’s circumstances,

'Sahﬁ_‘iiﬁs_idns':;an«ba’fumarded'm:; :
| State Infrastucture Stratagy

Lavel=0

Bepartment of Treasunyand Finance:
Governar Stiding Tower
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2. Economic, Demographic
and Fiscal Context

Per head of population, the demand for and cost of infrastructurs in Wastarm Australia has consistently

neen higher than in other Australian States' for a number of reasons, including:

* s refatively rapid economic growth and the importance of capital intensiva résource investment 1o
that growith profile:

* Ppopulation growth of 1.4 per cent per year over the last five years - 0.2 parcentage points higher
than the national average and wall ahead of most other daveloped countrios;

* s grawing trade oppartunities ansing from an abundance of natural resources and clase proximity 1o
rapidly growing Aslan marksats, which damand expanded infrastructure: and

* its large'geographical area and low population density, which means that tha cost of building and
malntaining infrastructure is high, and shared amang relatively few customers ar {axpayears.

Many major projects, espacially in the rezources seoter, ars in remots areas where basic sconamic
infrastructure such as roads or railways, and sacial infrastructure such as schoals and health servioes,
are lacking. Even where Infrastructune exists 1o suppor local population centres, It rmust often ba
anhanced to meet the exira demands of naw Industries and thelr employess. Transport and
construction costs also tend to be high in regional and remote Western Australla,

The State’s econamy has other featuras that affect its investment climate including:

= the role of multinational companies as major investment project proponents, Dacisions on the
canstruction, financing and epsaration of these projects may be mads in other cities by peoole who
are nat Tully awars of the advantages and challanges of invasting hars.

Farth, however, is also tha national, reglonal and, in some cases, the global basa for an increasing
number of multinational mining and energy companies, such as Alcoa World Alumina and Woodsida.
In the: information and communications technology industry, other examples of multinationals that
have invested in research and devalopmant facilities in the State include IBM and Motarola, This
providas & growing base of local knowledge and technical expertise that makes Wastern Austraiia a
prominent business centre for the resturces and other sectors: and

= traditionally, a large propariion of econamic and some social Infrastructure has been provided by the
private saclor. However, sometimes tha State has an impordant rale in coordinating and planning far
‘greenfield’ developments, faciitating approvals processes, and, In some cases, providing basic
infrastructura, especlally common user infrastructure that can be shared betwesn several
businessas, and which the private sector may be unable to provids for itzelf.

1 Capily expenditure (which is 2 proxy for wirastructure expendilues) 25 5.shars of Gross State Product & 250 higgh in Wastemn
Australin when companod with mosl olher Stajes




2. Economic, Demagraphic and Fiscal Context

The Weastarn Austratian Gavermment's atility 1o fund caoital spending an infrastructure |s, of course,
constrained by tha need for responsible management of the States finances,

2.1 Industrial Development and Economic Growth

Weslam Australia’s Gross State Product (GSP) was valusd at $100.5 bilion In 2004-05, making
it the fourth-largest Stale sconomy in Australia, The State aceounts for 11,3 per cant of
Australia's Gross Domestic Product (GDP) but just 8.9 per cant of its populatian, and Westarn
Australia's GSP par person of $50,584 is 14,7 par cent highsr than the Australian average,

The Westemn Australian economy has grown by an average of 4.1 per cent a vaar in real tarms

over the past five years, significantly faster than the 3.0 per cent annual average growth
recorded Australia wics.

Outpist and Employment by Industry — 2004-05
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Strong growth will continug in the near term, with the Western Australian Government's 2008-07
Budget predicting that GSP will grow by 4.75 par cant in 2005-06 and by 5.25 cant in 2006-07,
Beyond this, the autlcok for the State’s economy s stil broadly poaitive, with GSP growth
foracast to ease 1o 3.75 per cent in 2007-08 befora strengthening to 4.5 per cent growth in
gachof the 2008-09 and 2009-10 financial years.?

2 These prectians am based on lang-term averaga growih rates




2. Economic, Demographic and Fiscal Context

Growth in Real GDP/GSP
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Western Australia covers 2.5 milkon square kilomatres - about a third of Australia’s land mass —
and inciudes some of the country’s richest mining and agricuftural areas,

Mining s Weslern Australia’s largast single industry, accounting for mors than 20 per cent of the
State's GSR compared to 5.4 per cent of Austraia's GOP

In the past five years the mining sector accounted for 55 per cant of corporate investment in
Westemn Australia, and 72 per cent of exports.

Strong growth In global demand for commodities (notably from China) and 30 vear highs in
carmmicdity prices® have fuslled rapid growth In both exports and invesiment,

The State's merchandise exports were worth $45.4 billlon in the vear to March 2006, Western
Australla iz Australia’s largest experting State, and accounts for mare than 30 per cent of
national merchandise exports, up from 26 per cent fve years agao.

Business invesiment has grown rapidly over the past five years and is currently at record levels,
Cwver the past five years, in real terms business investment has grown by 56 per cent in Wastem
Australia to stand at $16.3 billon for 2004-05. In recent years, inviestment has been supportad
by major projects such as the North West Shelf Project's fourth LNG train expansion and the
West Angelas and Mining Area C iron ora mine developments.

Major mining grojects currently under congtruction Inciude BHP Billiton's $2.8 billion
Ravensthorpe nickal praject, 8 2 bilion further expansion of the North Wast Shelf LNG project
fincluding & fifth LG train) and Hancook Prospecting's 51.3 billon Hope Downs iron one project,

3 The Slale's Commodity Price sndex - nicressed oy more than 100% in 1ha four vears 1o Docsmiber 2005
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WA Business Investment
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More than 20 per cent of the value of mining production is generated in the Stata’s fess
ropulated regions (see map). Mining 15 highly capital intensive, so although the sector® accounts
for around ane fitth of the State's autput, it provides direct employmeant for just 4 per cant of the
State's workdoroe. The sector does, of course, pravide Indirect empioyment for marny others.

Waslern Australia has considerable comparative advantages in resource production and
Benafits fram its proximity to the rapidly gmowing econamies of South and East Asia. However,
resource industries are very competitiva glabally, Efficient and well-planned infrastructure
development, especially in the less-populated and mere remote regions, is, thersfors, crucial to
minimise any tass of export compatitivenass anising from the relatively high cost of providing and
rrantaning infrastructurs in the State,

While government has a kay role in planning and coardinating infrastructura provision, t need
not necassarily ba the supplier. Most malor industial infrastructure investment, such as that
made to suppart the large projects that charactense Western Australia’s resources sector, is
typically made by and for the privata sector. This is appropriate becsuss the project proponants
and thair customers capture most of the bensfits from these projscts. There is no nead for any
level of government to be a direct supplier of economic infrastructure for mest projects of this
type, even I the infrastructure is of a type that might elsewhere be a government responsioilily
[eq roads, ports or raibways).

4 Thes mining secior incluges businesses engagad mainy In minaral astraction and axploration and tha pronvision of minng-raisted
services, but not businessas engaged in the refining or smedting of minerals or ares (ather than the prefiminary smealtng of goid),
ar in the manufacture of such producis of mineral ongin 82 coks or cement. The commodites produced by tha mining Sector
vz 1hi mirirnuanm amount of proceseng lo produce 8 markstanle product.
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2. Economic. Demographic and Fiscal Context

Over the past decade, investment by State and local governments® in Westemn Australia has
Hypically accounted for betwesn 15 per cent and 20 per cent of tatal public and private sector
Invastment. Both private and putlic investrment have grown strangly = in the past three years,
private sector capital investment in Waestern Australia has increased by a total of 52.1 per cent,
while governmeant investment has rsen by 44.2 per cent,

Infrastructure provision has recaived increasing attention In national public poficy debate,

A perception that infrastructure bottlenecks may account for Australia’s poor expor record,
despite strong worid demand and prices for its exports in the past three years, led the
Commanwealth Government to set up & taskforce o examing this issus in March 2005.0

Weslern Australia does not currently appear to tace the same potentizly crtical economic
infrastructure constrainis as Austrzlia’s eastern States.” However, If tha Stata is o confinue
benefiting from favourable global markets for its main exports, and to provide the base for
impravements in the broadar economy and social senvdces, it must ensurs that the appropriate
level and balance of private and public infrastructura is provided.

2.2 Demography
2.21  Population Growth

Western Australia’s refatively high population growth rate |s a product of its strong natural rate of
population growth, its traditional intake of a relatively large proportion of overseas migrants and,
marg recantly, positive net interstate migration as people meve to the State in responss 1o the
hgh demand for labour.

Tha State’s papulation is currently projected to grow from 2.0 milion people in 2005 10 2.7
miflion by 2026, If current trends continua, Parth’s share of the State's population is expected to
remain at around its current level of 73 per cent in 2026.

A rapidly growing and relatively young population® yields economic benefits in the farm of 3
growing demand base and higher labour supply — Western Ausiralia's iabour force participation
rate is well above the naticnal average® — but also adds to demand for both economic and
social infrastructure, If the State’s population growth were ta slow, this would abviously slow
grawth In demand far infrastructure,

o m

8

Dizegorenated Siate Accounts daln for the Stale Governsmant are not pubished by the ARS.

hitp e nirmesinaciee, gov.aw/ pdtBeport pdf "Austala's Export infrastuciurs; Repart ta the Prime Minfstar by the Expodds and
Infrastruciume Taskfonzs

Sou: "Australia's Resource Expeoris — Recent Trends gnd Prospects,” Statemsent on Monetary Policy, Raserse Bank of Sustraia,
February 20035, Also, propansnts of major resowrce-relsted proects m Wastarn Austaia are ypicaly vericaly nbegrated = thoy
aflen bunld and operats thair own infrasinuttuns, as it s requred, This providas for & grester degree of conireé, 85 cpposed 1o
shaned nlrasinciure Hor edampee, e constreims faced by Dalrmple Bay on tha aast coast an sal 1o typdy such probiems).
"Wslem Austrafa Tomomow™ Population Report Numbsr & (popuiation projections), Western Australian Pianning Commission, It
shiuld bia noted thal these popuiation projsctions should ba used with caltion — they ere based on & cedan sat of assumplions,
BN S0 Dy Lholr niture 1Py cannol taka o accour unprecedenlsed svenils such 28 wars, globa! ecoenomic ghifts, natursl
dizzsisera and the lika,

Crier tha year fo Febnany 20086, ihe S1aie’s participation rata averaged 67.9%, companed to the natinnal everage of 6L.5%.
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2.2.2 Ageing Population

Weslern Australia’s population profile is ageing, as ars the populatians of ofher Australian states
and most western countries, and this needs to be factored into infrastructure orovision.
Fressure on the health and aged care system, including the pravision of residential care
facilities, is mounting, and related policies are fikely to becomea priority. For exarmple, an ageing
population could see a shift away from the need for schoo's relative to the provision of heaitn,
aged care and fransport infrastructure.

Such a shift would also Involve an Increase in dermand for employess with the relevant skills at
the same tima as the available wordorcs was diminishing due to oldsr persons exiting the
lzbour market.

State-wids, those aged over 85 are projected to rise from 11.5 par cent of the population in
2004 to around 17.0 per cent of the population M 2025, and 18.5 par cant by 2031,

Tha median age of the population is currently increasing the fastest in the South-West, Great
Southern and Gascoyne regions, and maost slowly in the Kimberey, Goldfiglds-Esperance and
metropolitan regions. In 2021, population projections™ show that tha Pes| reqion is expacted to
rernain the region with tha highest median age (43) whils the Great Southerm Reqion, whose
population profile is ageing faster, wil be the sacond oldest with & madian age of 42. The
median age in the Kimberley region is anticipated to remain low, increasing from 28 in 2004 to
28 in 2021, The metropolitan region had tha fitth youngest population of the State's nine reglons
In 2004 {median age of 35, but will have the fourth youngest by 2021 (madian age of 37).

Socio-gdemograchic trends also affect infrastruciure demand. For axampla, the trend towards
marrying and having children later, and the increasing propansity for single dweling households,
ara factors that appsar kely to continue, Also, as an increasing proganion of the adult
papuiation movas into retirement, the shrinking taxation base could fimit the akility of
gavermments to invest in infrastructure,

223 Geographical Population Distribution

The propartion of the population living in the metropolitan area compared 1o the regions has
stabilised, but thers are ongoing substantial shifts within the State, espacialy from inland areas
towards the coast. 'Sea-changs'-ype population shifis within the State have already put stress
on some ragions’ Infrastruciure (eg Mandursh, Margaret River and olber coastal towns) whils
other regions, including some wheat-bell communities, sufier degapulation, which may result in
Infrastructure assels being underutilsed (shthough these will still play a key mle in contributing
to the State’s econamy).

Population projections by region show that the metropolitan, South West, Peal and Kimberley
regions are expectad to be the fastest growing over the next 20 years,

10 “Wistern Austridla Tomamaw” Populzton Repor Mumbeor § (population projsctions), Western Austraian Plannng Sommission
It shauld be-ncted thil thess popaiaton projections should be used with caulion = thay ars based on a cartzn a8t af
assumpiicna, and 20 by thalr nalure hay cannol take nto account unprecedanted events such as wars, gobal economic shifis,
natura! disasters and tha iike.
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2.24 Population Density i

Westarn Australia’s population density s less than a third of the national average and Australia's
popUiation density s ameng tha loweast In the world, The cost of providing infrastructure in an
area with a more dispersed population is much higher than in densely ssttled areas. A dispersed
population ultimataly results In diseconomias of scale in the provision of sanvices, resuiting in
higher costs of communications, water, wastawaler, energy, freight and roads.

A large and sparsely populated State means that costs associatad with the provision of
infrastructurg such as roads and energy are espacially large on a per capita or average basis,
Construstion costs for such infrastructure ars also magnified by the lack of labour and tha
relative remoteness of sparsely populated areas. As @ result, there is olten a disincentive far
privale sector investment in these regions and tha Govermmeant is required to step in and
provce intrastructure,

2.2.5 Indigenous Population

Most indigenous populations are concentratad in the narth of the Siate, whers the cost of
infrastructure provigion is high comparsd with the more populous South West. The remate
location of many Indigenous communities accentuates 1his cost impact, and hair comparatively
small scale can lead to high unit costs for essential infrastructure and its origoing operation and
mamnienance,

The high indiganous population growth rate® |5 likely to imply a greatar requiremeant for further
Infrastructure for indigenous communitias over time, particularly In regional areas. In addition,
the need 1o address adverse soclal outcomes for the indigenaus population {pariicularty in
refation to housing, health and education) will magnify this demand for additional infrastructurs,

2.3 Fiscal Constraints

The Western Australian Government adheras strongly to a policy of retaining its AAA cradit

rating. To ensure retention of this rating, it has committed to two financial targets:

= maintain a net debt'® to revenue ratio for the 1otal non-financial public sector'? &t or below
47 par cent; and

= gnszura that real per caplta own purpose expensas for the general govermment sector™
do nat increase,

The first target places a constraint on the amount of rmonsy that tha Western Australian public
sector can borrow o finance capital spending, potentlally lmiting the size of the Government's
capital works program.

Tha second target limits the ability of the Government 1o incur operating, maintenance and
depreciation expenszes flowing from capital spanding in the general govarnment sectar. Thase
canstraints have implications for the extant to which the Government can mest the demand far
infrastruciurs in the State,

11 Relatva 1o'tbat for tha Bizte's population 85 a who't — 850 see Western Australid Tomomow Population Bepont Mumber 6
(poputation prajactions), Western Austraian Planning Commuasion

12 et dabt & defined as gross debt (including financs lsasas, loans and debt secunlies and dervatives it a net lisbility position
and axciuding accounts payvabilo ard prepayments) less cash, deposiz and landing

13 Tha tofal non-financial public sector i3 the total pubde sector \ess pubhbc financial comorations.

14 The general govermmant sactior comprisss those sgancies 1hat are Turided predominanily from cantral revenue such as laoes,
royadles and grants from the Federal Govammant
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3.1

Which Projects the Strategy will Identify

The effectivenass of the Strategy in identifying public sectar and private sector projects reliss on
it being a practical, easy to uss document with a manageable amount of quality infarmation,

Projects will be tested for identification in the Strategy on the basis of 'significance’ or
‘materiality’ from a State or regional parspactive. Such tests will ave 5 major bearing on the
size and comprahansivensss of the Strateqy and might Includs:

* financial impact. From a public seclor perspective, a doliar spent on the project cannot be
spent on another project. Satisfying ons need or demand may mean sacrificing ar delaying
fuifilmant af other demands;

= econamic development impact, High cost projects ganerally have a significant econamic
impact. However, less costly prajects may play a key rals in fasiltating sconomic
development and, as a result, may have a high strategic significance relative to thalr cost;

» soclal welfare impact, This is especially relevant for regional communities wheare social
infrastructure projects that are relativaly small from a whals-af-State perspective may be
critizal o the sustainability of such communities; and

= envirenmental impact, Projects of various sizes might ba considered significant using this
measure. Large infrastructurs projects can have a greater environmental impact than small
projects, but the siting of a comparatively minor infrastructure project in a sensitive location
cauld have major environmental conseguences.

If the Strategy is 1o hold guality information and remain sasy to use, the tests of significance are
critical. Tests that are too strict may lead to oo few oojects belng identified, especially in
regional Westermn Australia where amall popuiation bases often raquire low-scala infrastiicture
orojects, Tests that are too lax may resuit in relatively minor infrastructure projects, such as
those alrsady in the State's rolling capital program™®, being identified, making the Strategy less
vsar-frigndly,

Whole-of-State Tests of Significance

At a whole-of-State level, 2 balance nesds to be found betwesn the availabiity of Infarmation
and the cost of making this information available.

15 The Siate's roling capial program’ neledes minar refurblshments of ang exfensions 1o the State's acsst base. which ars
carmiad out on 4n angoing basis from year 1o year




3. Parameters and Process |ssues

Ideally, tests should be quantitative, to help reduce subjectivity in determining which prolects
should be included in the Strateqy, However, thers may e ciroumstancas whare qualitative
assessment of a project’s sianificance Is warranted,

Praoject Cost Threshold

Material from other States and Temtories providas little quidance on cost thresholds:

*  the South Best Queensiand Infrastructure Flan and Program 2005-2026, which covers onfy
the most populous reglon of that Stata, identified projects with & vaiue as low as 52 million:
and

*  MNew South Wales' Stafe Infrastructure Strategic Plan 2002 |dantified indiidual infrastructure
prajects that have a value in excess of $20 millian. State Infrastructure Strategy New South
Wales 2006-07 to 2015-16 identifies projects with a value in excess of $2 milion, but costs
ara provided only for projectsin the State’s Forward Estimates.

The threshold in the Queensland document and the miost recent New South Wales document
seem to be 0o low for the purposes of the Western Australian Strategy.

A thrashold of 320 million would ensure the Strategy captures targe and stratagically significant
Infrastructure projects over the 20-year horizon without therm being abscured by a large number
of smaller prajacts.

Frojects valued under 320 milion would be captured In other ways. Projects expectad o start in
the next four years would be in the State budget’s Forward Estimates, providing sutficient notice
lo the business sector, Beyond this period, the expected timing of smaller projects is difficult Lo
forecast with any precision. Tha lsad times for such projects is often ralatively shiort, so little
would be gained in planning terms by including tharm in the Strategy.

To capture tha collectiva contriution of amaller projects to demand for infrastructure-related
malarials and services, the State's rolling capital program could be aggregated in terms of value
and these agaragations included in the Strategy.

Proposals for minor public sector prajects would, and should, still be considered in the course
of the annual State budget process,

Economic Impact Threshald

Tests of significance focusing on economic impact could take the farm of;

= aminimurm expesied contribution to gross State product. A project’s economic contrbution
wiould take account of the direct and indirect economic impacts of the projact, including
some estimate of the economic activity faciitated by the project;

= & minimurm expected net contribution to total employment within the State, including direct
and indirect employment cutcomes; and/ar

= g minimum nel prezent value,

Each test requires complex and costly sconomic assessments. Thars will also be greater
uncertainty around assessments of projects on longer ime lines, making thern lass usaful,




3. Parameter= and Process Issues

In the shart term, it s unflkely to be cost-effective to assess all projacts agsinst an economic

impact threshold. A less costly approach for the purpesa of the inaugural Strategy would be to:

= regard project cost as a crude proxy for economic impact and rely on cost threshald
comparisans. Smalier projects wauld require more datailed analysis to damaonstrate a
material economic impast: and

*  develop principles of assessmeant with a mixture of quantiative and guslitative criteria for
projects with costs lower than the threshold, to assess the likely impact on Western
Australia’s econamic davelopmaent,

The sophistication and cost-afigctiveness of the assessmeant orinciples could ba refined over
time so they could be used ta assess the significance to the State'’s econamy of all
infrastruciune projectsa.

Social Welfare Threshold

Calcuiating the value of social welfare benefits of an infrastructure praject in doilar terms is higyhiby
complex and resource intensive and may not be effective as & test in the short term,

Instead, the project’s cost could be used as a crude proxy for the size of improvement in social
walfara it genaratss, with prncioles developed to assess the effects on social welfars of projects
palow thecost threshold,

Environmental impact Threshold

A guantitative assessment of the expected envirenmental impact of an Infrastructure project is
likely to be very difficult, as diffierent types of infrastructure afisct the envirenment In different
ways and with varying degrees of saverity,

Tha s'implest approach would be to use project cost as a rough substitute for environmental
impact (assuming high cost relates ta high environmental impact) and then develop principles ta
examine any project with @ value under the cost thresha’d o determing if its enpacted
arvironmental impact {or potential impact) is sufficiently great to merit it being in the Strategy.

Comprehensive Thresholds in the Longer Term

In the longer tarm, a 'triple bottom ling' agproach to thresholds is desirable. A project’s
Bconomic, social and emvironmental significance should be assessed against a comprehensive
threshold of significance to determine the project’s merit for inclusian in the Strateqgy.

Regional Tests of Significance

If the Strategy s to include infarmation impertant to the regions, a $20 millon cost threshold Is
likely to e too high, Rather then lower the threshald for all projects, a $5 milion thrashald could
apoly to Infrastructura projects in the regions,

Projects below the 35 milion cost threshald could be reviewed to ses if they wems judged to e
material from an ecdnomic, social weliare or environmeantal impact perspective (See Section
% o
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3. Parameters and Frocess Issues

The tendancy towards higher praject costs in remote areas would mean that smallar-sized
projects in remaote regions could be included in the Strategy. For example, a praject in the Fesl
Region costing £3 milion might not be included in the Strategy (unless judoed to be material
from an economic, soclal and/or environmental impact perspactive), but a project of
comparabie size in the Kimberley might cost more than $5 milion and be sliginle for Inciusion as
2 rasult,

It is important that reglonal stakeholders be imvolved in the development and application of the
methodoiogy for assessing the significance of infrastructure projects in the regions.

3.1.3 Threshold Escalation

The Strategy will be updated raguiary over a numbar of years. To maintain its usefulness, cost
thresholds should increase in line with movements in project costs.

3.2 How Infrastructure Opportunities will be Identified

Infrastructure opportunities idantified in the Strategy represent infrastructure that is likely to be
required by the State In the future,

As the State’s economy and population grow, new infrastructurs will nead to be rovidad to
satisly increased demand. Bxisting nfrastructure reaching the end of its useful life may nesd to
be replaced. Al infrastructurs will nesd to be maintained properly, consistent with the Western
Australian Government's Strategic Asset Management (SAM) Framework.

In some cases, infrastructure opportunities may be driven by other factors. For exampla:;

= defence infrastructurs may need to ba provided in responss to changing strategic
assessments of external thrests;

« Infrastructura solutions rmay be required to address the increasing salinity of arable land and
the consequences of climata changs for water supply; or

* lechnoiogical advancement and breakihroughs, particulsry in the Information and
communication technology industry, may increase demand for infrastructure.,

A.21 Context

Tre strategic goals set for the State by the Government® will help guide the identification of
infrastructurs opportunitios,

Key aspects of these goals includa:

= malntaining or enhancing Weastem Australia’s international competitiveness and boosting
local employment;

* ansurng, as far as possible, that the price of infrastructure services in Westarn Australias
regions has a neulral impact on the location decisions of residents and businesses in these
areas. Lilestyle may be an imgartant factor in the decizion to live in regional Westarn
Australia, but employment opportunities ars likely to remain the strongest factor influencing
peaples” choice to remain in the regions or to move there;

16 Department of 1he Pramiar and Cabinet, Sater Flznning: Batter Seracas — A Statsgic Planning Fremewark {or the Wasterm
Austaian Pubiic Ssctor, Movembsr 2003




3. Parameters and Process [ssues

* ensuring infrastructue provided by the public and private sectors mesta the currant and
future socio-economic needs of the State, while further enhancing the comrmunity's quality of
life and protecting the environment;

®= &nsunng sconemic and sodial infrastructure |s provided by the pubiic and private sectars in
an eflicient, equitable, and timsly manner;

= ansuring appropriate economic and social infrastructure is provided 1o support the State's
ecanomic growth based on its comparative advantages {eg in agriculture arid mirirg),
diversification around its strengths {eg tourism, forestry and resource pracessing), and new
opiartunities (such as bistechnology);

+ providing confidence to businesses that the State’s infrastruciure and policy framensorkc wil
support the praduction and distribution to market of (new) products:

= providing confidence to individuals that regional centras have the appropriate social
infrastruciure to mest their needs and those of their familias:

* planning urban and regional development in a way that faclitates the logical and economical
prowvision of infrastructure, while also promating the efficlent use of existing Infrastructure:
and

= protecting strategic industrial areas, infrastructura coridars and faciitios from incompatible
development. Land must be sst aside for fulure infrastruciure assats,

3.2.2 Process

As part of the SAM Framework, Government agencles already Identify infrastructure
opportunities in thelr 10-year Capital Investmeant Plans (CiPs) for intarnal planning pumposes.
Thase cpportunities are largsly conceptual and do not nacessarly have State Government
budget approval,

The Strategy's 20-year horizon will require agencies to extend their CIPs for a furthar 10 yaars,
which will require them to use damographic and economic projsctions over longer timeframes
to identify polantial infrastructure opportunities. Infrastructure projects identified in years 11 to
20 will, in mast cases, be litta more than concepts reflacting the broad intent of the
Government. Agencies should not attemnpt to be precise in identifying these highly conceptusl
projects.

In develaping their CiPs cver longer timesframiss, agancies should use the populstion projections
published by tha Wastern Australian Planning Commission (WAPC), 7

It iz &lse expected that agencies' and private sector infrastrusture development proposals will
reflect State Government strategies, Examples includs the Westarn Australian Siate
Sustainability Strategy, Network City, the State Water Strategy, Strategic Assat Managamenl,
Contaminated Sites Management and the State Communications Policy, The State
Infrastructure Stratagy will reflect State strategies because it will comprise both public and
private seclor infrastructure projects thal laks these strategies into account;

17 WAPC, Wegtarn Augirata Tomoyrow: Sopwiation Repart fo.5, November 2005




It is proposed that agenciss employ & Proposal Farm ta identify infrastrusture apportunitizs aver
the period of the Strategy. This form summarises how iffrastructure opportunities are identified
by agencies In the development of thelr CIPs and the information will heln prioritise opporturities
as set out in Section 3.3,

Consistent with the SAM Framework, the form should includa tha fallowing information for sach

infrastriscture opportunity:

* the nama of the infrastructure opportunity and the responsible agancy,

* tha regional area and gecgraphical location of the Infrastructura cpportunity;

* 2 description of the opportunity &nd.a brisf summary of its qualitative benefits;

* oolicy gaps (issuss, aside from funding, that would need to be addressad by the
Government if the opportunity wers 1o be pursued) and the impact of not addressing these;

= -an indicative capital cost of pursulng the opportunity, sxpressad in current dollars, and
potential funding sources. Uncertainty surrounding indicative costs will increase over the
courss of the Strategy’s timeframe. While it may not be possible fo estimate costs for
projects in the more distant future, even 'ballpark’ estimates can indicate tha seale of 2
project;

* the indicative recurrent financial Impact flowing from the capital cost of pursuing tha
opportunity, expressed In current doliars, and potential funding sources:

* Indicativa cornmencemant and complation dates for the construction phase, i the
cpportunity is to be pursusd;

*  linkages with and depandence upon other opportunities and Government policies;

= the importance of pursuing the opportunity fiz is it necessary for compliance with legislative
or contractual requirements, or Governmant policy commitmeants?);

» the econemic, social and environmental benefits of pursing the copartunity;

*» tha likelhood of achisving the opporunity; and

* {ha apportunity's potential for integration. It is possible that infrastructurs opporiunities that
ara considered unfeasible by an individual agency may be regarded as feasible whan
assessed against broader State goals.

The provision of comprehensive and timely Information by the private sector will help faciitate
bettar scoping of infrastructurs projects and faster apgrovals by Government agencies, and also
atert the Government to implications for public sectar infrastructures that may flow from private
sector decisions. Helpiul infarmation includas the likely timelines for private sector project
development and ils potential impact on population In the area targeted for development. This
ifermation may be avalable through existing approvals processss or private firms could provids
Infermation directly to tha Strategy through submissions to the Reference Group and the
agency or agencies responsible for updating the Strategy in the fulure. Surveys could also ba
used to obiain this informatian,

It is recognised that private firms may ba reluctant to provide commercially sensitive information
o the Strateqy so there may be gaps in the Strategy, especially in the medium to long term.

The Strategy will also endeavour to include information on Commonwealth and local
governmeant infrastructure projecis in Western Australia, so surveys of their infrastructure
intentions owver the 20-year period of the Slrategy may be required to supplement information
sourced from relavant budget documents.
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Prioritising Public Sector Infrastructure Projects

The Capltal Investment Prioritization methadology used by the Department of Treasury and
Finance (OTF) to assass capital works proposals during the Budget procass could be used 1o
priaritise State public sector infrastructure provision over the 20-year period of the Strateqy,

Prioritisation Methodology

The methodology has been designed as a structurad, systematic, acrass-the-board method
that is readily understandable, refevant and timesy to improve the quality of information avallable
for the development of the Govemment's Capital Works Program. It is aimed at better intorrring
decisions, ensuning technical, social, ecenomic, envinnmental and political factors are taken

nto accaunt affectively, and is desioned to alow priortisation across &l portiolios on a whale-of-
Gavemmant basls.

The mathadology is being applied successiully, although thars = scope for ongoing
Improvement in its application.

It iz essantial that a set of critenia that makes possible valld comparisons Is used to assess
potential capital works projects. The critera aganst which all projects should be assessed are:
* the perceived imporance of tha program or projsct;

* tha demonstrated berafits that will flow from the program or project: and

= lhe likely achigvability of the program or project.

A set of guidelines has been astablished ta help detemnine the differant lavels of impartance,
benefits, and achievability for individual projscts. The use of these guidelines ensures &
consistent rating approach in the budget process. While all eriteria maintain an aqual waighting
and projects are rated against each of them, the criteria themealves ara prioritised, with
consideration given in the order of imgortance, benefits and than achievability, To rank projects
that receive squsl ratings overall,

Each program or praject is rated qualitatively against each of the critera using ‘high’, ‘medum’
and 'low’ measunes, To ensure consistency across all ratings, & set of rules hias besn developed
to help define a *high', ‘'medium’ or ‘low' rating;

The rules take into account:

*  criticality

*  immediacy

* ceralnty

*  guidance

*  magnituds

* slrategic objectives

* strength of finks to Govemment obiectives
* sustainable capacitycapanility
*  delivery versus expectations

* financial return

» significance of the achievenant
*  |overage

= value for money
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Importance

The ‘importance’ aspect indicates the criticality and/or urgency of the project to the
Government. When rating the imporiance of prajects, factors to ba taken Into account includs
commitments made by the Government; the perceived criticality or urgency of tha program or
project; the consequances of not doing anything; statutory requirements: and public
expactations,

tssues congidered when assessing a project against this criteron Inciuds:

| Government commitments, including public awareness, tming constraints and significance;
and

il the consequences of not praceeding with the program/oroject, neluding economic
implications, environmental implications, political implications. statutory requiremeants,
crticality and urgency.

Benefits

Benefits are the contribution made by a project to the achisvement of Govarnment cutcomas,
Thie Government's key goals' ralate to peopls and communitias: the gconomy; the
environment; the regions, and govermance. The rating of benefits is datermined by the extent to
which & project Is considerad to contribute to the achisvernent of these goals. A project need
not contribute to all of the goals. A single rating is allocated that captures the major benaiit to
which a project contributes.

Achievabifity

This eriterion indicatas an agency's ability to deliver the desired projsct. Its scope covers the

compiexity of the project, implied risks and potential for cost/scope creep.

Issues considarad when assessing the achisvability of a progranyproject include:

— reliabiity of the estimates - COmMLUNity supporiopposition

— potential for ‘cost/scope cresp’ ~ ‘track record of agency for delivery

— capaciy to deliver the project = Mativa Title and planning lssues

— finance ~ approval prcesses

- exparliss - land lssues

— materials — disruption to public and commerce

— equlpmeant — intgr-junsdictional issuss

- iime — Governmental support/opposition

— complexity - coardination with other projects/agencies
Sorting Projects by Priority

All projects are rated against all erilera, with consistency of rating maintained as much as
possible across the whole-of Government partfalio, and then renked,

18 Dapariment of the Prémer and Cabinel, Batrer Planming: Botler Serices - A Siratege Pannng Framawors for the YWostem
Austraian Pubdc Sector, Movernber 2003
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Cnly &fter tha projects have been ranked or grouped will the budgstary impaet of the projacts
be considered, noting that financial impact is taken into consideration within the bensfits and
achievabilily criteria, The relative order of projects shows the priorty that the Government should
tollow In allocating its mited funds.

Final recommeandations on priorties thal can be acoommiodatad within the State budgsat are
made io the Expenditure Review Committes (ERC) of Cabinet.

Implications

This prioritisation process has now been applied over the course of thres State budgeats,
Feedoack from senior Government officials iz that tha process is a substantial improvermant over
previous arrangements and has increasad the level of confidence in the guality of analysis of
capital projects within the Government.

A similar methodology could be used to priontise State public sector infrastructurs projects in
the 16-year period bayond the Forward Estimatas for the purpose of the Strategy, recognising
that there may be information limitations:

Tha Reference Group will piay a kay role in the prioritisation process with Nt on the desired
timing of projscts. In future years, when the Strategy is updated, it would ba desirable for an
independent group of stakeholdars to play a similar role.

The methodolegy will need to be the subject of cantinuous improvement to enhance the
assessment of projects from a quantitative perspective,

Updating the Strategy

The Strategy is both an Information document and a planning tool, Its relevance will diminish as
outcomes diverge fram forecasts. The timing of econamic cycles, amergencs of new
techrologies, shifts in population settlement patterns and changes in Governmeant prorities —
all af which influencs infrastructure provision in Western Australia — are difficult to pradict, Thie
Strategy should be updated regularly to reflect the State’s changing Investmant opporiunities
and associated Infrastructure priarities.

To achleve this, there should be two update cycles for the Strategy:
= 8 blennial update including revised project lists; and
* g five-yearly comprehensive review.

Biennial Updates

The Strategy should be updated svery two years to provids a summary of:

* any new or changed Government priorities, strategios, policies or plans that relate o
infrastructure, its funding and provision;

* the latest Infrastructure demand Indicators and outiooks. Bullding on economic forecasts,
the infrastructure oullook should indicata demand trends and projections; and
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* updated project priorties in each of the four, 10- and 20-year componants;

= Captal Works Program {updated annually through the State budget process) deally all
demand-driven infrastructure projects' in the fouryear forward sstimates for tha Capital
Warks Program should have praviousy been dentifisd in the 10- and 20-vear outlooks,
Updates to the Program will also include projects in response to unanticipated demand
and policy dacisions by the Government:

- 10-Year Indicative Program — each year thera should be greater certainty about the
timing and cost of projects in the Indicative Program. In addition, some projects will
transter to the Capital Werks Program and new prajects will be added that, ideally, have
previcusly been identified in the 20-year outlook: and

- 20-Year Potential Intentions — projects In this category ars the most uncertain, hawaver
thare may be newly identified Infrastructure nesds that should be added,

Respansibility tor updating the Strategy should fis with a cantral agency, such as the DTE, which
already compiles a capital investment plan {an aggregats of all agencies' CIPs over the nex

10 years) for the State, To faclitate these updates, agencies will also nesd to update their
20-year ClPs biennially.

An Independent group of stakeholders should be convened Tor sach updata, to provide
averslght of the process and contnbute ta the priontisation of infrastructure projects in the
Strateqy.

The updates could be produced as a Budget Paper, This timing wauld coincide with the release
ot & new Capital Werks Program and be an apprapriate point to review the Government's major
infrastructure priotias and projects,

Five-Yearly Reviews

The Strategy should be comprehensivaly reviewed every five years, This waould incorporate the
biennial updates s well as a detalled examination of the context, process and palicy issues that
undergin the Strategy.

This five-yaarty revisw of the Strategy should coincida with the infrastructurs reports that
Western Australia is required to provide to the Councll of Australian Governmenis (COAG). The
tirst ot these five-yearly reparts is due on 31 January 2007 and wil provide “a strateglc overview
of existing infrastructure, a pragmatic outlaok for Infrastructure demand and a forward-looking
slralegic assessment of Tuture nesds” 20

Glven the close relationship of the Strategy with the State's budget processes, the fiva-yearly
revigws should be directed by the Treasurer, overseen by a reference group of Industry and
Government representatives, and underizken by the DTE. The WAPC's Infrastructure
Coordinating Committes (ICC) could assist by coordinating the State's input 1o this review:

19 Damend-driven infresineciun projects are based on projections of population and econcmic growth.
200 COAG Communiqus, February 2006, pa
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4.1 The State Government's Role in Infrastructure Provision

Tha amount and/or quaiity of infrastructure that socisty deams optimal Is not always provided
by the market, and the government sector plays a malar rola in providing infrastructure to meat
the econormic and social needs of the pagulation,

The market may not provide cptimal amounts of infrastructure for reasons inciuding:

= competition failure — where a firm has a relatively large share of the market and thersfore has
ExCcessive market power In these cases firmes tend to restrict supply in order to extract
morcpoy profits, so thars may be under-investment in Infrastructurs:

* Information failures — where consumers and/or suppliers In a market do not have accurate or
adequats information abeut factors such as prices, product quality, Industry capability or
petential demand to make effsctive and efficient decislons, This may lead to over- or under-
consumation of goods and services whose production requires infrastructure, which may
lpad to the ovar- or under-supply of infrastructune:

* positive and negative extematitios - these are costs or bengfits of a markat transsction that
are norne by third parties not directly invelved in the transaction. As a result, thay are nat
refiected in prices. Sooiety is often the third party. An example of a positive extemality might
be Increased economic activity that was an indirect outcome of the provision of
infrastrcture® That means soclaty would prefer more infrastructure 1o be provided than
might be possible through market transactions alone. A negative externality could be
poliution, with market transactions resulting in more poliution than society considers
acceptabls;

= structural failura — if there is uncartainty regarding the existencs of property fights or their
distribution, then thare may be no Incentive for resources to be alloeated efficientty to thalr
highest vaiue use {an example could be the provision of water rights);

* incomplete markets — where desirable goods and senvices are under-pravided by the market
[an example could be the absence of insurance for cerlain types of risk); and

* public good infrastructure — whera an individua! cannot be excludsd from bansfiting from the
good and thelr consumption of the good does not reduce the amount of the good able to be
cansumed by others. Firms have no incentive 10 produce public goods because they cannat
transact with consumers of these goods. National detence and law, order and pubile safety
are good examples of public goods.

21 Pusitive axtarnaiities in thi fern-of a flaw-on economic sctiity & a Kiy reasan why govamments provids infrastictune o
attract private imvertment, Tres rvestment aliracton may be for sirstegic purpases, such as 10 bied vpon natural strangths or
o develop clusiers of simite industries.
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If a government decides 1o Intervens in an infrastructurs market. it can do so by taking direct
responsioility for the provision of the infrastructure; subsidising a private provider to reduce its
costs of provislon and, henge, the prices it charges; or subsidising consumers, anabling them to
pay the prices sought by the pravider. For infrastructurs supporting public goods, a government
can take direct respansibility for its provision, although It may enter into amangements whare the
private sector provides the infrastructurs on its behalf, and finance some ar all of the
infrastructure from tax revenues,

Historically, the \Wastern Australian Government has been responsiote for providing a very large
proportion of the State's Infrastructure. It has done so becauss the market hasg been incapahbla
of playing a significant role in infrastructure provision, for the reasone outlined anove, While it is
likety that the future will see an increass in the propartion of the Stale's infrastruciure provided
by the market as its capacity expands, the Gavernmeant can b gxpecied to continue to provide
2 significant share of Infrastructure in the Stata. Hawever, it will have & growing range of options
available to it for procuring infrastructure and sarma of these will involva the private secior to
varying extents. The remainder of this section nesds to be read in that contest.

Procurement of Infrastructure

Where the Western Australian Government elecis to take diract responsibility for the provision of
infrastructure, it should consult with stakeholders, including prospective users, to gauge their
needs and follow equitable, consistent and transparent processes to procure the Infrastruciure
competilively. Users will kniow at an early stage in the procurement process about tha
Infrastructure sarvices that will be provided by the Government and the indicative prices that will
e charged for these senvices, enabling them to plan accordingly. The procuremant process
should also result in outcomes that dsliver value for money for the Government.

Where the Governmant elects to provide assistance to the private sector to faciitate

infrastructure davalopment, it shauld:

* do 50 in the context of a claar and widely disseminated nalicy framewark:

= signal it willngness to provids assistance well bafors the Infrastructurs is required, sa that
all potential proponents are awara of the possiblity of assistance and can take it inio
account in thelr planning, This also Indicates the Governmant’s willingniess to be ‘business
ready’, making the State more attractive to potential investors: and

= folow s competitive, unbiased, consistent and transparent process to salect the proponent
that will employ the assistance offered by the Gavernmeant mast affectively to provide
infrastructure that best mests the Govemment's ohjpctives,

Where the markst can provide the ootimum amount of Infrastructure from society's perspective,
ihere Is no need for a govarnment to intervenea in tha market, aithar by providing infrastructune
itsalf or through assisting private infrastructurs developers,

The Westemn Australian Government should not supply infrastruciure or assist privats
infrastructuns if insufficient public benefits will be realised when compearad over the medium 1o
leng-term with tha cost to the Government of infrastructure supphy of providing assistance to
the: private sector, "Public benefits’ include the additional economic, social and srvironmental
benafits realised ovar the [ife of the Infrastructura.
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4.2

Impact of Infrastructure on Policy Objectives

Regardisss of whether infrastructure is provided Dy the public ar private sectors, a governmant
will seek 1o ensure that the Infrastructure conforms ta its economic, soclal and environmental
paoficy abjectives. Areas of focus include planning, environmantal protaction, native title, sarvice
standards, and public health and safaty.

Regulating infrastructure that has natural mongpaly characterstics (with a view to promating
competition) is also necessary to encourage efficient investment in infrastructure.

It is therefora essential that the Western Australian Governmient ensures:

= limely, consultative, consistent and transparent approvals processas are followed: and

= economic and technical regulatory regimes ame consistent with those in othar jurisdictions
and are applied fairly, reliably, transparently and in g timely manner,

if the Western Australian Govermment elects to provida the infrastructure directly, then econcmic
Densfits are kely to ba optimisad If the infrastrusture is provided on a comman-user basis. This
reduces the risk of the infrastrustura baing left stranded if a sols user no longer requires the
services it provides, and also enhances the opportunity for cost recovery.

It the Government dacides 1o assist a privats firm to provide the infrastructure, it should ensure
thie firm provides a suitable access regime so as not to discourage other potential users of the
Infrastructure. Thig will increass the potential effectivensss of the Government's assistance. in
terms.of encouraging econemic developmant,

Governmaent assistance that I:'ESUHS In the development of single usar infrastructure should be
provided only as a last resort, as it is the riskiest option in terms of optimising ongoing economic
benefits. In addition, the State’s competition policy and Australia’s international treaty obligations
must be accommaodated under this aporoach.

The Private Sector’s Role in the Provision of Infrastructure

Up until & few yaars ago, almost all comman-user economic Infrastructurs and most social
infrastructure was owned by the public sector, However, changing economic conditions and
Govarnment policy have increased the scope for private sector ifvalvement in the provision of
Infrastricturs.

Examples of privately buill, owned and operated economic infastruciure in Wastam Australia
Include the Goldiields Gas Pioaline and Alinta’s soon-to-be-cormmissionsd gas-fired power
stationis), which are being developed in response to the introduction of a whaolesale electricity
rarket in the State. Although not owned inftially by a private sector entity, the Dampierto-
Bunbury Nalural Gas Plpeline and Alinta's gas distribution systemn are now owned and opsratad
privataly. The Perth Aimart also |s operated privalely,

Private sector investment in social infrastructure currently tends to be tvpified by private
hospitals and non-governmeant schools. However, the private sectar also can builld and operata
entertainment complexas {for example, the Burswood Entertainment Complex, which includes a
conventions and events cantra and a theatre),
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Futlic sector infrastructurs in Wastem Australia that has bisen bullt, or has been bullt and
Cperated. by the private sector includas the Peel and Joondaiup Hesoitals, Acacia Prison and
the Fremantis Courts Complex. The private sectar is playing a major rols in the CBD courts
project, which is currently under way.

It is expected that over the next 20 years, new ways of arceuring infrastructure will evalve, Thare
s likaly to be a growing role for the private sector under some of thesg naw approaches {o
HOCUREMmEnt:

* Insome-cases the private sector may bulld, own and cperale economic infrastructure, The
scope for private sector involvement in the provision of this type of infrastructure has
Increased as markets for sssential sanvices (for example gas and etaciricity) have besn
dereguiated, and this is likely to continua, Where such privately owned infrastruciure exhioits
natural monopoly chammctaristics, it will need to be subject to ecanomiz regulation:

* thare may be crcunstances whers the State Governmant engages the private sactor to
buliid, own and cperate infrastructurs that will at some time be transferred 1o the public
saciorn and

* public private partnerships (PPPs) may be smploved, under which public infrastructure and
ancillary services am procured through a joint arrangemant between the public and orivata
sachors.

In addition, the private sector will be able to contribute to the provision of infrastructure through

longstanding practices such as:

= property developers oroviding economic infrastructure and community faciites in naw
residential and commercial davelopments, ahead of the arival of public sectar Infrastructure;
ang

* the engagement of privats designers, builders and facilities managers for the construction
and aperation of government bulldings and assats for exampla, the Australian Marine
Coarmplax).

Build, Own and Operate Projects

Whera the private sector tullds, owns and operates infrastructure (a ‘BO0" arangement), it Is
expected that the timing of infrastructure provision and its scale will be determined by robust
business casss that satisty a commerclal objectve and provide an appropriata reward for
commarcial riak.

The Govarnment's rofe will ba limited 1o

= facilltating such projects through timealy approvals processes;

= regulation of such projects (where the State has the power to do so); and

*  providing support for commen-user infrastructurs, under certain conditions.

There may be some circumstances where the Stale grants concession rights to the privata
awnerfoperstor, Beyand (s regulatory respansibilifies (such as thind party access, pricing. safely
and envirenmental |ssues), the State should review crtically the aliocation and management of
demand risk undar such amangements.
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4.2.2

In cases Involving remate and regional economic infrastructure, an initial investmant rmay not

have the crilical mass or expected demand growth required to make private financing and

ownarship attractive. This may requirs government suppor 1o facilitate investment in the

ansence of a private sector or public/private partnarship optien. In this context, the State has

acknowledged its role In supporting such infrastructure whars:

* funding infrastructure 1o suppart early uncertain raveniue fows reduces the nsk to
commerclal projects that may not pracesd otharwise; and

* Ppublic sector service provision avoids duplication and impravies sconomies of scale and may
cater for future demand.

Ways io faciltate private sector infrastructure investment In regional locations could Include
greater nsk sharing between tiers of govammient, more effective tax depreciation schadules
and, in some Instances, regulatory holldays for specific classss of infrastructure. Many of thase
salutions require impraved coordination between State and Federal Governments or
amendmenls to Federal policy framewarks. The Western Australian Govemment should work
with the Federal and focal governments to develop solutions that can faciltate the avolution of
public sector sarvice provision into 'mixed" and potentially *private’ models of infrastructurs
development.

Build, Own, Operate and Transfer Projects

Build, own, operate and transfer (BOOT) projects usually invalve a gavernment commissioning
the private sector to construct, own and opsrate an infrastructurs fagility for & substantial period
af time (say, 30 years) before ownership of the asset is transfarred to the public sector, There
may De a capital provision by the government ta faciitate development of the infrastructurs
project by the private sector if the project’s financial viability s marginal or sub-marginal, yet has
broader economic bansits. However, this nesd not aways be the casa.

A necessary condition for BOOT profects is that the prvate sectar can operate an infrastructura
facility 25 a business before it is transferred to the pubiic sector. This suggests economic
infrastructurs faciites could be suitable candidates for BOOT projects, but soma socisl
infrastructure facilites might also lend themsalves to this typa of private sector panicipation.
Examples of infrastructura that could be sulted 1o the BOOT approach inclsde:

— water reatment faciities;

— wastewster freatment facilities;

- elsctricity generation facilities;

— roads;

— pors;

— education facilities; and

— hesith facilitias.

Government invelvement In BOOT projects would nesd to ba contingent upon the follawing

conditions:;

* BOOT projects must be supported by sound &nd realistic business cases that are in turn
uriderpinned by mbust and detensible forscasts of demand; and

* the fiscal Impact of BOOT projects must be able to be accommodated within the
Gaovernment's financial targets.

e I




4, Policy lssues

In sorme cases, the State may commit to the direct purchass of infrastructure outputs during the
perod prior to transfar of the facility to the public sector. The Issue of demand forecasting will be

critical in ensuring the appropriate allocation af puic resources, should such commitmeants ba
macda.

4.23 Public Private Partnerships

FPPs ara in many ways similar to BOO and BOOT models of nrocuring infrastruciurs. The main
difference with PPPs is that the Government continues to defiver care sarvices traditionally
associled with a faciity (such as leaching In schools or medical ssrvices in hespitzlis), whils the
private sector may deiiver the ancillary services that suppor the infrastructure (such as security
and maintanance).

In recent years the concept of PPPs has been extended to embrace innovative ways of the
public and private sectors working together to improve the del very of infrastructure and anciilary
services to the community.

This means using the |oint skils of the public and private sectors to:

= potentially creata infrastructure of & standard bevond that which could ba daliverad by the
punlic sector alone;

* support the infrastructure with guaranieed services to ensure its continued Usefuiness,
sfficiency and langevity;

* take advantage of innovative ideas and technology that have traditionally baen fostered in
commercial environments, for the bensfit of users of public Infrastructure;

* manage more effectively the risks associated with very largs and complex mirastructure
projects; and

* gengrale synergies through the alignmant of design, construction, mantenance and
operation phases by forming consortia to get better value for money for the taxpayer's dollar.

Evidence is emerging of tha improvements In valus for money flowing fram PPPs. For example
independent reports in the United Kinpdom®, MNew South Wales® and Viclors® demornstraie
savings being achisved, and a greater proportion of projects coming in on time or early and with
NG COst avarruns on construction boma by the public sestor

Howeaver, if poor infarmation is used when deciding to procesd with-a PPR thers is an incraasad
risk of it fziing, er struggling to succeed. There have bean reports® of PPPa that have failed to
defiver expected outcomes,

22 Arthur Andersen and Enterprise LSE, Vake for Monay Dévars i the Private Ainance Initiatve, 17 danwssy 2000; HM Treasary,

FFl: Meating the investment Chulkenge, July 2004

The Audit of Mew South Wakss, Pedormance Auht The Mew Schools Privaiely Financed Profect, March 2006

Growih Soktions Group, Reviey of “Painershis Viclona™ Provided Infrestruciure — Final Report to the Troasursr, January

2004,

25 See New South Wales Farfament Joint Selsct Commities on the Cross Gity Tutingl, First Repodt, Fetiruary 2008 and UK
Mationzl Audit Offce, The Coerational Padormance of PR Prisons, Jane 2003
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In 2002 the Western Australian Government released the BEP policy statement “Partnarships
for Growth". The Gevernment remains committed to the Use of PPPs where these result in net
Benaiits to the State that are clear, tangible and realizable,

Some forms of infrastructure are more suited to PPP arrangements than cthers, "Partnerships
for Growth” indicated that the fallowing forms of infrastructure wers bast sulted |0 parnerships
with the private sector:

- lransport — road, rall and manitime:

— general purpose accommadation, such as ofices:

— health facilitias:

— justice facilities;

- schoals and training facilitiss;

- public housing; and

= support and sesd infrastructure for industry,

However, a flaxible anproagh Is important, and the Govemment has signalled that it might
consider PPPs in less conventional areas as opportunities arisa.

One of the cora premises of the Government's policy on PPPs is that where the Government
enters into 8 FPP to provide economic or social Infrastructura, It will da so on the lallowing
bases:

* aFPP must be consistent with an agency's sarvice dalivery strategies and capital investmant
stratagic plans;

* infrastructure projects will be commenced only whean thay are justified by a demand or
amerging nead, which can be demonstrated through a business case;

* infrastructure projects must be affordable and not compromise the Govermment's firancial
targsts. PPPs ara not & way around the State's key financial manageament targats. Although
the private sector contributes funding for FPPs, ratings aganties tend to view the capital
costs of PPPs in the same light as State debt for credit rating purposes, in view of tha
State's exposures {for axample, through leases of faciities) to such prolects, As a
conseguance, the Govermment will only procesd with projects i they can be resoumced
through public sources, consistent with debt management paticy; and

= the procurement approach represents value for money' and the final allacation of Ak undsar
a PPF amangement accords with the State's strategic risk management objectives as thay
relats to ‘core’ social sanvice delivery,

FPPPs are common in the United Kingdom and clher parts of Australia, At present, VWestem
Australia's CBD couris proiect is the only one to have cormmenced under the “Partnerships for
Growih” policy. Scope for PPPs in the State is limited by the fact that they tend nat to be
attractive to the private sector if their scala is not sufficient to deliver materal benefits relative to
the costs of putting deals together,

Prvate sector invalvemant {apart from the normal contractual relstionships used at present) wil
not De sought with regard 1o road lransport - for example, the Governmant is not considering
using PFPs to develap toll roads. However, agencies are baing encouraged to explore
opparunities for PPPs in the health and education seciors,
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Cooperation Between the Public and Private Sectors
Reguirements of Each Sector

A good relationship betwean the private and pubiic sectors, in tarms of Infrastructure orovision,
requires claar identification of the neads of both parties.

The private sectar needs to be confident that it will be protected in relation to:

*  Government dacisions that would changs the eaming capacity of the activity - in other
wards, soversign nisk must be minimised in order to enhancs confidence abaut future
autcomes;

* realistic assignment of infrastructurs access rights to third parlies, impartiality of tha
reguiation of third party access rights and fair treatment in the assignment of third party
access rights if an infrastructurs facility experiences congestion - which rmay nvolve resorting
to an arbitration mode! to rescive disputes: and

* potential loss of intellectual property z2nd Information,

The Gavernment needs to be confidant that the private sector is dealing in good faith and that
thers is no inappropriate manipulation of its reguiatory functions to obtain an unwarrantad
competitive advantage or market power for an individual firm or a group of firms,

Consultation Between Sectors

The establishment of an independent Refarence Group to overses the developmant of the
inaugural Strategy s a worthwhile Initiative. It means the privata sactor, through its
representatives on the Reference Group. can provide high level input into tha pianning of
infrastructure provision in Western Australia aver the next 20 years.

The relevance of the Strategy would be enhanced i, In the process for updating the Strategy,
the private sector can play a role that is similar to that of the Feferance Group, as discuszed in
Secticn 3.4.

This role for the private sector is important, as although indwvidual firms can approach the
Government at any time regarding their infrastructure nesds, the information and views provided
by those firms reflect only their needs and prioritias, and not those of the State mome generally.
As well, their time framas are usually considerably shorter than the 20-year span of the Strategy,

Continued dialogue between the Govemment and private sector on infrastructurs issues s
essential, especially in cases whers dacisions by the private sector can have Implications for the
provision of infrastruciure by the public ssctor. Establishment of a peak represantative group
from the private sector to advise the Government on infrastructure issues and policy afiscting
the State, as well as prioritisation of infrastructure projects, would hefp the Gavermment to
imprave its decision-rmaking on infrastructure provision,

So that all non-govermment voices (and not just those of maior players in the commercial sector)
are heard, a consultation procass, for example irviting public submissions, should be lolowed
whenavar the Strategy is updated.
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4.3.3 Accommodating the Reguirements of Both Sectors

It Is important that tha Stata continuss to be parceived by local, interstats and internatianal
private firms as a good place to do business. An elsment of the Government's responsibilities to
ensure this percepticn is the provision of infrastructure that mests tha ne2ds of firms in terms of
timing and scope. This applies particulary in relation 1o Industrial developrment in tha State's
regicns, where most malor resource projects are situated. Windows of appartunity for industnal
projects can be short-fved, and timely provision of infrastructurs s necesgary if they ara ta ba
exnioited.

However, the Government's task of providing infrastructure within timeframes that enable firms
to take advantage of economic conditions s made sasiar if project proponents pravide sufficient
forewarning of thelr infrastructure requirements. Requests at relatively short notice make it
difficult for infrastructure to be incorporated into capital works programs without considerable
disruption, predominantly because of the constraints on funding faced by agencias.

Funding far infrastructure propasals to support major industnal projects must be scrutinised by
State Cabinet and, more particularly, the ERG. This review and decision-making process
typically comes at the end of the Bankable Feasibility Study phase® by the proponent.

This ‘project driven’ approach to assessing a project’s infrastructure needs {which ties the
allacation of public funding to commitment by the mroponent) is the result of the Government's
desira to minimise the risk associated with ts capital investment. However, proponents can be
frustrated by the length of tima taken by the Government to dafine or configure infrastructure to
the tolerances required for presentation to prvate financiers. Cansortia of financiers ara typlcally
impatient with dilay and can 'disband’ while awaiting Government decisions, given the range of
glternative investment opportunities.

The assessment process nesds 1o be supported by sufficiant planning and forecasting data and
sssessment methodologies that enable the Government to make timely and prudent
commitments, While this requires better input and coordination of industrial planning and
approval processes within the public sector, project proponents also nead to provide mora
reliable data,

Agency planning for strategic industrial daveloprment nesds to be coordinated, famalised and
resourced adequately, so accurate and timely iInformation is avallable to the Governmant early
enough to assess infrastructure dalivery costs with sufficient accuracy.

Proponents can assist the Government's decision-making by providing accurate and
comprehensive information on their project requiremants as early as possible in feasibility study
phases. Late changes In'a project's scopa (which lead, in tun, to revised infrastructurs
requirements) can cause defays as the Government assesses the new information and possibly
adjusts its capital works program In circumstances whers It may have limited fiexiollity to do so.

26 A phase-of fhe project thal ncorporates obtainng Siate end Commonwealth Govsrmiment appeovals with the ultimats invtanticn
af securing privatle fingncing for the dovaiopment,
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Reducing Competition for Infrastructure Construction Inputs

It has been suggssted that the Western Australian Government take a counter-cyclical
approach 1o its capltal spending to help smoath out the peaks and traughs in the infrastructune
construction industry, This means fhat the Government would sase back on its spending during
stronyg economic canditions and incregssa its gpanding when economic activity was weak,

Thizs would:

* limit the extent to which the private and public sectors compete for infrastructurs
construstion inputs when the private sector's need for thase inputs was acute, reducing the
likelihood of the public sector's damand for Inputs ‘crowding out’ privaie secior activity. Tha
cost of inputs for either sectar would nat be driven up so much as a result: and

* nhelp maintain economic activity (particularly in the construction industry, with flow-on effects
for the rest of the States), during gconomic downturms, assisting 1o ameliorate the impact aof
poor economic conditions,

The gxtent to which the Government can pursus such a strategy is constrained by its

cemmitment to maintain its AAA credit rating:

* the Government would be increasing its aggregate capital spaending during perlods when its
revenues would be retatively low. To finance this it would have to either Increasa dabt ar run
down financial reserves; and

* the Gavernment would bs sasing back on its capital spending at the same time as its
ravenuiss were strong. This would result in the Government running largs surpluses, which
could be used to retire debt bullt up when it Increased capital spending during the previous
sconomic dawnturm, Altemativily, the surpluses could be investad in financial assets until
they needed Lo ba drawn down duning the following economic downturm.

This strategy raises the following rsks:

= during strong economic conditions, the Gavernment would ba winding back its delivary of
infrastructure when the demand for new infrastructure was at its highest. This could
generale crticism that the Government was failing to capitaliss on the opportunities
prasented by good economic conditions, to the detiment of the State's long-term econormic
growth; and

* it could introduce mors uncertainty into the planning of infrastructure provision within the
State. One of tha abjectives of the Strategy is to engander a high level of certainty in
infrastructure planning and provision, leading to batter dacision-making by Infrastructure
supphers and users,

in addtion, from an sconomy-wide perspective, the size of the Government's capital works
pregram means that it would be uniikely to have a significant effect on the peaks and troughs in
the State’s econamic cycle,

This suggests that the Government's scope to incorporate counter-cyciical timing of capital
spending Into its fiscal strategy might be imited to some minor ‘backing off' from its capital
works program if the markat for the supply of infrastructure becomes too overheated, The
Government should instead pursue a capital works program almed at fostering the State's
economic development over the longer tarm.

S
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This program should have fieibility 10 be varied at the margin in respense to conditions in
cerain sectars of the State's econiomy, focussing on sectors whare capital spending would be
rmost efisctive, Ons area where the Government practises this approach is public hausing, the
damand for which rises sharply in economic cowntums, Another is regional centres or areas
that have been affectsd by extrame weather events, such as cyclones, floods or draughts,

Government Support of Infrastructure for Major Projects

Large economic infrastructure projects inciude major strategic industrial areas and multi-usar
infrastructure such as ports, transport facilities, energy genaeration and transport, waler, wasta
and residua management, telecommunications, industrial arsas and service comidars. Many of
Western Australia’s large Infrastructure projects are developed 10 suppor the Statas resounce
and industry sectors.

Cne aim of the Western Austratia Sovernmants investment in economic infrastructure is to
facilitate investméants across a range of industrias and projects, producing positive outcomes for
the Stala’s economy and community, The Govermment considars proposals to provids
assislance to project-specitic Infrastructure on a casf-Dy-case basis, with funds allocated
according to State priorities. For example, the State Government has provided a 3184 million
multi-user Infrastructure package for the Burrup Peninsula to faciliiate sconprmic development.

Soma governments in other countries, which can compets with Westem Australia for business
investment, take a more active role in investment attraction activities, praviding large-scals
‘industry ready’ Industrial estate infrastructure that aliows projects 1o use estanlished
Infrastructure. The bensfit to industry from this approach is mare cerainty regarding the
availability and cost of faciities, mors reliable data for feasibility studiss and the potential for
sarler project stars due 1o iowsr up-front costs, For governments, it provides tha opportunity to
influence irvestmant ta maximise synargies between industries thraugh mechanisms such as
co-iecation.

Hegardiess of how the Govemment approaches infrastructurs support for industry, great care
must be taken not 1o end up with stranded assets, whers capacity i substantially higher than
dermand {this can occur if demand forecasts are over-optirmistic). Alsa, the Government nuns the
ris« of repficating infrastructure that the private sector might have provided if nat for Govarnment
intervention. In addition, it is quastionabls whather soma of the econormic aciivity and job
creation genarated by Infrastructure projects have simply been transfered from other acthvity
within the Statsa.

Planning Infrastructure for Major Projects

Fianning for large infrastructurs projects neads to take into account the Tollawing

conziderations:

* the need for a 'government ready’ philosophy to help promote the State's compatitivenass in
the international marketplace for industry investmant, particularly with respect to providing
large-scale infrastructure. ‘Govemment ready’ means that from the perspective of a
prospactive investor, there is coflectively amang the Government's agencias:

- an advanced slale of preparedness to accommadats proposed investment;
- responsive spproval processes; and
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- the capacity to wark quickly with industry to idantify infrastructurs raquirements and,
sheuld the Government be satisfied that its priorities are meat, conslder Government
orovision of supporting infrastructure,

Ta undlerpin this, the Government has developed a framewaork for assessing the provision of
infrastructure for major resourca projects, The framework astablishes oriteda against which
the need for Government support and the net benefits to the State can be assessed, with an
ovemaing considaration being the Government's capacity to pay, given compsting priorities,

A key gizmant of achisving 'government ready’ status is farward planning. Idealy, planning
for industry should take place in advance of, rather than in respanse to, specific proposals,
An example 12 the Australian Maring Complax (AMC) Commion User Facility, The
Government showed the initial vision to develop a commaon-user facility at Henderson that
now provides servicing and fabrication facilties for projects involved in the defence. marine,
mining and petrolaum sectors,

s forward planning can involve very lang time horzans, The planning and information base in
the Government must be compiied and managed efficiently, and shared across il relevant
agencies, particufarly in a climate of ever-changing market developments that Impact on the
infrastructura nesds of the State. Government agencias and Cabinat will nesd a consistent
fiow of mformation to synchroniss projest funding with process aporoval gulcomes
effactivaby,

= there is considerable uncertainty surrounding when and where lange-scale projects wil
procesd. Earlfer awareness by the Government of potential projects and their infrastructurs
requirernants can assist Government planning and assessment of any infrastructura
requirements, to help 1o reduce project proponents’ uncetainty about the timing and scops
of any infrastructure provision, as discussed in Section 4.3; and

* |ocal governments need to ba consulted in the planning process for laroe infrastructure
projests, which often have a significant impact on the community and nfrastructure providad
by local gavernment,

Irproved planning will help to reduce the cost of building futurs infrastructurs throughs:

s minimising the cost of land bufiers:

* tha early securing of lznd for infrastructure service corddors; and

= the securing of early stratagic and planning acprovals for Industrial devalopment locations.

Funding Infrastructure for Major Projects

Dealing with large, high-cost, long-lived, markat-driven and regionally located economic
infrastructura, which typifies the infrastructurs required to davelop the State’s natural resources,
i challenging for the Government, Ideally, proposals for capital allocations associated with largs
infrastructure projacts are considerad In the budgst process, and assessed alongside other
requests for Governmenlt funds. However, propesals sometimes emerge quickly relative to the
Government’s planning and budgeting timslines, which adds complexity to planning and funding
processes. Earlier awaraness by the Govermment of potential projects and thalr infrastructure
requiremnents would Incréase the kelihood of funding requests being considered in the Budget
prOCESS.
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The Govemment is typically only in 2 position to address financial commitments and maks
decisions on the public benefits at the sama time as the proponent has completed feasibility,
design and approval slages and is finalising project finance. Soms proponents, however, cannat
sacure project finance untl it is clear whather the Govermment will be invohad in the project. The
Government requires time to review information, evaluats he pricrty in the context of
established expenditure priorities and consider the cost/banafit implications,

Ona oation that could facilitats better decision-making in raspect of malor economic
infrasiructure is the creation of an infrastrustums development fund. This would allow for mere
ceranty in infrastructure planning, with Gavernment tunds resarved for infrastructure provision,
The fund eould be used &3 capital to invest directly in infrastructure, or to fund intarest an
bomowings for the construction of infrastructurs. In this cass, a set of critera would nead to be

established to determine large-scale economic infrastructure projects that would be aligible for
Tunding.

A fund could be financed by allocating a share of mining royalty recelpts to the fund lie
hypothecating part of the Govemment's ravanue streams to speciic purpose) or by
appropriations from the Consglidated Fund. Hypotheeation of ravenuas is undasirable from the
perspective of gooad fiscal management in the pubiic seclor, a3 it reduces the figxinility of tha
Government to respond to changss in its emvironment and narmows the revenue base for athar
expenditures (which may provide more benefits than econamic nirastructurs), it alzo gives thase
projects a privileged position in a State budget contaxt by removing therm from the scrutiny of
the annual budaet process, potentially distorting prarities and misatiocating public sector
rescurces. In addition, it may creats an expectatian that the funds should be spent, even if there
is & lack of suitabls Infrastructure orojects,

Appropriation from the Consaiidated Fund is considered a superior approach as it is:

* transparent (funds are identified cleary in budgst papers):

*  bounded instead of cpen-ended (as would be the case with a perceniags share of rovalty
receipis); and

* able o be mviewsd when necessary,

4.5 Coordination and Provision of Complementary Infrastructure

Infrastructure required to suppont the State's ecanomic growth includes economic infrastruciure
requirad directly to facilitste or zupport a major investrment or project, and includes transpart,
energy and water infrastruciure, In addition, infrastructure Is needed a3 a result of the sacondary
Impacts of 8 mejor investment. This can nclude economic 2nd sockal nfrastructure, and can ba
termed ‘complementary infrastructurs’,

The four principles fer Infrastructure coordination and provision in Western Australia are
efficiency, equity, accessibility and timelinass ™ Defivering Infrastructura according 1o these
principles requires accurate assessments of fulure demand, required capacity, service routes
and land requirermsnts and funding.

27 Stata Planmng Strateqy (1987] and Statenien! of Planning Polcias Numbar 1: State Flenning Framewon Marlation 2,
February: Z004)
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Where the Government is responsible for providing ecanomie Infrastructurs o faciitata a majar
praject, the relevant infrastnucture agencies must coordinate their oricritisation of capital works
10 ensure that all necassary infrastrusture is availabls befors the project’s operating phase stars.
This Iz usually achleved through Cabinet approval and State budgel processes.

It is impaortant that complementary infrastructure is identified and planned as early a3 possible,
50 that townsite expansion, zoning, land develapmant and the provision of enhanced utility
services and soclal infrastructure am carrled out in.a coordinated manner that avolds
bottienecks thal might constrain the operation of the project. Local gavamment also resds to
be consuited during the planning process,

The 1CC, which is the WAPC's peak inter-agency committes for infrastructura, plays a useful role
In fhis regard, and can deliver coordinated agsncy plans for mayer projects that enhence the
banefits and achievabilty of the projects. Howeaver, its advisory nature, and the fact that it has a
predominant land use planning focus, means that fts scope ta overses and drive
complementary Infrastructure provision s imited,

Itis imperant that tha Government has the capacity to drive the coordinated provision of
complementary Infrastructure across & range of agencies, to ensura that projects’ infrastruciune
nesds are metl in 8 comprehansive and timaly manner,

4.6 The State's Management of Project Costs and Timelines

Western Australia's booming ecanomy, strong employment growth and low unemplayment
levels are creating pressurss In the eortracting and sub-contracting markel. Excess demand in
infrastructure-rafated markets has outstripped the capacity of the Western Australian BCOnNGmY
tosupply the necessary inputs, As a resull, cost escalation issues related to the provisian of
infrastructure have ermerged, and growing campetition for resources is increasing tha risk of
construction deadines not beling met.

Strategles to address this imbalancs and help control cost escalation and bring greater certainty
to construction timelines may require the invoiverment of the Federal Govarnment and
coaperation with the private sector. This saction disgusses options that are solely the preserve
of the State Government and refate mainly to i1s own presence in markats — for sxampls,
impraving processes undeminning the Governmant's capital works progaram,

4.6.1 Process Improvements

Whila the main cause of cost overruns is increasing labour and materal costs ina pariod of high
demand, poor project definition can also contribute: Limited scope and definition of projects
often results in poorly brisfed consuitants and inadequale contract documentation. This can
lezd to considerable ré-wark and ‘scope creep’ during the procurement stags, which can, in
turry, lead to significant variance between original budgetary allocation and fina! project cost.
Delays because of lenglhy community consultations and planning appmovals can also result in
cost increases due to escalation and chanalng standards,

L
T
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The Western Australian Govemmeant’s SAM Frameawork aims fo improve assst managament
and capital Investment across the State public sector. This includes better planning of
procurement procasses fo minimise delays assooiated with community consultation and

planning approvals, which are assentlal components af the procurement process far capital
projects.

Tha SAM Framework raguires controlling agencies 1o prepare business cases for all capital
investments and praject definition plans (PDPS) for prmjects over £5 million in value. POPs
autiine the scope of the project, identify functional requirernents, critical time olans and
implications, accommeodation schadules, risk assessments and inciude updsted cost plans,
Within the SAM Framework, cost management guidslines have besn provided 1o guide
agencies to satisty their cost management responsibilitiss. A number of supplementary tools
and technigques have been included to imarove the effectivenass of cost managamesnt.

Adoption and application of SAM Framewark principles will achieve better-managed and more
rigorous processes and, consaquently, reduced scope for cost escalation and contract defay,

All requests for capltal funding must include an allewance for cost escalation through to tha
anticipated date of tender, Cost escalation was not a major issus in the past, whan orices
increased relativaly slowly, but today's rapid cost escalation must be taken nto account so the
Government can deliver its capital works program moare afficiently and sffectively.

Acourately forecasting movements in costs has proved difficult over the past hree years inan
environment of rapidly nsing raw materal and labour prices caused by local, naticnal and global
economic factors. The Government Isworking to produce a 'Fixed Asset Indax to imorove
torecasting of fixed asset cost escalation, This Index will snable batter analysis of cost ovaruns
caused purely by cosl escalation compared with other causes such as scope creep, with tha
aim of continuous imaravement in procurement processes and managemesnt.

Experlise in the State Public Sector

The publle sactor needs to have the expertise and maotivation o identity tha risks and consider
the long-term impacts te the cammurnity in the planning and delivary of infrastructure projects.
The public sactor should not be over-rellant on consultants, whe rmiay hava limited knowledge of
public administration or practical knowledge of iInfrastructurs. It can alse be difficult to guarantes
that the recommandations from consultants are fully independent and nat profit-driven,

Professional renewal of tha public sector is Imporant to ensure that the public sector has the

capacity to evaluate Infrastructure projects critically before they ara approved. Risks to this

capacity can includs:

* loss of knowledgeable parsonnel, which reduces managament and lechnical skilis,

* increased mobllity of personnel within the public sectar, which interrupts the knowledgs
transier and mentoring process between stafl within agencies,;

= the appointmeant of non-industry-ralated rescurces to key project managernial positions;

» the lack of staff with appropriate training and experience; and

*  agensral shortaga of resources.
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Promoting Competition in Infrastructure-Related Markets

Supply-side solutions can help address the proniam of excass dermand in infrastructure-related
markets in Wastern Australia, Increasing sunply should lead to greater competition and a
consequant easing In price pressures n these markets,

Procurement Framework

improved procurement processes and policies can be expected to EMCOLIrsne greater
participation In infrastructure-related markets in the State that will, in tumn, lead to increased
competitive pressure and improved value for mansy outoomes (including, where appropriats,
support for local industry),

The procurement market is changing, in part due to demographic trends, Increaszed refiance on
information technclogy, the onset of the knowiedge society, and globalisation. The challgngs
confronting the Western Australian Government is to became more flexinis and responsive to
this rapidiy changing environment, while inareasing tha sfiectivenass and consistency of its
policy framework to ensure greater transparency and batter coordination of policies. This
shald;

— altract the Interest of market paricipants;

— encoursge competitiveness in the market;

- expedile procurament procasses; and

- help tha Government batter manane the risk of cost inflation,

Itig in the best inlereats of all siakeholders 1o s22k (o reduce the costs assoclated with

Govemmeant procursment and so minimise disincentives to participation in procurement

processes, Potential strategies to achigve this Includs:

— simplifying the tendering process;

- standardising tendering procassas;

— talloring the tendering process to take account of Industry circumstances and
charactenstios:

- applying appropriate procadures to minimise the derands of tendering processes on
potential padicipants; and

— using electronic communication whers appropriate.

The Government has commenced a ravisw of its procursment processes that will examing
these slrategles and identify how they can be implementad as sffectively as possible:

Simpiifying and standardising the tendering process is imperative, but any changes should be
carried out in consuliation with industry 2nd recognisa industry trends. The introduction of
Ecommerce will signfficantly improve the procurement process because the invitation,
processing and transaction of cormmercial bids can ba made through entirely alectronlc means,
which will save tima and monsy. Legislative change to faciltate the advent of Ecommerce will be
NEcessary, as current lagal rsquirernents sticulate paper coples of bids.

b
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Creating a2 More Informed Marketplace

Implementing a best practice procurement palley on its own will not optimise compatition in

these markets. The Government also neads 1o creste a more infarmed marketplace, Small ta

medium enterprises (SMEs) make up over 89 per cant of all Australian businesses, Howeier,

SMEs ara not attracted naturally to markets in which governments are participants. The Fedaral

Department of Finance and Administration (DOFA) believes this is the case because:

* SMEs struggle to find out about opportunities to supply govamments;

* thay balieve public sector procurament processes are comolex and BxRpensive,

* they lack experience in dealing with public sector tender documentation:

*  lhey regard insurance requirements associated with bids for public sector tanders as tag
costhy;

*  lhey believe quality cariiication reguirements or pre-qualfications for public sectar tenders
are encassive and inflexible;

* they are daunted by tender requirements for track record and audit information: and

* govemnments have bundled contracts and senvicas nta mega-cantracts that are bevond the
campetitive scope of SMEs.

In respanss to these issues, the DOFA released Selling o the Australian Govemmeant: 3 Guide
for Business In Aprif 2005 to help dermystify the government sectar's purchasing envircoment
and provide slep-by-step information on how to discover the opporiunities offered by the
government marke! and to compete for the work, Wil the Guide was released for the
government market In Australia asa whols, it nesds to be considered in the light of the Westem
Australian Government's purchasing ervironment, with a view to educating SMEs about the
Government’s procurement practices.

Maximising Global Business Opportunities

Wastern Australia accounts for a very small pisrcentage of the total giabal construction market
and the global economy: This presents challenges in attracting other national and internaticnal
construction firms to meet the construction and infrastructure dermands of a booming State
econamy with almest full employment.

It is important thal the Government continues to foster an investment climate that doss not
dleter firms from developing a presence in Western Australia and that promotes the
competitivenass of the State's industry, This means that the Govemmant must apply policles
(such as taxation, investment attraction, land access, project approvals and regulation, and
industrial relations and labour supply) that make Weastern Australia a good place to do business,

Howewer. such palicies are targeted at the State's economy as a whole, rathier than specific
mar=gts, There is scape for the Government to pursue strategiss aimed at deepening the
construction market by increasing the nurmber of firms cormpeting for majar capital works
projects. This would improve market forces in the local construction industry and reduce the
likglinood of cost escalstion and delays to major projects.

Carrently, the State’s markat for large capital works projects is dominated by only a few firms.
This creates barriers 1o entry, less competition and reduced negotiation strength for sub-
contracting firms in the local construction industry.

28 The Hon Dr Sharman Siong MP, Parliamentary Secretary 1o tho Ministsr for Frianoe and Administratioe,
FPublic Sector Procurement - Iransfarming Sest Folcy intg Best Pracice, 17 May 2005
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Strategies that could ba emplayed by the Governmant ta attract other national and ntematonal

firms to Western Australia includa:

* increasing continuity of work {or deal Aow). Mational and international firms will fick be
atiracted to the Western Australian market without some guarantes of continued work 1o
|ustify their continued prasence. Businesses will not waar upiront set-up costs if they are nat
aple to-amertiss these costs against sustained revenues from ongoing work, Tha strong
ecenamic conditions i the State have resullad In a steady stream of major infrastructure
prajects in both the public and private sectors. Their magnitude and frequency should be
sufficlent 1o increase internatlonal interast in the amount of work avallable over the medium
to long term. It is expected thal the Strategy will help the Government promote a lavel of
continuity of work that atiracts new entrants to Westem Australan infrastructure-ralated
markets;

* agreater lavel of work to atfract business. ‘Contract consalidation’ (whare relatively small
contracts are bundied togather is one way 1o offer a greater level of work to large market
participants and should be considarsd as part of the procurement ravisw with the aim of
= attracting firms that currently do not have a prasence in Wastern Australia: and
= encouraging firms 1o maintain & sironger presence in regional areas than at prasent,

¢ @ naticnal (and possibly international) promation and awareness campaign. A targeted
approach should be pursued to;

- promote Western Australia, its construction industry, and its extensive capital works
Erogran;

- educate suppliers and deliver key messages sbout business growth; and

= network and facilitate the building of refationships that can foster continued business
Improvemant.

These sirategies ars likely to lead to 'relationship cantracting'®, which fs understood to be a
favaurad method of procurement in the current market environmeant and popular with the private
sactor,

4.7.4 Skilled Warkers in Western Australia

Redord low unemployment in Western Australla s creating pressures in the construction
industry contracting and sub-contracting market. The farge number of planned infrastructure
and commereial projects, as well as the demand for workers in the State's regional arsas as a
resull of the resources boom, has created a substantial gap batwesn proposed capital works
prajects and those that can realistically ba delivered with the availabla labour supply,

As the ageing population constrains growth in the State's labour force, the challenge is 1o
ensure there are sufficient workers with tha skills to operate rapidly increasing infrastruciure
crpacity, particularly with regard to social infrastructure.

23 Rstationship contracting (which (s enténed mta dher a compstitive procurement process) aims 1o aveld or lmit polentisl dispuiss
Iy rdeniifying and develdping shared or compalibke interasts among the parties invaived. I does 1hes by ancowaging parties 1o
teke 2 progctive approach 1o mansgement and resalution of dificulties and disagresmants, for thelr mutasl success, |1 has bees
sppiied suocessfulty m both Specific projects and iong-term siretegic falatonshins, The mast common typss of relationahip
coriracling arsi
*  patnenng, where tradiioral neksliocatiang are mamained but mutual understanding, commament, equity, ST and goals
of tha paniies are formally Ncorporated nio the comrect, Tha thruat @ on maintaining guodwill and working together io
avald or resoive disputes; and

* aliancing, where the parties effectivaly abancon traditional rights of action, except n special crcumstances. The parties’
Interests are algred by 2 airsharing of risks Bnd rewards thal is agreed up-front, A no blame focus underping achisvement
o suaccessiul project outcomes and disputes are resolved proaciively 10 1he musa! benolt of 1ha partias,
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In the hort term, there |s a pressing nesd to address the shortage of skiled warkers in tha
censtrustion industry, which is currently a significant impediment to the devalopment of
infrastructure projects in Western Australia. The State's economy and population ara forecast (o
continue growing rapidly, so strategies to attract and increass the number of skiled workars in
the construction industry are & high pricrity. Skills developmant that is accessibls, equitabls,
promotes the sustainable formation of the industny's skills base, and that &l or the miaiority of
the industry can participate in, will play an important role in addressing capacity constraints,

Industry, and mare s governmant, camy the main cost of training with minimal cgst to the
employes, yet any shifing of cost to the individual could give rise to significant inequities.
Experience shows that levies and coercive policies almed at Increasing training are not the
complete answer and further investigation of the use of incentives seems warrantad, A collective
approach involving govemmants, the private sector, indhvidusls and unions as aqual
stakeholders should be nitisted to pursue a sclution.

A recent Government Inftiative is the Skils Formation Taskforcs, daveloped by tha State Training
Hoard to consult employers and workers throughout Westemn Australia about ways to help
cvercome the current skils shortages and strengthen the State's training system to meet future
needs. The Taskioros, which is comprised of reprasentatives from the private sector, IS seering
vigwrs from industry, employers, unions, apprentices and trainses, training praviders and
interested mambers of the public. This will form the basis of recommendations to tha M rister
for BEducation and Training on reforming the apprenticeshio and traineeship system,

some changes, such as reforms of building industry spprenticeshnips, have been progressed
already. Tha proposed building industry apprenticeship action plan includes a commitmant to
shertening the duration of apprenticeships whens compstencies are demonstrated.
Competency-based apprenticeships, which are shorter than traditiona apprenticeships, have
oroved mere sucoassful nationally than the current approach to appranticeships, The Skills
Formation Tasldorce will be responsible for pussuing this and other Initiatives. In addition, the
Government has already announced reductions in durations of some apprenticeshipns.

Inthe: longer term, the ageing of the Westem Australisn population is expected to constrain
growth in the Stale's labour force at the sama time as additional infrastructure (such as heaith
and zged-care facilities) will be nesdsd. The challenge will be to ensurs that the States training
capacity can satisfy the associated growth in demand for skiled employses ta work In and
cperate these faciities, so that labour shortages In the health and aged-care sectors can be
avolded. Changing retirement practicas for those employees in the latter stages of thelr carears
may also nesd 1o be considered and/or addressed as part of the averall salution to any
shoranes,

Attracting mare workers to Westem Australia, from other States and overseas. |s anather key
stralegy lo addressing the skiled labour supply shortfall, The Fedsral Govarnment has
responsitility for immigration, and is addressing Intemational skils migration through the
introduction of a visa which parmits long-term temparary entry {for ug to four vears) ot a
business person or skilled parson whao has been sponscred by an Australlan comparny to work
ar sat up a new business or branch of an oversess company,
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The Western Austraian Gavernment |s exploring how it can better attract to the State the skilledd

migrants entering the country under Federal Governmant programs, Examples that havs been

pursued melude:

* the establishment of a Skills Migration Unit in the Small Business Daveicpment Corporation
ta help advance the Government's Skilis Migration Program: and

* participation in additional visa schemes to increase sourcing of spacific skills for Wastern
Auetralia;

4.8 Land for Infrastructure
4.8.1  Land Use Allocation Principles and Processes

The pattern of economic and urbian development infiusrices the provision of economic and
social infrastructure. For example, urban infil can reduce the need for new infrastructure through
mare afiicient use of existing infrastructure, althaugh this depends on capacity already in place.

Conflicting demands to use land for different purposes, which may be driven by emviranmental,
sodial or economic considerations, can affect land allocation. Good land-use planning that
identifies and sets aside land for industry and associated Infrastructure, as well as soclal
infrastruciure, is reguired to minimisa the patential for such conflicts,

Tha 'and use planning objestives underpinning the State's economic and employment growth
objectives will continue 1o encompass the principles of sustainability and reflect the ‘triple-
bottom-ine' approach to accountability. This approach ensures that land use proposals,
inciuding those for infrastructurs, are assessed aganst the broad snvironmental, social and
economic implications of the proposal,

To deliver the Stale's development oblectives, a land-use planning framawork should:

*  provide essential facilities or expansions to existing facilties in a compatible manner and with
a minimum of sooial and environmental impact;

* coordinate the efficient developrment of land and infrastructure ta mest the nesds of tha
copulation and economic growth;

= integrale public purposes planning with land-use planning;

*  supporl urban infrastrutture needs for land as itis planned for development, and eapacialy
far those regional centres that are expected to grow because of ok opporiunities and/or
people choosing 1o move to those centres for lifestyls reesons:

* idantity sufficlent land to accommedate necessary community faciities, including aged
persons accommadation, and essentlal infrastructure; and

= ensure the provision of & range of lots and housing types in planned development projects to
reflect the divarse needs of the community,

Within its land-use planning framewark, the WAPC directs its Metrogalitan, Country and
Industrial Land Development Programs with the aim of:

— ensuring a sufficient supply of land for development;

— coardinaling the infrastructure required to senvice land developmant; and

— providing information to the Government for Infrastructure planning and budgsting.

&
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Tha iand developrment programs connect lznd development and infrastructurs rovision through
cansultation with non-government stakeholders and Government agencies responsible for
infrastructure provision, This recognises the two-way relationship of land development driving
the need for additional infrastructure, and major urban infrastructure inf uancing lamd
developmoent pattarns,

The land release plans that fiow from the and devalopment programs also indicatas the contaxt
in which development and the need for infrastructurs takes place. The programs provide &
useful mechanism whersby 'smaller’ Infrastructure proiects can be coordinated in a
camprahensive plan, This Is Important, as the State's aggrenated expenditura on these smaller
projects can often be far more significant than those projects tagged as ‘major’ based on thalr
individua! cost.

The WAPG provides for prospective industries, including thair infrastructure needs, to be
identiiizd in schemes and strategles and protected from incompatible land use. It must be
safisfizd that the Industries concemid mest sustalnability principles and can be accommodatad
within iz policy framework.

In identifying the appropriate use of and, the WAPC coordinates responses Lo proposals made
by referral agencles, such as the Depariment of Industry and Resources, the Department of tha
Erndronrment, the Departrnent of Land Administration, the Departmant of Indigenous Affairs and
senvine agencios,

WAPC strategies for the regions and matropolitan area alse Inform a plan that identifiss Existing
and potentizl:

- waler resources;

— consanvation and recreation areas;

— minerals and agricultural lands:

- Industrial sites;

- majar ingdustries;

— lransport routes and port locations/expansions:

— pipeline routes and transmission netwaorks: and

~ land earmarked jor residential developmant,

Unce a WAPC declsion has been made in relation to identifying and ssrvicing new land release
areas, infrastruciure agencies can Incormorata new development into thair planning.
Unanticipated changes in circumstances such as the possibility of a previousty unplanned large-
sca'e resource developmant proposal may require modification of WAPC plans to reflact
changes in the area’s service profile.

After the land 15 secured for the purposas identified by the WAPC, project proponents miust
ensure that they have obtained the necessary approvals (including environmental, Abariginal
heritage and native title clearances) to proceed to development. Where applicable, proposals
also nesd 1o satlsfy local government approval processes as wall as obtaln relevant construction
and operaling llcenceas.
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4.8.2 Land Use Allocation Issues

Anumber of issues affecting and uss allacation decisions in Westerm Australia imeact on tha
identification and managsment of infrasiructure neads,

Papulation Growth Versus Economic Development

The expected increase In the aged population and the tendancy for people o make lifasiyie
choicas that aftect whare they lve in retirernent, suggests that the current trend for coastal Inving
(and hence coastal development) will accentuate over tha next 20 years,

Howewver, if tha Western Australian econarmy grows at fts historical avarage rate, a 100 per cent
ta 150 per cent increase in the State's overall freight task above current levels s likely, This
could increasa the current conflict between coastal davelopments for those aaaking
lifestyle/retirement choices and the State's needs for economic development. Of pariicular note
5 that some of the State's ports and their transpart linkages are located in maior population
growth centres. Maintaining efficient transport corridors, particularly in relation to ports, is a land
usa and infrastructura planning challangs facing the Stata,

Thera is the risk that urbanisation of a town ar suburo may corme within close proximity of (or
even surraund) Infrastructure sites that might have been planned many yesrs earlier, l=zading ta
potantial residential apposition to such develogment,

In resaiving this typa of confiict, land use planning processes shoud focus on:

* Ccoordinating land use and infrastructure planning so that infrastructurs is provided sfficiently
and cost-affectively;

= providing adequate transport corndors and econarmic facilities, including industrial sites, and
protecting these from incompatiole land-use:

* ensuring that appropriate industnal buffars are put in place for heavy industral sctivities so
that tha amenity of (nearty) residants is not affected adversaly: and

*  minimiging the environmental and safety impacts of heavy freight movemeant on tha
amvironment and the community through appropriate corridor planning and, where
warranted, the Use of deviations around reglonal centres and/er encauragement of rall use.

The State Infrastructute Strategy should be integrated with the WAPC's land use planning
strategles, to reduce the potential for land use conflicts and assist the WAPS to provide for
greater ceriaingy in zoning.

Incompatibility of Land Uses by Different Industries

Farticular typas of industry activities are incompatioie with other types. For example, tourdsm
may cenflict with fraditional economic activities, most notably mining and agricutture. Such
conflict has Implications for Infrastruciure provision because, in gensral, industry actvity
influences the type of infrastructurs required. If tourism wers 1o be favoured over downsiream
pracessing as the praferred land use activity In an area, for example, then this would have
congequences for the type of inlrastructure that needs to be provided.
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Encouraging diversification of regional congmies also creates fand uss challgnges, There have
bean cases where one region’s diversification of product has led to companies bieing required to
transport products by road to anather regional port to avold the potential threat of product
contamination. Addressing thess lssues requires appropnate land use plannirg, which may
have Impiications for infrastructure,

Setting Aside Land for Development

Metropelitan and Regional Plans have sat asids land for various activitios, including industry and
infrastructure developments, out to 2029.%° However, potential altemate usaes for that land iy
already exist or davelop ovar fime. While it may be possible for industrial land 1o be used for &
complementary activity (for example, for the woodchips industry rather than a pulp mill Industry)
ar for another industrial purpose, this s not always an option. At some stage, the long-term
allocation of land for a particutar purposs may nead to be reviewad in the face of compesting
damands for that land.

In view of the likely increasing compatition for land in Westem Australia, introducing sunset
and/ar review provisions for land set aside for potentlal industrial purposes, as & means of
increasing potential flexibiity of land uss over the medium to longer term, could be considered.

4.9 Intergovernmental Aspects of Infrastructure Provision

State and local governments provide much of Australia's public infrastructurs but, particulany in
the case of the States, are heavily reliant on Commonweaith funding. Locat governments
receive funding from both the Commenweaalth and tha States to provide and maintain
Infrastructure. The Commonwealth also has the powar to leglsiate on some matters® that can
affect the provision of infrastructure by the States,

4.9.1  Commonwealth/State Financial Relations
Current Arrangamerts

The Commonwealth has effectively exciusive access to the most efficient tax basas (2
househald and business Income and consumotion expanditura). Its taxes give it significantiy
rare revenus than it nesds to fund the services for which it s responsible, While tha
Cormmanwealth raises 75 per cent of all public sector ravenues, it spends only 55 per cent of all
public zector outlays,

Converssly, State and local governments’ own revenus sourcss visld lesa than they need. This
situation is known as Vertical Fiscal Imbalance (W), By intermnational standards, Austraian VF is
very high.

A0 Tha refiscis he Stale Planning Siralegy {December 1887), which souaht to sst an gvarall wsion and guidsnos for and uss
plarning, nohiding infrastaucture, in Weslorm Ausiralis 1o 2029,

31 Dalence, ex=mal afters, inferatate commarca, lelecommunications, raiways (with the consent of each State), matecemiogical
chsatvation, indigenous weiizrs, 8o,

T
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State-and locel governments require grants to mest their fiscal shortfall, respactively sourcing
around 50 per cent and 20 par cent of their revenues from grants. The Commenwesith provides
the great majority of grants (refiscting its revenue dominance), althaugh the States provide some
granis to local govarnmenis,

Argund 60 per cent of Commanwealth grants o States ars the procesds of the
Commonwealth's goods and services tax (GST). Thara are no restrictions on how the States
can spend their G8T grants. The Commonwealth Granls Commission {CGC) allocatas the GST
amang States according to egualsation principles (see below).

The remaining 40 per cent of Commenwealith grants to States comprises a range of specific
purposs payments (SPPs), also known as tied granis, These grants are made for specified
sandces or activities (for example, roads, heaith, housing) and typically have conditions attached
to their uge. Tied grants oftan include a requirement that States match the Commonwealth's

cantribution or funding growth, so the amount of maney aver which the Commonwealth exerts
infiuence is actualy larger than the amount it providas.

While much of the Commaonwealth's own spanding is on defence, health bengfits and incame
support, Commanwealth spending also has Impications for infrastructure spending in tha
States (such as information and communications technology, Industry assistanca, community
faciities and essential senvices for Indigenous communities),

Locsl govarmments receive Financial Assistance Grants (FAGS) from the Commuonwealth, These
€an account for mare than 50 per cent of councll revanue In some rural and remote areas where
the canacity to raise revenus from rates and ussr charges can ba very Imited.

Implications for Infrastructure Provision in Western Australia
Impact of VFI an Accountabiiity, Financial Risk, Flexibllity and Incentives

VFi enables a cantral government to provide *equalisation” grants to ragional governments to
heln reduce differences in reverue generating capacity and tha cost of delivering services.
Howaver, unlike some other federations, the States' dependence on grants from the
Commenwealth goes well beyond what is necessary for equalisation purposas. While this
provides some financial sscunty against volatility in the States’ revenue basges, it has sarious
disadvantages:

* it reduces the accountability of governments to their eleciorates because itis not clear which
level of government is responsible whan community axpectations for sanvices and
infrastructura are not met;

= it exposes State governments to budgel uncerainty vis & vis Commonwealth decisions
about the level of grants, Including the tamptation to shift any nationa! budget shortials onto
the States. States may consider it fiscally prudent to forego provision of soms (sspecially
higher risk) infrastruciure as a result;

+ |t faciitates tha attachment of Commonweslth conditions to a significant proportion of State
funding which, it not consistent with community prionties, can result in a misalocation of
resources, including that for infrastructurs provision; and

* itreduces incentives for States to put in place growth-promoting policies and infrastruciure,
because the tax beneits flow primarly to thae Commonwealth. This matier is of particular
cancern for Westarn Australla and Is discussed further below,
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The States’ heavy dependence on Commaonwealih Tunding s unlixaly to change In the medium
lerm. However, as a long-term oblective, greater fiscal independence for States is [kely to
imprave infrastructure provision, Fiscal independence could be improved by & reduction in VF,
and budget flexibility enhanced through reduced reliance on SPPs in favour of untiad grants:

& any reduction in VFI would most likely invalve a comprehensiva packags of raforms, which
couid entail the Commanwealih ceding some of its revenus reising capacily to the States
lincluding affshore petroleumn royaltiss): and

* inthe absence of a reduction in VFl, a partial ‘salution’ ligs in improved collabaration arid
coordination between the States and the Commonwealth in palicy development, planning
and funding of programs.

From a local government perspective, VFI has resulted in:

= insufficlent funding for most councils to mest their road preservation nesds®: and

* Ingreased pressurs on local government finances associated with the EMETQENCE of New or
increasing social infrastructurs responsibilities for this tier of governmant, particulany in
retation to public ibraries, recreational and cultural facilities, and emargency services.

The Australizn Local Government Association has contended that the quantum-of
Commonwealth transfars to local government should increase to g councils access toa
revenue stream that grows in line with the ecancmy and keeps pace with the demand far
senvice delivery and infrastructure: provision.

Sharing of Benefits Between the States and to the Commonwealth

Growth-pramoting inveatments improve tha Federal Government’s budget balance over timea
throughvincreased revenue (from its personal Income and company taxas, and royaltles from
ofishare resources™) and decreased welfare paymants. The Commonweallh often recaives the
lion's share of fiscal banefits from Western Australia's resgurce projects, while & large proportion
of the Stale'’s share of fiscal benefits tends to be redistributed to the other States by the GGG
process (see Delow). Yet the Commonwealth makes vary little contribution to the infrastructurs
and other costs of supporting such developments.

Exampies of the relative costs and benafits 1o the Commonwealth and Western Australian

governments from resource projects include;

* the Gorgon gas project is forecast to Improve national Gross Domastic Product (GDP) by
£21-31 billion, and the Commeonwealth's budaet balanca by $11-14 bilisn. Western
Australia’s forecast net revenue banefit is only 300 milion. Other States will recsive 2 net
liscal benafit of around 33 bilion;

*  the Bumup Peninsula gas processing developiments are forecast o improve naticnal GOP by
£3.6 bilion and generate neary $600 milicn In net fiscal benstits for the Commanwealth.
Western Australia is expacted to incur a net loss of 360 milion.* Other States will receive a
nit fiscal benefit of arpund 5450 milion; and

Wastsm Austratan Lochl Governmaent Associstion, Submission 1o/ Stale infrastruciors Strategy, Fetnary 2006, ppds, 27
Exapi the harth Weat Snett, soma 68% of whosa rovalties go {by agreemaont) to Western Australia.

The loss for Westarn Austraka refiects s 5160 milfon commitman: in mult-use infrasirciure assistance or the Burmup
Paninsuia to assist ihe requirements of the Burnup Fortitsers project and other potential projects inthat area, In additian,
$24 mifice wil bs commitied 8 sacond proest B commencad, Mang of this wil be recoanised by ihe CGE.
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* _although the Federal Govarnment's revenues fram the Ravensthorpa nicke! project are
sxpected 1o be almaost seven times larger than the Wastern Australian Gavemment's, the
State Government is contributing $55 miliion to this project (including power and water
mirastructure, port upgrades, road works and school upgrades), compared with the Fadarsl
Government's cantribution of around $11 milkon,

There may be cases in which the Wastem Australian Govarnment recognises the bensfits of
infrastructure investment, but budgst constraints may make this investment impossiola without
the stream of future tax revenues that will fiow to the Commanwaalih, It is also possitle that,
Iram the Government's perspective, the nat raturn fram altemative investments in infrastructurs
{such as soclal infrastructure) will appear rafatively high, because more of the bensfit will ba
captured by the Western Australian cammunity, Investment decisions have the potential to ba
skewed, as 2 resull.

it an Infrastructure investment program improves national welfare and generates significant fiscal
benefits for the Commonwaalth and other States, arrangements should ensure a fair sharing of
the costs or benafits. The Commonwealth should carry a greater shara of the responsibility of
praviding the necessary infrastructurs for indusirial development, because It collects the main
tax benefts from such projects,

This principle has been recognised by the Commonwaalth in the context of National
Compstition Policy (NCP) and now the National Reform Agenda, agreed at the Fetruary 2006
Counci of Australian Governments (COAG) mesting, which seeks to improve *human capital’
through improvemenis in health and sducation. In both examples, tha necessary refoms fall
largety under State respansibility, but have realised or will visld substantial liscal benefits for the
Commorwealth, As has besn the case with National Competition Palicy, the Commorwealth
has indicated that it will provide funding to States if it is needed to ensure a fair shaning of the
costs and benefits of the National Reform Aganda,

Benefits Redistributed to Other States

The CGC recommends haw the national pool of GST revenus is shared among the States, Its
guiding princiofe is Hofzontal Fiscal Equalisation (HFE) — to enable sach State to provide the
averaga lavel of sendces if it made the average efion 1o raisa revenus from its own sources. The
CGEC tzkes Into account the costs faced by State governments in oroviding services, and the
States’ dilfering capachias to ralse revenues from their own socurces, to the extent that these
differences sre measurable and dus to unavoidaile factors (for exarmple, high cost remote
communities) rather than policy chicices or relative efficiency.

Under the HFE principls, the stronger a State’s revenus raising capacity, the less its share of
GST.* This process effectively redistributes mast of the gross fiscal benefits from a State's
economic development activitles among all States. This weakens the incentive for States to
pursus growth-promoting policles (which may inclede putting in place infrastructure that would
facilitate arawth).

35 Westem Ausirata has suffared a $450 million reduction in s annual grent share over 1he period 1996-94 (o 2006-07, rellecting
the lzrge Increasa In its rvoruo rasing capacity, particulary dus to the incresss in meing and pesrciewm rovalties.
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Tha way in which the CGC makes allowancos for costs faced oy State Governments doss not
offzgl this disincantive. In adaltion, the CGC doss not take ascount of significant costs incurrad
by States In supporting economic developmant, including the resource-ralatad projects that are
key to Western Australia's development (such as common use industrial Imfrastructurs,
geclogical mapping programs and the provision of affordable electricity in remobe areas™),

Reduced Incentives ta pursus growth-promoting policies mean that rescurces are alocated less
efficiently within the national econamy, with the result that Australia’s national output is niot as
high as it could be.

The CGC's mathod of dividing the GST paol should be reformad to remeve disincentives to
investment that supports economic developmeant.

Inadequate Commonwealth Funding of Western Australia’s Needs

Collectivaly, VFl and HFE mean that the Wastern Australian Govemmant does not have the largs
capacity for investment in infrastructurs that might be implied by tha State's high economic
grawth,

Another relevant factor is that Commonwealth funding arrangements for government services
and infrastructure tend to disadvantage Westarn Australia vis & vis other States, particularty in
rural and remote areas, The resulting below-averags level of general service provision in these
areas has the potential to hinder econcmic developrment, particulany because it is'mare dificult
for resource developers and supparting busingsses to attract and retain skdied staff who may
02 resuctant o accept the lower standards of social and community services that exist in some
areas of regional Western Australia.

As indicaled above, the CGC does not recognise many of the State's costs in supporting
economic developmeant, Also, the GG has not recognised fully the cost of oroviding social and
reads infrastructure in Westamn Australia, nor the cost of maintaining a fevel of services in remota
areas similar te that found in comparable areas of other States {particulady for heaith sanvices).
Moreover, the CGC provides nia funding for improving services in remote areas to the standards
of matropaitan areas.

Other examples of inadequats funding by the Commonwealth inchuds:;

»  Western Australia will recave only about 10 per cent of funding under the Auslink National
Metworle Programme, which is much lass than the State's share of relevant indicators such
national road transpart network (22 per cent) and merchandise exports (30 per cent);

+ information and communications technology sanvices in rural and remote areas {the standard
of which is a Commaonwezlth responsibiity) are well below metropalitzn standards:

*  Commanwealth assistance to local governments is insufficient to maet nesds assessed by
the Western Australian Local Governmaent Grants Commission. The burden of inadequata
funding falls mainly on rural and rermate counclis;

»  Commonwealth funding arangements for nursing homes do not ganerally snabla viable
operations in ruratand remote arsas;

36 Electricsty subsidias are ordy parly recognised by the CGO
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= Comrmonwaalth assistance for Aborigingl community municipal services has not kept pace
with needs, resulting In deteriorating Infrastructure; and -

* Western Australia has received little Commonweaith funding for sporting events and
infrastructure, compared to other States.

Western Australia should ssek a more equitable share of infrastructurs assistanice fram the
Commonwealth, supportad by sound analysis of the national welfare and economic benefits.

49.2 Infrastructure Planning, Funding, Operation and Regulation

Responsibility for provision of public infrastructure lies primarily with the States. The
Commonwealth is nvolved in the planning and funding of most infrastructure that extends
across State bordaers and offshare, whils local government ratains control ovar local roads and
land development issuss. Thers is shared public and privale investment In sectars such as
alrports, rall, energy, telecommunications, land development and built form projects,

Infrastructure Planning and Coordination
Role of COAG

Western Australia will continue to support COAG endeavours to better plan, coordinate and
harmonise infrastructure provision and regulation across the naticn. COAG initiatives include:
*  five-yearly reports from sach jurisdiction on its existing Infrastructure and future needs:

* measures o simplily, harmanise and expedite infrastructure regulation and planning,
especially with regard to transport for export:

* anew NCP reform agenda aimed at providing a suppartive market and regulatory
framewark fer praductive investment in enargy, transport and ather export-orientated
infrastructure, and its sfficient use by improving pricing and Investment slgnals and
estaplishing competitive markets; and

= a Competition and Infrastructurs Reform Agresment to pravide for & simplsr and mare
consistent national system of econamic regulation for nationaily-significant infrastructure,
including ports, railways and other axport-related infrastructiurs.

FRole of the Commonwealth and the States

Conditicns on Commonwealth funding have tended to becarms mome prescriptive over time.
These canditions often extand to the lavel and use of tha States’ own funds, can involve
Commanwealth approval of State sctivity plans, and can overlook important local or project-
specific factars, For example, the Commomwealth approves the selection, scope and timing of
projects funded by Auslink.

This can prevent States from using funds flaxibly and re-aliocating funds betwesn programs to
achisve the best cutcomes for their communities. |t can also reduce incentives for States to
adopt more inngvative and cost-affective methods, because any savings achieved cannot be
redirected to othar areas,

Detalled palicy and planning should remalin largely the prerogative of the States, whils the
Commonwealth and States should agres on the outcomes o be achisved.
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Commarwealin-State funding arrangements should, &s far as possible, be outcome-basad, If
required, conditions on the leve!l and use of funding should be fiexible and tailored to individual f
Statas.

Coordination Among Tiers of Government

Thene is significant overlap and dupfication in structures and processes, and problems with
coordination, among the thres tlers of governmnt and the private sector, Urlike Wastern
Australia (with its Department for Planning and Infrastructure), thers is no singls Commonwealth
agency that deals with infrastructure planning. However, other State agencias also have
significant infrastructure respansibiiities. The Commonwealth and States could cansider
establishing single ‘entry paint’ affices for consultation on infrastructure issues, Local
government could parficipata In such an initiztve.

Anather concern is the potential for poor coordinalion betwean the Western Australian
Government and the Commonweaith with regard to investment attraction activitios, which
include the provision of subsidies and incentives for developars of major proects,

The State Government focuses on assistances through the provision of common-user
infrastructure thal assists a number of businesses: It leaves the State with some residual banefit
i the avent that & project fails and, because it is usually aimed at assisting more than one
business at a time, involves a reasonably high dagres of transparenay in the decision-making
proCess,

In contrast, the Commonwealth’s approach to iIndustry assistance lacks transparancy and
focuses on providing financial benefits to indwvidual businasses. Its application can be
inconsistant and unpredictable, making it difficult for businesses and other jurisdictions 1o plan
around Commanwealth-assistance with any confidence.

Inconsistencies between both the objectives and the methads of provision of State and
Commonwealih funding can maan that the two levels of govarnment work at cross purposes,
while the epague and unpradictabls nature of Commanwealth declsion-making on assisiance
makes a coordinated approach betwesn jurisdictions difficult, if not impossible.

The Commenwealth should review its business assistance programs to creata a more
transparent and predictable evaluation process, 2nd to provide suppart In cases whera net
community benefils are likely to be maximised, such as commaon-user infrastructure. There
should also be a joint review batween tha Commonwealth and the States aimad at achiaving
oetler consistency and coordination of assistance programs between jurisdictions.

Commonwealth Grants that Bypass the States

Some Commonwealth infrastructurs funding is provided directly to service providars in areas of
Stats responsibility. An exampie is the establishmant of 24 naw Australian Technical collegas
around the nation (two in Wastern Australia). These grants bypass the State Govermnment's
budgat and planning procssses. They force the State to 'plan around' the Commonwealth's
activities, 50 there is a rigk that the overall cutcome will not be aptimal.,
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Commenwealth Infrastructure provision in arsas of Statg responsibility should be dona in
acoordance with an agreed plan in eonsultation with the State,

Cost Shifting to Local Government

Commonwealth and State Governments have incraasingly required local gaovernment to take a
greater rote in development and planning, public health and snvironmental management,

Aksy example of infrastructure cost shifting occurred when ‘Commonwealth asredromes” were
transferred to local gavernment {albeit with financial incentives). The transfer did not considar
the capacity of councils, particularly in remote and rural areas, to sustain the new arrangemants.
The choice for councils was to acespt the opportunity or ose the service to the COMIIUMtY.
Councils now are responsible for funding these faclities without the fnandial or administrative
capagity to sustain themn. In addition, cost shifting to Iacal governments may also result from
shifts in the relative shares of the transoort task between rall and road.

In response to the general problem of cost shifting, Commonwsaith, State and iocal
gevarnments gigned an intergovernmantal agresment on 12 April 2006 that inciuded in-principls
agresment that when a respangibility was directed to local governments, they were consulted
tully and the financial and other impacts were taken into sccount,

Achieving Better Infrastructure Outcomes with the Commonwealth

Achieving many of the proposais and reforms suggested above will require a significantly
improved level of collaboration between the Commonwealth and the States. Important alms are
to better understand each other's needs and priorities, and sesk ways 1o achiove rmiLstally
beneficial oulcomas. The following considerations ars relsvant;

*  awel-developed plan for infrastructure is essential, &= the Commaonwealth 18 mons lialy to
suppart proposals that are pant of a coordinated infrastruciure Investmeant program whose
component projects can be shown to meet scund cost-benafit crtera and provide good
valug to the community;

* i the Commarwealth is 10 support a prapasal, it must be made aware of the relevant iseuss
as they affect tha national interest and Its own policy abjectives. It must also be given
suificient time to complete its own analysis and due diigence process, The State should,
thereiora, opan dislogue with the Commonwealth as sary as possinle;

* the State nesds to waork in line with processes alrsady agreed between the Commanwealth
and the States;

= ewisting Commanwealth assistance grograms should be usad as fully as possible by State
agancies, and

* community support for proposals (which requires community consuitation on and
undarstanding of the issues) can ba a powerful scurce of leverage for the State in its
dealings with the Commonwealth.

The State Govemment's establishmeant of a Western Australian Government Office in Canbera
will imprave the State's visibilty to the Federal Government and its ability to engage in dislogue
with the Commanwealth,
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4.10 Demand Management and Infrastructure Provision

Demand management ¢an reduce the demands on exisling infrastructurs and therefore the
need for new infrastructure. In idantifying the best solution to Insufiiclent iInfrastruciure capacity,
demand managament solutions should be considered 25 a waty of using axisting capacity mone
efiiciently, deferring additional capzcity and providing users with pricas that signal the true cost
of infrastructure ssrvice provision, befora supply-sida {new Infrastructurs) salutions ara
examingd.

As Western Australia’s economy and population continues to expand, increased dermand on
existing infrastructure s lsading to congestion and‘or investment In Infrastructure expansions. In
cases such as electnoity, water and roads, demand o infrastructure capacity is driven by the
Ioad at peak timas. Well thought out demand management policies can address cangastion
and dalay costly infrastructure expansian.

Thera is llkely to be an increasing use of dermand managameant strategies in Westermn Australla
aver the next 20 years, with appropriate price signaling baing the preferred approach. The State
Infrastructure Strategy should reflect this. Many other means of demand management can resull
n gelayed infrastructure axpansion, Dut unike officient pricing, thesa do not send price signals
tor optimurm investment in Infrastructurs. Each proposal for demand management must oe
examined on a case-by-case basis to daterming 1 its banafits ars greater than its costs.

In the application of demand management, important guiding principles are that:

* tha benefits of cemand management should excesd its costs. If a supply-side solution can
deliver & greater overall net benefit than demand managemeant {perhaps as a result of
lachnelogical innowvation that reduces the cost of providing services, or demand
management solutions involving significant implementation or adjustmant costs for
consumers), then it shouid be prefemad to demarnid management:

* in tha absance of positive externalities associatad with the use of infrastructure, pricing Tor
infrastructure services shoud signal the full costs of those senvices to consumers,
Brcouraging cptimum investment in infrastructure capacity®; and

* prcing and non-prcing methods are used io effectively reduce demand and promate the
more effective and efficient use of Infrastruciure, allowing Investment to ba deferred,

There are many forms of demand management, In general, dermand management invafves

Lising mora than one form to ensure its effectivensss. Tha combination could be from any of

these forms;

- long run marginal cost pricing;

— pesk period pricing {which includes congestion pricing);

- introducing technology to reduse consumption, possibly combined with incentives for
aedoption;

= oonstraints on use, Inciuding bans with penally costs; and

— promoting changes In customer behaviour,

37 Foresmmple, the Elecircity Natworks Access Code regures alternathvas o nefwark axpansian fsuch as damand management
and locat generation) to be evaluated and mplemented |f o cosl-afectva

38 There may be croumstances whare it is not desirable or feasitée to charge pricis that recover costs fully. For exampis, In some
Cses {pg pubtc transport), iower prices Should be charged to Bncourags CoNBUWTIEE 10 USE 1k Senvce mots, becauss of the
o and envircnmentzl benefis from deing so. Also, far some nfrastructurs servicss that heis the characionstos of public
goodsisich es ha majcety of roads), it 5 curently not cost-allecive 4o charge usars




Long Run Marginal Cost Pricing

While it is possible to build new infrastructure o expand existing Infrastructure to mest growing

dsmand, intraduction of tull cost pricing may result in;

* decreased cansumer demand or a lower rate of growth if demand is sensitive 1o prica, in
which case capacity expansion may not ba nacassary or as urgent; ar

* confirmation that thers is sufficlent demand to justify capacity expansion, if consumption is
nat sensitive ta grice.

Clearer signals by consurmers abaout their demand whan costs are being recoverad help
mirastructure providers invest in Infrastructure more efficiently, Consumers may choose to
miaintain consumption levels in spite of full cost oncing, nwhich case there should be no dalay
in investment in new infrastructure. In this way, full cost pricing achieves efficient investment
rather than simply reducing consumpticn for lts own sake.

The aporopriate full cost pricing methodology can vary for different types of infrastructure,
thiough it can generally be thought of as lorg run marginal cost pricing (LEMGC). For example, as
Ferth's demand for water increases a sedies of increasingly expansive alternative sources are
required. LAMC pricing sets prices on tha basis of tha cost of the next source, thereby testing
the willingness of consumers to pay for this new source, rather than the cheaper curren!
sources. LRMG for water sources is consistent with efficient pricing of the infrastructure and,
depending on the sensithvity of demand ta price, may reduce the rate of consumption growth
and defer expenditura on a new water supply,

Peak Perfod Pricing

Also known as congestion pricing or peak load pricing, pesk period pricing can reduce the cost
of infrastructune services by encouraging consumption to shift from peak to off peak periods,
thereby reducing overall costs and prices. It doss so by adjusting prices during peak periods so
that they rettect the contribution to congestion and Infrastructure expansion costs from peak
pariod consumption. If the effect on dsmand Is fargs enough, the nead to establish greater
infrastructurs capacity and, in some cases, higher running costs to mest peak demand, can be
Cefayad.

A potenlizl application for peak penod pricing is electricity infrastructure. As slectricity cannot be
stored efficiantly, it must be suppled in high valumes during the dally peak periods. As a result,
electncity utilities must have base load generators to deal with the average demand, as well as
generatirs and network capacity 1o mest demand during peak periods. Effective peak peariod
pricing could limit or delay the need for expansion of this extra capacity. Neveriheless, cost
penafit analys's of the implementation is required to determine whether the banefits of peak
paricd pricing cutweigh the associated costs of Instaling smart meters and administering time-
of-uss charging. COAG recently endorsed the phased roll-out of smart meters,




4. Paolicy Issues

Tha same princioles can be applied to roads: In this case road Lssrs would be encouraged o
use different modes of transport, or lass costly routes, to reduce congestion and delay the nead
for new reads. While congestion charging for Wastern Austraiian roads is not beng considerad
in tha short to medium term, it may nead 1o be considered in the longer term if congestion wers
to bEcome a major issue,

Technology and Incentives

The implementation of techniology that reduces consumption, such as water and EnEngy saving
devices, Is another demand management option. Thraugh the use of water or power saving
preducts, overall demand (and also demand in peak periods) can be lessenad, The
imptementation of this technology should os encauraged only when the banafits from saving
waler ar energy are greater than the cost, For example, If the cost of an electricity saving device
iz greater per unit of slecticity saved than the cost af producing an extra unit of electricity, it is
not ecenamically efficient to use the device.

Cine option is 1o allow consumers to install the technology themselves, and for governments to
refy on the pubiic actively seeking out the water or power saving products, Wiile JOVEMMITENLS
mzy provide infarmation that helps consumers search for these praducts, typleally incentives
are needad to encourage the Lptake of such technologies. If aovarnment i to provide such
incentives, the expected benafils of the subssauent uptake of water and power saving
technalogies should outweigh the costs of the incentive. Further analysis is al=o nesded to
detemming the extent to which the adoption of the device is the msult of the Incertiva,

Setling minimum standards or bullding efficiencias s anather means of improwving the adopticn
af devices that are more water or enargy efficlent. Star rated alectrical or water applizncas {such
a5 refrigerators and dishwashers), as wall as minimum air-conditioner gificlency standards, also
heip manage demand. It should be noted howsver, that impesing standards involves a time l=g
while current appllances mach the end of their useful Iifz and consumers raplace them with
maove efficlent goods.

Constraints on Use

A simpler form of managing demand is through restrictions. Bestrictions can be highly effective,
but they require governmeant to ovamide individusl choice. An example of restrictlons Is the
current sprnkier restriction, Following extensive sducational programs, sprinkler restrictions are
generally accepted by ths community, because thers is a fesling that water must be consenved.
There doss not appaar to be community support for restrictions on other infrastructurs services.

Promotion of Changes to Consumer Behaviour

Adverlising cempaigns have often been effective in alerling tha oublic to the nead to lower their
damand. Both the Water Corporation and Western Power have used promictional schemas that
reduced demand when used with other forms of demand management, such as constraints on
use and encouragemeant to use more technologlcally advanced devices. Countries such as MNaw
Zealand and Japan have also used promotion to decrease their short-tem energy usage by 10
par cent and 5 per cant respectivaly.
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Utilisation of urban transport infrastructure could be made more efficiant if Dusinessas wera
enceuraged to [ook al innovative work practices, such as working from home or staggered

warking Rours. Programs such as TravelSmarl can be used lo reduce demand on Perth's road.
systam.

Encouraging and supporting higher density developments in alrsady developed areas can
enabie existing economic and social infrastructure in those areas to be usad mare efficiently
(provided It is not already being used to capacity).

On the ather hand, using promotion for demand managemant has problems:

* pramation needs to be long-running and can be expensive, meaning a cost/benehit anayEis
of this option is required to compare promotion costs to the beneft of the saving; and

* using promotion to reduce demand at peak times of use is not likely to ba affective by itsalf
tue io the task of changing consumer behaviour patterns and threat of information overioad,
Instead, an overall reduction In demand across all parts of the day Is more easlly achieved by
promotion, although examples of targeting specifie tmes are not uncomman, such as in the
Tokyo ensrgy education campaign in 2003,

Regulation of Infrastructure

Cwners of malor infrastructure such as power lines, gas pipalines, ralway lnes, grain storage
and handling facilitiss, seaports and alrports, water faciities and telecommunications networks
have natural monapoly powers becausse it is uneconamis for potential competitors fo duplicate
tha infragtructura, Consegqueantly, they have substantial potential to axploit markat powear, by
restricting access to their senvices and raising prices,

Economic regulation is necessary to protect the interests of thase seeking access o thess
types of infrastructure, Regulation is intended to permit the efficiency berefits fram econgmies
of scale 1o be exploited, while at the same time preventing adverse manopoly behaviour.

The argument for economic regulation is that natural monopolies should ba allowed to persist,

and that the detriments of monopoly can be mitigated effiectively oy controtling the monopolist's

rEVEeNURS, prices or profits, and by controlling the quantity and quality of services that it

provides. The potential detriments of monopoly iInclude:

= higher prices (and hence lowsr investment, employment and output in ralated marksts) than
it there was competition;

= weak incentives to minimise costs or maximize quality;

* underinvestment to reduca supply and raige prices, or over-invastment to deter potential
competitors; and

* waak incentives to encourags innovation and adopt more efficiant technologles or practicas.

Detriments may also arse when a natural manopoly can be exploited to reduce competition in
upstream ar downstream markets, In this case the potential detriments of monopoly can spread
to.activities that should otherwise be compatitive. The detriments of monapoly may also cross
industry boundarias. For example, the explaltation of a monopoly in rail freight can affect the
gificient develapment of the road-freight industry.

=
e
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While thera would 2ppear o be a compeling case for active and prescriptive economic
reguiation of all monopolies, it should be noted that tha extent to which potential detriments of
micnopoly translate into aclusl daetriments s often a matter of conjecturs and can be difficult to
quantiy with reasonable certainty,

in addition, it can be difficult to mitigate monopoly detriments effectively. Economic regulation
typically involves judgments on compiex tachnical and commercial issuss. Good |ludgments
require access o high quality Information and searca analytical and commercial skills. The
raguiated antities can be expected 1o seek ta ratain Information and resources in a way that
promales ther own intarest, As wall, regulators, like other decislon-rmakars, miay be susceptible
lo persuasion by sectoral interests, Finally, regulation can create uncertainty and delays that
undermine the defivary of afficient cutcomes,

In assessing the need for and the appropriate extent of reguiation, market faillura must be
batanced againat regulatory failure to determing the appropriate level of regulation. Thereis a
need to balance the costs of regulation (such as potential disincentives to invest In
infrastructure) against the expectad benefits (for example, bensfits to access seakars and the
wider community].

Therefore, active economic reguiation shouid not always be the option of first resart in the
contrel of monopalies, Whare monopolles exist and there is a compeling case that significant
menopoly detriments would ariss in the absence of regulation, thera is reason to pursue active
sconomic regulation focused on incentives fer menopalies to provide optima! amounts of
autputs from the perspective of the economy as a whots, rather than throwgh the control of
inputs. Where a compelling case for the existense of severs monapoly dathments cannot be
made, it may be more apprognate to promote aporoaches that maximise the scope for
commiercial negotiation between customers and maonopoly senvice providers, and to rely on
arbitration as a fai-back option 7 such commercia)l negotiations fail,

4.11.1 Legislative Basis for Economic Regulation

Fart A of the Commanwealth Trads Practices Act 1974 (TPA) establishes a legal right for third
parties Lo share in the wes of cartain menopoly infrastruciure serices on reasonabls terms and
conditions. This access regime is confined to the senices of major infrastructura facilities that
are unaconomic to duplicats, end where access is nesded to promote competition in anathéar
miarket.

Clause 6 of the Competition Principles Agreemant (CPA) betwaen the Commonwealth, State
and Territory Governments provides the principles for a State ar Temtory access regime to be
an gifective alternative to the Commonwsalth ragime,

Fart IllA of the TPA establishes three pathways for a party to seek access to an essential

Imfrastructura senvice:

= declaration of the service by a relevant Minister, which establishes a right for any party to
riegatiate tarms and conditions of access with the senice provider and to sesk binding
ariitration by the Australizn Competition and Consumer Commission (AC00C), should
negotiations fall. Importantly. declaration of a service does not provide the access seaker
with an autormatic nght to use that service;
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* ceriification by the National Compatition Council (NCC) of the efiectiveniess of a State ar
Territory access regime applicabls to the senice, Cerification providas all parties with
carainty about how access will ba regulated. While this certainty is of benefit to access
seekers, it 13 also crucial for infrastructuns operators, espacially in refation to new invastment:
and

* avoluntary access undertaking (in relation 1o existing or proposed infrastructure) submitted
by the senice provider to the ACCC for approval. The ACCCs acceptance of an
undertaking providas an equivalant outcome to cartification,

4.11.2 Regulalory Coverage in Western Australia

Currenl regulatory srangements in Westemn Australia are as follows:

* the State's Enonomic Regulation Authornity (ERA) reguiates access to natural gas pipelires
and, in the casa of lectricity, the South West Interconnscled Systerm. The Stata has in place
cerified aocess regimas for natural gas pipetines (the Mationa! Third Party Access Caode far

Natural Gas Fipeiing Systems) and etectricity networks (the Blectrdzity Networks Accoss
Code 2004);

* the ERA reguiates all standard and narrow gauge rail track and associated infrastructure
west of Kalgoarlie, comprising 5,000 route kilsmatres of track In the south-west of Wastam
Australia, pursuant to the Aalway (Access) Act (the Act) and Raliways {Access) Coda (the
Ceds), which specifies the access regime applied by the ERA.

Az a condition of the Ratway and FPort (The Fibara Infrastruciure Pry Lt Agreement Act
[the State Agresment with Fortescus Metals Group Ltd (FMGJ, the Act and Coda also cover
the FMG raibway, which is yet to be bullt, in the Pilbars, Privately operated rafways run by
BHP Billiton and Rio Tinto under Pilbara iron ore State Agreements are not coverad by the
Wastern Australian access regima.

The track east of Kalgoarlie, which is owned by the Australian Rall Track Carporation, |s
governed by an access undertaking with the ACCC, rather than by the Westarmn Austratian
reqims;

* waler is ragulated by the ERA, the Department of Water (DoW), the Department of
Enviranment and Conservation (DEC), and the Heslth Department. The DoW is responsible
for protecting and managing the State's water rasourcas, including managing the licensing
syslem for water scurce allocation. The ERA licences and momitors walsr sanice provision,
The DEC regulates the discharge of treated wastewatgr into the environmest. The Health
Department advises the ERA on the appropriate haalth standards for drinking water supplied
oy the sanvice providers;

* pirts are not subject to regulation by an independent entity such as the ERA (unlike in some
ather States), The reason for this is not clear, given that indnidual ports may hava local
natural monopoly characteristics. Poris are currently sublect to some dagree of light-handad
regulation, in thal proposed pricing arangements are approved annually by the Minister and
tha Treasurar; and

= grain handing facilities, which in Wastern Australia are owned by Cooperative Bulk Handling
(ZEH), are not reguiated. CBH's wholly-owned grain trading subsidiary, Grain Paal Pty Lid
(GPPL), hoids the Main Export Licence for bulk export of carizin grains. Since Spacial Expart
Licences were granted in 2003 to Indepandeant grain traders who compete with GPFL,
unregulated access to CBH's infrastructura iz beginning to represent a bottlenstk to axport,
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I'ma characteristics of the current regimes for independent infrastructure regulation include:

* prices for access or limits on prices ara set by the relevant reguiator;

= allinlerested parties are awars of the current maethods for satting of prices, Secause the
regulator makes decisions based on observable data sources:

* senvice conditions are also agreed as part of the access arrangemanis;

* the regulatory processes allow interested parties to put forward their visws and be
chaliengad by others, providing maximum access to information:

= the regulator uses a stabls set of dedision oriteria so that changes Lo regulatory
arrangements ae made in a prediciable manner: and

* reguiatory frameworks provide guidelines for resolving access issuss linciuding scope for
commercial negotiation and recourse to independent dispute resalution).

A concern of infrastructure providers is the potential for infrastructure imvestmeant decisions to
08 impacted adversely by slow regulatory decision making processes. Evary sfforl must ba
made to ensure that regulatory decisions are made in a timely manner, (o avaid unreasonatls
delays in infrastructure provision that may constrain economic growth in the State.

4.11.3 Alternative Lighter-Handed Regulation

There appears to be a perception within infrastructure industry sectors that investmeant
decisions are belng affected adversely by complex and slow regulatory decision making
processes uncer both Federal and Stats jurisdictions, particutary when full economic regulatian
= being applied. Furthermare, when decisions on penmissible rates of raturn are made by
regulators, infrastruciure owners have claimed that they ame too low to encourage optimal levels
of infrastructure provision,

Lighter-handed forms of infrastructure regulation, such as price montoring and access
monitanng, are an alternative to full economic regulation and may be adequate whare the
Infrastructure owner is riot in a position, or deciines, to exarcise market power. This has tha
petential lo significantly raduce the regulatary burden on infrastructurs owners who seek o act
In & pro-competitive manner and to encourage areater infrastructure imvestmant on their part as
aresult. Full econormic regulation (in the form of access regimes and price regulation) should
continue to apply where there Is evidence of, or legitimate concems about, the potential to
exarcisae market power,

The thraat of reversion ta full price reguiation should remain if orice ficnitaring is practissd as
this could avoid tha nead for more intrusive regulation,

In February 2006, the COAG agreed that the introduction of price monitaring for services
previded by significant infrastructure faciities should be considerad as a first step before
engaging in full price reguiation, or whan scaling back from mors intrusive reguiation,

In wiew of the current unreguistad status of Western Australian ports and grain handling, there
may be scope for thesa infrastructurs lacilities to be subjested 1o light-handed independant
regulation, if anly to increase price transparency and confirm that efficlent outcomes are palng
achigved, The COAG agreed that while terms and condilions for access to infrastructure should
be agreed commarsially in the first instance, each jurisdiction would raview the reguiation of
ports and port authority, handling and storage facllitias to ensure consistency with principlas
esiablished by the COAG.

L —
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Idzally, the provision of increasad infrastructure capacily in Western Australia over the next

20 years will lead to a diminution of natural monopolies and, as a Congsguence, greater
competition within Infrastructure sectors. This should reduce the need for full econamic
mgulation and foster a trend towards light-handad regulation or rio reguiation at all, if warranted
by the circumstances,

However, if natural monopolies becoma entrenchad further, the case for full economic regulation
of these infrastructurs faciitiss wil remaln strang.

Development of the Strategy showd be undertaken assuming that reguiation of infrastructure
will be applied in a manner that results in efficient investment decisions, with no distortion of the
timing or scope of Infrastructura projects.
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Appendices

Membership of the Reference Group

Brian Hawitt — Chamber of Commearce and Industry W [Chalrman)
Mal Bryce -~ WA ICT Industry Development Forum

Ron Buckey - Tourism Council of Westarmn Australia

John Dastiik - Housing Industry Association

Panny Flatt - Brightwater Care Group Australia

Gavan Forster - Master Buildars Assoclation of Western Australia
lan Gay — Qantas

Ross Hardwick — Western Australlan Farmers Federation

lan King — Geraldton Part Autharity

Mick Lilley ~ Macguarie Bank

John Langoulant — Chamier of Commearce and Inclustry WA

Joe Lenzo - Property Councll of Australia

Gavin Maisey - Roval Automobile Club af WA

Tim Marney — Departmen of Treasury and Finance

Travis McAuliffe — KFMG

Bill Mitchell - WA Local Government Assaciation

Ehil Mitchell - Rio Tinto Iran Ore

Fatrick C"Connor — St George Capital

John Phillips = Enginesrs Australia (Wa Division)

Kitty Prodonovich — Regionsl Chambere of Commercs and Inclustry
Bill Reid — Alcoa World Aluming

Dave Robinson - UnionsWa,

Alan Rabson - Univarsity of Western Australia

Justin Scotchbrook — Alinta

Tim Shanahan = Chamber of Minerals and Energy WA

Membership of the Working Group

Department of Treasury and Finance (Chair)

Departmant of the Attarmey General

Pepartment of Education and Training

Depgariment of Housing and Works

Department of Industry and Resources

Department of Local Government and Regional Davalopment
Department for Planning and infrastructure

Department of the Premier and Cabinet
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Health Dapartment of Western Australa
Horizon Pawer

LandCaom

Main Roads Wastern Australia

Public Transport Autharity

Water Corporation

Waslarn Australian Planning Commission
Western Australian Palice Service
Western Power

5.8 List of Acronyms

ACCO Austrafian Competition and Consumer Cormmission
AMG Australian Marine Complax

ARTC Australian Bal Track Gorooration

BOO Build, Own and Cperate

BOOT Build, Own, Operate and Transfer
CGC Commonwealth Grants Commissian
CiP Capital Investmarnt Plan

COAG Counci! of Australian Govermments
CPA Compatition Principles Agresment
OTF Department of Treasury and Finance
DOFA, Departrment of Finance and Administration
ERA Econarmic Regulation Autharity

ERC Expenditure Review Committes

FaG Financial Assistanca Grant

GOP Gross Domestic Product

GEP Gross State Product

GST Goods and Services Tax

HFE Horizontal Fisca! Equaisstion

ICC Infrastructure Coordinating Committes
LEMC Long Bun Marginal Cost

NCC Mational Compatition Counci

NCR Mational Compatition Policy

FOF Project Dafinition Plan

FPP Pugiic Private Partnership

SAM Strategic Assst Management

SME Small to Medium Enterprize

SPP Specific Purposs Payment

TEA Trade Practicas Act

VFI Vertical Fiscal Imbalance

WaPs Western Australian Planning Commission
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