Treasurer and minister for 
state development

Overview

	Agency
	Budget
2001-02
$m
	Budget
2002-03
$m
	Variation
%

	Treasury
	
	
	

	Total Expenses 

	458.0
	    427.7
	-6.6

	Asset Acquisitions 

	9.1
	10.1
	11.2

	Crown Finance Entity
	
	
	

	Total Expenses 

	3,381.9
	3,873.9
	14.5

	Asset Acquisitions 

	…
	…
	…

	Crown Leaseholds Entity
	
	
	

	Total Expenses 

	3.6
	5.8
	61.5

	Asset Acquisitions 

	…
	…
	…

	Olympic Co-ordination Authority
	
	
	

	Total Expenses

	89.0
	…
	-100.0

	Asset Acquisition

	…
	…
	…

	Sydney Olympic Park Authority
	
	
	

	Total Expenses 

	81.9
	88.6
	8.2

	Asset Acquisitions 

	32.0
	18.1
	-43.2

	Department of State and Regional Development
	
	
	

	Total Expenses 

	98.6
	102.6
	4.1

	Asset Acquisitions 

	1.1
	0.7
	-32.5

	New South Wales Insurance Ministerial Corporation
	
	
	

	Total Expenses 

	913.9
	1,070.3
	17.1

	Asset Acquisitions 

	…
	…
	…

	Liability Management Fund Ministerial Corporation (a)
	
	
	

	Total Expenses 

	…
	…
	…

	Asset Acquisitions 

	…
	…
	…

	Electricity Tariff Equalisation Ministerial Corporation
	
	
	

	Total Expenses 

	0.1
	0.2
	128.6

	Asset Acquisitions 

	…
	…
	…


(a) The Corporation will incur administrative expenses during the year, but at this stage the amount has not been determined pending enactment of legislation to establish the Corporation.

	Agency
	Budget
2001-02
$m
	Budget
2002-03
$m
	Variation
%

	Crown Property Portfolio
	
	
	

	Total Expenses 

	149.9
	269.7
	79.8 

	Asset Acquisitions 

	5.0
	13.9
	178.7

	Advance to the Treasurer
	
	
	

	Total Expenses

	250.0
	250.0
	…

	Asset Acquisitions

	40.0
	40.0
	…

	Total, Treasurer and Minister for State Development
	
	
	

	Total Expenses 

	5,427.1
	6,088.8
	12.2

	Asset Acquisitions 

	87.2
	82.8
	- 4.8


TREASURY

Treasury consists of the Office of Financial Management (OFM) and the Office of State Revenue (OSR).  OFM serves the Treasurer and the Government by providing economic advice and advising on, and accounting for, the overall management of the State’s finances.  OSR administers and collects taxes, implements legislation relating to State revenue, makes the payment of various grants, subsidies, and rebates, and collects various outstanding State debts.

Expenditure Trends and Recent Developments
Treasury applies various strategies to ensure State financial and economic management outcomes.  The strategies and achievements that have contributed to their implementation are outlined below.

Office of Financial Management

State Fiscal Strategy

· The Fiscal Strategy provided the framework for the implementation of the State’s 2001-02 Budget and the development of the Budget for 2002-03.

· OFM is working with other central and line agencies towards achieving productivity offsets required in coming years under public sector wage agreements.  A central agencies’ task force, including OFM representation, was established to ensure this element of the State’s Fiscal Strategy is achieved.

· OFM advised the Government on the establishment of a special independent review to examine the methods used by the Commonwealth Grants Commission to distribute funds to the states.  The independent reviewers are to report back by the end of May 2002.

Financial Management Framework

· In preparation for more general application, Service and Resource Allocation Agreements (SRAAs) were negotiated with major agencies and used in the process of determining State Budget allocations to agencies in 2002-03.  SRAAs are an important element in further development of a robust Financial Management Framework for the general government sector.

Commercial Policy Framework

· OFM successfully managed the sale of FreightCorp in conjunction with the sale of the National Rail Corporation.  The sale was completed in February 2002.

· Capital structure policy for Government businesses, a key element of the Commercial Policy Framework, was reviewed and updated.

Microeconomic Reform

· Working with Government policy for the participation of the private sector in the financing of public infrastructure was developed and released by the Government and a new Branch was established within OFM to advise and coordinate proposals.

· OFM is co-ordinating the electricity reforms within New South Wales, resulting in restructure of the energy sector to create more effective and competitive businesses.  Corporatisation of the Snowy Mountains 
Hydro-Electricity Authority is expected to be complete by 30 June 2002.

· The final phase of Full Retail Contestability for electricity, extending competition to general households, was successfully implemented in 
January 2002 and marked a key milestone in the ongoing reform of the energy sector.

· On 1 January 2001, the Electricity Tariff Equalisation Ministerial Corporation was established to manage electricity purchase cost risk for those Government retailers that are required to offer regulated retail tariffs to small retail customers.

State Balance Sheet Management

· During the year major credit rating agencies, Moody’s and Standard and Poor’s, both confirmed New South Wales AAA credit rating.  
This reflected the effectiveness of the Fiscal Strategy, the soundness of the State’s balance sheet, and debt and liabilities management practices.

· The Liability Management Ministerial Corporation is being set-up to control the Liability Management Fund.  The Fund will accumulate financial assets in order to improve the financial management of the general government sector balance sheet.

Office of State Revenue

· OSR has expanded its services in many areas and now administers the First Home Owner Grant Scheme, First Home Plus, Grain Freight Rebate and the Petroleum Subsidy Scheme. 

· From 2 April 2002, the State Debt Recovery Office (SDRO) became a division of the Office of State Revenue.  SDRO currently has approximately 132 staff located in Sydney, with a planned relocation to an office in Lithgow by 2004. 
· From February 2002, OSR began to actively identify and advise new land tax clients of their potential land tax liability.  This program is part of the Government's response to the recommendations of the Walton Report. 

Strategic Directions

Office of Financial Management

OFM will continue to apply its corporate strategies during 2002-03 and emphasise the following initiatives:

· pursuit of a fairer share of Commonwealth funding;

· strengthen its ability to advise Government on GST policy issues, implement changes to liability management arrangements arising from the five yearly review of the State Superannuation Act and arrange a new contract for management of the Treasury Banking System; and

· review administration of the public trading enterprise monitoring policy to strengthen application of the commercial policy framework.

Office of State Revenue

OSR has four fundamental spheres of activity where efforts will be concentrated:

· Stronger Revenue Base: providing the Government with a better platform to manage the State’s revenue and to plan for the provision of services. 

· Powerful Systems and Processes:  promoting the use of technology to improve the quality and speed of service delivery.  Technology will also enable the organisation to streamline its business processes and be more responsive to client needs.

· Skilled and Committed People:  actively recruit and employ highly qualified individuals, reflecting the diverse nature of the community, and provide the tools, systems and information to enable these people to effectively perform their duties. 

· Expanded Revenue Services:  effectively market and promote the full range of services OSR provides to the community. 
2002-03 Budget

Total Expenses

Treasury’s estimated total expenses in 2002-03 are $428 million, including 
First Home Owner Grant payments estimated at $302 million.  When the 
First Home Buyer grants are excluded, the balance of Treasury’s expenses are increasing by 2.5 percent over the amount spent in 2001-02.

Asset Acquisitions

Office of Financial Management

For 2002‑03, $353,000 has been allocated for OFM’s computer and related equipment replacement program.  In addition, $231,000 has been provided to OFM to enable the upgrade of the computer operating system in the 
Governor Macquarie Tower.

Office of State Revenue

OSR’s 2002‑03 asset acquisitions program has funding of $9.6 million.  
This funding will be used to:

· enhance existing e-programs to support self assessing taxpayers in response to client demand and Government policy to make all appropriate services available electronically;

· improve the data quality and functionality of the Land Tax system, which will increase the number of assessments issued automatically and identify potential defaulting taxpayers; and

· continue the enhancement of the RECOUPS system to ensure information is efficiently generated, contributing to OSR's capacity to improve service delivery and effectiveness in its revenue administration responsibilities.

Crown FINANCE entity

Crown Finance is responsible for service-wide assets, liabilities and their related transactions for which individual agencies are not directly accountable.  The major components relate to the employer’s contributions to First State and Pooled Fund superannuation schemes and long service leave payments on behalf of general government budget dependent agencies, interest payments on government debt to New South Wales Treasury Corporation and the Commonwealth, and the payment of interest on bank balances held by general government agencies that are members of the Treasury Banking System.

In addition, the State is required by the Commonwealth to contribute to the administration of the GST.  Other payments include State Bank post sale management costs, refunds and remissions of Crown revenue, natural disasters assistance, contributions to the Treasury Managed Fund, debt and investment management costs, and operating subsidies to Australian Inland Energy Water Infrastructure, Hunter Water Corporation and Sydney Water Corporation.

Expenditure Trends and Recent Developments

For detailed commentary on asset and liability management refer to Chapter 4 in Budget Paper No. 2.

2002-03 Budget

Total Expenses

Estimated total expenses in 2002‑03 are $3,873.9 million, with the major components being:

· $2,042 million on behalf of general government budget dependent agencies employer superannuation expenses and associated payroll tax.  This cost compares to a forecast expense of $2,277.8 million in 2001-02;

· $673.7 million for interest expenses on existing debt held with 
New South Wales Treasury Corporation, the Commonwealth and other organisations.  This is a 21.4 percent decrease on forecast 2001‑02 expenses, reflecting savings generated from the maturity of long term debt being refinanced in a lower interest rate environment, reduced losses on debt management and a lower level of debt associated with ongoing debt retirements.  The increase in the 2001-02 revised expense is due to costs associated with retirement of high coupon loans during 2001-02;

· $40 million grant to the Transport Accident Compensation Fund, as a replacement for third party motor vehicle registration levy concessions granted in 1998-99, ($45 million in 2001-02);

· $251 million for long service leave expenses of general government budget dependent employees; 

· $187.9 million reimbursement to the Australian Taxation Office for 
GST administration and related payments;

· $38.7 million for petroleum products to subsidise on-road use near the Queensland border and $7 million to subsidise the sale of low alcohol beer in New South Wales;

· $15 million to be invested in projects with the aim of increasing the flow of water in the Snowy River;

· $20 million for voluntary redundancy costs within the public sector generally;

· $14.8 million for State Bank post sale costs; and

· $16 million provision for natural disaster grants.

Total Retained Revenue

Estimated total retained revenue in 2002‑03 is $218.2 million, with the major components being:

· $82 million interest on Crown advances to public sector agencies;

· $73 million interest on Treasury Banking System funds held in Treasury Corporation hour glass facility;

· $37 million in contributions for superannuation and long service leave; and

· $5.7 million sale proceeds of land.

Crown Leaseholds Entity

The Crown Leaseholds Entity was previously incorporated within the 
Crown Finance Entity, and is administered by the Department of Land and Water Conservation under the Crown Lands Act 1989.
The Crown Leaseholds Entity collects annual instalments relating to the purchase of Crown Land and generates revenue from leases, licences and permissive occupancies of Crown Land.

Total cash transfers to the Consolidated Fund for 2002-03 of $40.8 million are estimated to remain the same as the 2001-02 budgeted amount of 
$40.6 million. The 2001-02 projection was down by 5 percent to $38.7 million.  This reduction is due to higher expenses and lower investment income. 

The investment income is down from the 2001-02 Budget amount of 
$5.4 million to $4.1 million in 2002-03.  This reduction is due to lower interest revenue associated with late payments.  The operating expense has increased from $3.6 million in 2001-02 to $5.8 million in 2002-03 due to increased waivers and rebates associated with lease payments.

OLYMPIC CO-ORDINation authority

The Olympic Co-ordination Authority (OCA) had responsibility for implementing strategies for the planning, re-development and management of the Homebush Bay area and for the delivery of new sporting and recreational facilities and venues used during the 2000 Olympic and Paralympic Games.

Expenditure Trends and Recent Developments

A bill has been introduced to Parliament to affect the wind up and dissolution of the Olympic Co-ordination Authority, repeal related legislation and transfer the remaining assets, liabilities and obligations to appropriate entities.  
The authority is expected to be wound up on 30 June 2002.

During 2001-02 the focus of activity and expenditure was the finalisation of 
2000 Games contractual arrangements.  A final report on the Games was also prepared and published.

SYDNEY OLYMPIC PARK AUTHORITY 

The Sydney Olympic Park Authority (SOPA) was established under the 
Sydney Olympic Park Authority Act, 2001 to manage the long-term future of 
Sydney Olympic Park and commenced operations from 1 July 2001.  
The Authority is managed by a Board appointed by the Minister.

SOPA is responsible, among other things, for the management and orderly economic development and use of Sydney Olympic Park and for the promotion and co-ordination of sporting, educational, recreational, cultural, commercial and tourist activities.

Expenditure Trends and Recent Developments

SOPA has taken over the previous responsibilities of the Olympic 
Co-ordination Authority (OCA) in respect of Sydney Olympic Park.  
All Government owned lands within that precinct have been vested in SOPA including Bicentennial Park and the State Sports Centre. 

Strategic Directions

The proposed future development of Sydney Olympic Park is the key to its long‑term viability. SOPA has as a long term objective to be able to pay commercial dividends back to Government. 

Initiatives relating to the fostering of further developments on sites which are currently owned by SOPA is a key strategy in achieving financial self‑sufficiency.  SOPA has a development strategy which has, as one of its objectives, the creation of a vibrant and busy urban core.

These development sites are currently the subject of a Post Olympics Master Plan which will see the site transferred into its new role.  A marketing strategy has been devised to promote Sydney Olympic Park widely.  It incorporates entertainment and festival programs and adequate provision of public transport to ensure ongoing use and financial viability of the precinct. Ongoing viability will depend heavily on achieving a critical mass of permanent residents and visitations at Sydney Olympic Park.  The marketing strategy and the strategy to develop vacant sites under the Master Plan will be complementary in achieving higher levels of sustainable activity. 

Key strategies include:

· preservation of natural and cultural heritage;

· restoration and every day use of heritage facilities in the Millennium Parklands;

· promotion and marketing of the site particularly in the form of developing a program of special community events and festivals;

· ongoing development of the site in accordance with the Master Plan;

· commercial development inviting private industry participation of the site particularly in the core areas; and

· development of regional bus transport routes to service and promote use of the site.

2002-03 Budget

Total Expenses

Total operating expenses in 2002-03 are estimated at $88.6 million.  This is offset by revenue of $86 million, which includes non-cash revenue in recognition that the State will eventually own Stadium Australia.

Expenses include:

· the maintenance, security and operation of facilities at Sydney Olympic Park and surrounding parklands;

· supporting the infrastructure and remediation works at Homebush Bay;

· marketing and customer services including the staging of festivals and events;

· ongoing planning and development of the site;

· property and asset management including maintenance of building and structures and provision of public utilities;

· advising on commercial development, negotiating commercial arrangements and managing the business activities of SOPA; and

· promotion of Homebush Bay as a location for investment, visitation and the conduct of business.

Asset Acquisitions

The Authority's asset acquisition program of $18.1 million provides for:

· $13 million to finish decommissioning Olympic sites, repositioning of the cauldron and reconfiguration of the Stadium for its long term use;

· $2 million for the restoration and refurbishment of Heritage structures, refurbishment of a wharf and waterfront, and the provision of site amenities in the Millennium Parklands (including Bicentennial Park); 

· $0.4 million for the ongoing development of the Master Plan for Homebush Bay; and

· $2 million for screens and signage to facilitate the movement and control of traffic and pedestrians and the promotion and support of major events.

department of state and regional Development

The Department of State and Regional Development’s aim is to advance the economic development of, and bring new business to New South Wales.

Expenditure Trends and Recent Developments

During 2001‑02, the Department assisted major investment projects across 
New South Wales with an estimated investment value of $1,087 million and employment impact of over 6,680 jobs.  

Innovative and extensive programs were undertaken:

· The Australian Technology Showcase (ATS), which promotes innovative and technology oriented Australian businesses.  308 New South Wales companies involved in the ATS have increased exports by $153 million, lifted domestic sales by $18 million and secured an extra $117 million from equity investors. 

· The extensive post-Olympic business development program was maintained.  Six hundred businesses attended seminars promoting opportunities in Athens 2004, Beijing 2008 and other international bid cities. A trade mission of 30 organisations visited Shanghai and Beijing in April 2002.

· The Department supported New South Wales bidders for Major National Research Facility opportunities.  A co-ordinated bid by NSW institutions secured $200 million of investment.

· The Department’s main website (www.business.nsw.gov.au) was upgraded to provide a wider range of information for international and domestic business.

· With Tourism New South Wales, the Department provided seminars and learning networks for tourism businesses in 18 regional 
(over 680 participants) and 14 metropolitan (500 participants) locations.

· Small and medium business programs were adapted to take into emerging business sectors, including the creative media industry, home-based industries, Aboriginal enterprises and biotechnology companies.  
To recognise the contribution and challenges facing owner-operated businesses, the month of May was nominated as Small Business Month and approximately 400 events were held to promote small business skills and market development.

· Regional business development initiatives included piloting of a Regional Film Tour (to the Hunter and Broken Hill with 8 production companies),  salinity business development activities (4 regional workshops involving 
250 delegates and 2 technology demonstration days in Dubbo and Wagga Wagga) and ‘travelling expert’ business seminars (over 1,300 attendees at 
28 events).

· Investment projects facilitated in regional New South Wales include an upgrade by Electrolux Home Products at Orange, expansion of Aspect North’s digital mapping facility at Lismore and establishment by 
Proven Products of a shock absorber factory at Albury.  Investments facilitated for Sydney include the Asia Pacific data centre for Johnson and Johnson, an electronics manufacturing facility for Sanmina-SCI, and the expansion by ResMed at a new site in the Norwest Business Park.

Variations between 2001-02 budgeted and revised expenditure for grants and subsidies items reflect changes in the timing of claims for payment and do not represent any change in the Government’s overall funding commitment for these projects.

Strategic Directions

The Department’s activities are encompassed in four strategies.  These are:

· promoting investment;

· boosting exports;

· encouraging innovation; and

· improving the State’s business climate.

The Department fulfils these objectives by providing business information; marketing regional and metropolitan New South Wales as an investment location; providing limited financial assistance; developing enterprises; promoting exports; and co-ordinating public sector exports.  The Department also promotes innovation and acts as an advocate for business within government, and explains and implements government policies applying to industry.  

2002-03 Budget

Total Expenses

The Department’s estimated total expenses for 2002‑03 are $102.6 million.  

During 2002‑03 the Department’s initiatives will include:

· BioBusiness programs will be implemented under the BioFirst strategy to support the growth and international success of biotechnology businesses in New South Wales.

· Regional Development assistance will support a range of programs specifically directed at fostering business and economic growth in regional New South Wales, including the Regional Business Development Scheme, Regional Economic Transition Scheme and Country Lifestyles Program.

· A Regional Business Investment Tour, the 7th under this initiative 
(6 tours already have visited 20 destinations involving 85 executives of multiplier agencies and 79 regional organisations), the Community Economic Development Conference (which attracts up to 200 delegates to regional locations each year) and calls for applications for assistance under the next round of the Townlife Development Program.

· Aboriginal business development will be enhanced to implement the Budyari Ngalaya program, including the engagement of Aboriginal business development managers and the establishment of partnerships between Aboriginal enterprises and the corporate sector.

· Network formation assistance will be expanded with the establishment of three network groups designed to reach 100 new small to medium companies identified as having potential for high growth and export sales to enable them to be more competitive in winning larger contracts in both domestic and overseas markets.

Asset Acquisition Program

The Department’s asset acquisition program for 2002‑03 includes 
$0.73 million for computer upgrades, essential building works and the replacement of plant and equipment.

New south wales insurance ministerial corporation

The Insurance Ministerial Corporation (IMC) was created in 1992 to accept the assets, liabilities, rights and obligations of government insurance activities.  


The activities are:

· the Treasury Managed Fund, which provides cover for all insurance exposures faced by budget dependent agencies (other than compulsory third party insurance); and

· the management of liabilities from a number of closed schemes.  
The closed schemes are the Governmental Workers’ Compensation Account, the Transport Accidents Compensation Fund and the 
Pre-Managed Fund Reserve.

These activities are currently managed under contract by GIO General Limited.

Expenditure Trends and Recent Developments

The Treasury Managed Fund (TMF) is to receive a grant of $800 million as part of the Government’s strategy to fully fund general government insurance liabilities.  This will fully fund the TMF in 2002 and result in all general government insurance liabilities being fully funded by June 2006.

In September 2001 the Auditor-General reported to Parliament on the collapse of HIH Insurance.  The Auditor-General noted that agencies covered outside of the TMF had incurred an estimated $30 million exposure through the HIH collapse.  A key recommendation of this report was:

“The current structure of the Treasury Managed Fund should be reviewed to determine whether it is beneficial to include all non-budget dependant agencies under the cover provided”.

Treasury is currently conducting this review.  Any new arrangements will be implemented during 2002-03.

The New South Wales Government moved in December 2001 to address concerns of rising costs for doctors medical negligence insurance costs.  
The Government announced that it would cover the liability of all visiting medical officers (VMOs) treating public patients in New South Wales public hospitals.  The financial impact of this decision is subject to an actuarial assessment but has been impacted by the collapse of medical liability insurer, United Medical Protection.

Strategic Directions

A greater emphasis has been placed on reducing claim costs in the Treasury Managed Fund by promoting better risk management and claims management practices.

The contract for management of the Treasury Managed Fund was, and will continue to be, subject to competitive tender. GIO General Ltd was successful in securing a three year tenure from 1 July 2000 with an option at the Government’s discretion for a further extension of two years.

2002-03 Budget

The estimated operating surplus of $122.2 million for 2002-03 compares with a forecast surplus of $522.2 million in 2001-02.

The 2001-02 result includes a grant from the Crown of $800 million.  
The grant will affect premium shortfalls that occurred following changes to workers compensation benefits in 1991 and the effects that followed those changes.

The grant will also offset premium shortfalls experienced in more recent years because of increases in the costs of public liability claims.  The increases occurred for two reasons.  Firstly, because of an increase in the number of large claims which led to a general increase in the actuarial valuation of outstanding liability claims, and secondly, because of an unexpected increase in the number of liability claims lodged after introduction of the Health Care Liability Act.

The grant to be made in 2001-02 will place the TMF in a fully funded position where assets are sufficient to meet the actuarially assessed value of all liabilities.

More information on the management of insurance claims is in Chapter 4 of Budget Paper No. 2.

liability management ministerial corporation

Establishment of the Liability Management Ministerial Corporation is proposed in a bill cognate with the Appropriation Bill 2002.

The Liability Management Ministerial Corporation will control the Liability Management Fund, which is being established to accumulate financial assets in order to improve the financial management of the general government sector’s balance sheet. 

The accumulation of financial assets in an investment fund will help to minimise the cost of servicing superannuation by providing flexibility in the timing of superannuation contributions to the public sector defined benefit fund.  The legislation establishing the Liability Management Fund provides that the balance in the Fund can initially only be used to meet superannuation liabilities.  In the case where unfunded liabilities are extinguished, the balance can be applied to debt.

Expenditure Trends and Recent Developments

Annual contributions of $929 million in 2002-03, indexed by 2.5 percent 
per annum in subsequent years, to be received by the Ministerial Corporation, will be invested in financial assets so that net superannuation liabilities can eventually be eliminated.  

Strategic Directions

The target date for fully funding superannuation liabilities is 2030. 

2002-03 Budget

Total Expenses

No operating expenses have been budgeted, pending enactment of the legislation to establish the Ministerial Corporation. Establishment and operating expenses will be deducted from the annual contribution.

Asset Acquisitions

The purpose of the investment fund is to acquire financial assets. 
The Ministerial Corporation will not acquire non-financial assets.  

electricity tariff equalisation ministerial corporation

The Electricity Tariff Equalisation Ministerial Corporation commenced administration of the Electricity Tariff Equalisation Fund (ETEF) on 
1 January 2001.  The Fund is designed to manage wholesale electricity pool purchase cost risk for those standard government owned retail suppliers that are required to supply electricity to small retail customers at tariffs determined by the Independent Pricing and Regulatory Tribunal (IPART).

Small retail customers are those residential and small business customers consuming less than 160 MWh per annum who have not elected to enter into a negotiated supply contract.  There are four standard retail suppliers in 
New South Wales – EnergyAustralia, Integral Energy, Country Energy and Australian Inland Energy Water Infrastructure.

Standard retail suppliers are required to pay money into the Fund when wholesale prices are lower than the energy cost component they charge customers buying their power under regulated tariffs.  When wholesale prices are higher than the energy cost component in the regulated tariff, the ETEF makes payments to the standard retail suppliers from the Fund to ensure they earn a regulated return. 

In this way, the Fund is able to smooth out the volatility in wholesale prices for those government retailers that are required to sell at regulated tariffs.  At the same time, the Fund ensures that the standard retail suppliers do not face a commercial advantage or disadvantage because they supply regulated customers. 

In the event there is a sustained rise in pool prices and there are insufficient funds, New South Wales state-owned electricity generators are well placed to ‘top-up’ the ETEF as they have benefited from the high wholesale prices that caused the Fund to be depleted.  Generator payments to the Fund are repaid to generators whenever standard retail suppliers make a payment into the Fund.  
The involvement of generators ensures that the Fund can never be in deficit. 

Expenditure Trends and Recent Developments

Standard retail suppliers and state-owned generators make payments into the Fund and receive payments from the Fund in accordance with the payment rules established by legislation.  The direction and level of payments is dependent on movements in average wholesale electricity prices.

In the first six months of the Fund, 1 January to 30 June 2001, retailer payments into the Fund almost matched ETEF payments to the retailers.  
State-owned generators made a net contribution to the Fund of $5 million in this period.  All generator payments were repaid in full in July 2001 when funds became available through retailer contributions to the Fund. 

The wholesale price of electricity has fallen from about $43 MWh in the period 
1 January 2001 to 30 June 2001 to about $29 MWh in 2001-02.  The net balance of the Fund for 2001-02 is forecast at approximately $270 million reflecting the relatively low average wholesale prices throughout 2001-02.  During periods of future high pool prices, the ETEF reserve will be called upon to make payments to standard retailers. 

While for accounting reasons the 2001-02 ETEF year end balance is treated as revenue, in practice it will be managed as a separate fund so in future it can be called upon in periods of high prices.

Strategic Directions

The ETEF arrangement is designed to offer price protection for small retail customers on regulated arrangements by managing the purchase risk of standard retail suppliers.  Volatility in wholesale electricity prices during the first 18 months of the Fund’s operation demonstrates the effectiveness of this risk management mechanism. 

IPART has undertaken a mid-term review of retail tariffs to determine regulated tariffs to apply for the two years from 1 July 2002.  The IPART determination will in effect set the regulated energy allowance that the Fund Administrator will use to calculate payment amounts. 

The Treasurer will continue to request regular audits by IPART of the data provided to the Fund Administrator from standard retail suppliers to ensure the accuracy of payment calculations.

2002-03 Budget

The Fund is an equalisation mechanism in that surpluses resulting from low prices in one period are paid out in future periods to offset higher prices.  The regulated energy allowance set by IPART, which is based on the long run generation costs, provides perhaps the best guide for the most likely long term trend in the wholesale purchase costs for standard retail suppliers.  On this basis, the Fund has not been forecast to accrue further net reserves in 2002-03.

CROWN PROPERTY PORTFOLIO

The Crown Property Portfolio (CPP) mainly comprises New South Wales Government owned and leased multi-occupied office buildings located throughout New South Wales.  The Portfolio also contains a diverse range of non-office properties that are outside the core activities of other agencies and/or have entered the Portfolio as a result of a strategic decision to restructure particular agencies.

The Department of Public Works and Services manages the Portfolio on an agency basis under a management agreement with the New South Wales Treasury, and is responsible for the collection of rents and other associated activities.  Day-to-day property management of the office buildings is contracted to a private sector agent.

Expenditure Trends and Recent Developments

Expenditure is mainly incurred on office building head lease payments and finance lease interest payments.

The transfers of properties and disposal of assets significantly impacts on gross revenue.  The Museum of Contemporary Art’s building was transferred to the Sydney Harbour Foreshore Authority in 2001-02.

Another regional office building is to be added to the Portfolio with construction to commence in 2002-03 in Lithgow to house the State Debt Recovery Office.  Construction of the office building to accommodate the relocation of the Department of Local Government to Nowra commenced in 2001-02.

Strategic Directions

The Portfolio’s strategic focus centres on effectively managing the Crown’s assets so as to optimise their value and maintain their operational utility.  
This will be achieved by:

· using the Portfolio’s purchasing and negotiating power to secure improved lease rentals and terms for government agency accommodation;

· measuring performance against key performance indicators to develop, implement and monitor strategies for improved performance;

· maximising the efficiency and effectiveness of tenants’ accommodation; and

· maintaining expenditure in line with industry standards/benchmarks.

2002-03 Budget

Total Expenses

The budgeted expenditure is $269.7 million, an increase of $102.9 million over projected 2001-02 expenditure.

The bulk of the increase in expenditure arises from lands recently, or about to be, transferred into the CPP.  These include:

· surplus BHP lands at Newcastle; and

· land at Tamago acquired for heavy industry development.

These lands will be held in the CPP until projects are sufficiently advanced to identify the most suitable New South Wales Government agency to administer them in the long term.

The balance of the increase in expenditure results from a recent government initiative to add 18 leased office buildings to the Portfolio from 1 July 2002.  These buildings are occupied by multiple government agencies and are being included in the CPP due to the financial and accommodation benefits to be derived from single management of leases.

The further transfers of properties and disposal of assets will again impact on gross revenue.  Significant transactions expected in 2002-03 are the sale of the Flemington Markets site, and the acquisition of the Sydney Fish Markets site by the Sydney Harbour Foreshore Authority.

Asset Acquisitions

Capital works payments are primarily incurred on the construction of major government office building works and refurbishments.  Expenditure of 
$13.9 million is anticipated towards the following:

· construction of an office building in Nowra to accommodate the Department of Local Government - $3.6 million;

· major refurbishment of the interior of the Chief Secretary’s Building, whilst retaining the building’s heritage status - $5.4 million;

· construction of a government office building in Lithgow - $3.6 million; and

· other major office building refurbishments - $1.3 million.

ADVANCE TO THE TREASURER

$290 million has been allocated in 2002-03 to the Treasurer as an advance to allow for supplementary expenses - $250 million for recurrent services and 
$40 million for capital works and services.  Actual expenses will be recorded in the expenses of the appropriate agencies.

At $250 million the advance represents a contingency of less than 1 percent of budgeted operating expenses.
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