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1.   STATE CAPITAL PROGRAM
1.1   OVERVIEW
The State capital program comprises capital payments of both the Budget and Non Budget Sectors.

Budget Sector capital payments include both gross fixed capital payments (purchase and construction of assets) and capital grants and advances made to Non Budget Sector agencies and to non State organisations.  This is consistent with the Government Finance Statistics presentation of the overall Budget.  Similarly, the Non Budget Sector includes, in its capital payments, expenditure funded by grants provided by the Budget Sector.  When data are presented for the total State capital program, the double count needs to be eliminated.

This can be depicted as follows -

	
	1995-96
REVISED 
$m
	1996-97
 BUDGET
$m

	BUDGET SECTOR
	3,322.0
	3,584.1

	NON BUDGET SECTOR
	2,398.9
	2,383.6

	
	
	

	less:
Grants to Non Budget Sector agencies               (included within Budget Sector program)
	936.5
	848.1

	STATE CAPITAL PROGRAM
	4,784.4
	5,119.6


This Budget Paper provides specific information on the overall State capital program and the Non Budget Sector component of the overall program.  As well, detailed project information is provided on major works for both the Budget and Non Budget sectors.  Further information on Budget Sector capital payments on a policy area and Ministerial portfolio/agency basis can be found in Appendices E and F of Budget Paper No. 2  “Budget Information 1996-97”.

The completion date shown for each project in this Budget Paper relates to the date the project is financially completed, including the payment of all retention monies.  In some instances, particularly for very large projects, this may be some time after the physical completion of works.

References to real increases in the capital program throughout this Budget Paper have been calculated using the Australian Bureau of Statistics Gross Non Farm Product deflator.

1.2   EXPENDITURE TRENDS
In the five years up to and including 1996-97, the State capital program is forecast to increase by $290 million or 6.0 per cent in real terms.  The major areas of growth over the five year period are in the policy areas of transport and communications, recreation and culture,and health.
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The State capital program grew marginally in real terms in 1992-93.  The overall growth in the program reflected the former Government's decision to provide a once-up increase to give some impetus to the depressed building and construction industry and economic activity in general.  The major areas of real growth were in transport and communication (particularly roads), health, and recreation and culture (the provision of Olympic facilities at Homebush Bay).  The major area of decrease was electricity infrastructure.

Following the once-off boost in the previous year, the State capital program declined in real terms in 1993-94.  The most significant decreases were in the provision of economic infrastructure (water and sewerage and electricity) and transport and communication (road and rail).  Real growth occurred in the policy areas of health, and recreation and culture.  Growth in recreation and culture reflected increased expenditure at Homebush Bay on sporting facilities associated with the 2000 Olympic and Paralympic games.

The most notable growth in the State capital program in 1994-95 occurred in health.  Payments in most other policy sectors declined in real terms particularly in the provision of water and sewerage and rail infrastructure.  Payments associated with Olympic facilities also decreased reflecting the completion of major works at Homebush Bay.  Metropolitan electricity distributors were included in the State capital program for the first time in 1994-95.

As a result of the corporatisation of sections of the energy sector on 1 March 1996, four new rural electricity distribution businesses have been included in the State capital program from 1995-96.  Apart from this change, a small increase for 1995-96 is projected with increases spread across most policy sectors.

The 1996-97 State capital program is forecast to increase strongly in real terms. Accelerated activity occurring on the Olympic site during 1996-97 will be reflected in a large increase in payments related to recreation and culture.  Transport and communications (road and rail) will also receive a significant boost due to the provision of transport facilities to the Olympic site as well as other works.  Payments associated with the provision of electricity infrastructure are expected to decline.

1.3   1995-96 PROGRAM OUTCOME
Estimates of total capital payments for 1995-96 have been revised downwards to $4,784 million, a decrease of $266 million compared to an original projection of $5,050 million.  The projected shortfall in Budget Sector capital payments is $95 million, after excluding the double count of capital grants between the Budget and Non Budget Sectors (which increased by $18 million) and $171 million for the Non Budget Sector.

The most significant decreases in Budget Sector capital payments relate to transport and communication (due to delays in the construction of road works), and recreation and culture (Olympic facilities), as a result of underexpenditure caused through small delays to a number of projects.

The shortfall in the Non Budget Sector is the result of significant lower expenditure by, most notably, Sydney Water Corporation (deferral of expenditure on a number of projects due to planning, tendering and construction delays and the adoption of lower cost options) and Landcom (due to a change in direction of Landcom’s business activities). 

Detailed information on the outcome of the Budget Sector component of the 1995-96 State capital program can be found in Appendix B of Budget Paper No. 2 “Budget Information 1996-97”.

1.4   1996-97 PROGRAM
State capital program payments in 1996-97, estimated at $5,120 million, represent a real increase of $243 million or 5 per cent on projected 1995-96 payments.

The State capital program represents planned expenditure at a point in time and, as with any plan, circumstances and priorities may change during the course of the financial year.  In past years there have been moderate variations, either increases or decreases, between budgeted capital payments and the actual outcomes, reflecting a range of factors such as weather conditions, delays due to various reasons, price movements markedly different to those forecast and planning revisions.

While the 1996-97 State capital program has been framed on the latest estimates of planned payments on all of the projects that make up the program, past experience suggests it is likely that the final outcome will follow the pattern of previous years and differ moderately from budgeted expenditure.
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Highlights of the 1996-97 State capital program include -

· payments of $1,600 million for transport and communication, including a roads program of $830 million, $414 million for non commercial passenger rail services,  $121 million for commercial rail services, $138 million to be spent by the Olympic Co-ordination Authority to improve transport access to the Olympic site and $51 million by the State Transit Authority;
· payments totalling $1,183 million in the housing, water, sewerage, and the environment policy area, including $351 million by the Department of Housing, $123 million by the Office of Community Housing, $75 million by Landcom, $46 million by City West Development Corporation, $26 million by the Office of Housing Policy, $212 million by Sydney Water and $40 million by the Hunter Water Corporation.  Works to help protect the environment include payments of $51 million by the Department of Conservation and Land Management, $49 million by the Olympic Co-ordination Authority and $40 million by Waste Service NSW;

· a total of $700 million in the mining, energy and construction policy area including $79 million by the electricity generation sector; $350 million by the metropolitan electricity distributors (EnergyAustralia and Integral Energy Australia); $153 million by rural electricity distributors (Advance Energy, Energy South, Far West Energy and NorthPower); and $61 million by TransGrid; 

· a total of $477 million for health services enabling expenditure on major capital works to be maintained; and

· an increase in recreation and culture payments, substantially due to accelerated activity by the Olympic Co-ordination Authority.

1.5   FUNDING OF STATE CAPITAL PROGRAM

Budget Sector capital payments are financed from Commonwealth specific purpose capital payments and hypothecated roads revenue, with the balance funded by the remaining current surplus and financing transactions.

Non Budget Sector expenditure is funded from the revenue and accumulated reserves of Non Budget Sector agencies, borrowings, and grants from the Budget.

Table 1.1 outlines funding sources for 1995-96 and 1996-97 for both the Budget and Non Budget Sectors.

	Table 1.1:   State Capital Program Funding Sources

	
	1995-96
Revised 

$m
	1996-97
Budget
$m

	Budget Sector
	
	

	
	
	

	Commonwealth Specific Purpose Payments
	849
	931

	Hypothecated Roads Revenue
	1,199
	1,205

	Current Budget Support and Financing Transactions
	1,274
	1,448

	
Total - Budget Sector
	3,322
	3,584

	
	
	

	Non Budget Sector
	
	

	Budget Funding
	937
	848

	Other Sources
	1,462
	1,536

	
Total - Non Budget Sector
	2,399
	2,384

	Less Budget Sector grants to Non Budget Sector
	937
	848

	TOTAL PROGRAM
	4,784
	5,120


Budget Sector  Funding Sources

Commonwealth Specific Purpose Payments
The Commonwealth Government provides payments to the States for specific capital purposes under section 96 of the Constitution.  The major payments are for public housing (onpassed by the Budget to the Department of Housing - a Non Budget Sector agency) and roads.

Commonwealth specific purpose capital payments to the State for 1995-96 have been revised downward to $849 million.  

Commonwealth payments in 1996-97 are estimated at $931 million. This incorporates roads grants of $406 million under the Land Transport Development program, $346 million in housing grants under the Commonwealth State Housing Agreement, $80 million for technical and further education and $70 million for school education.  This represents a 9.6 per cent increase over the 1995-96 revised estimate.

Hypothecated Revenues
Hypothecated revenues comprise proceeds from State fuel levies, including the additional levy to accelerate road works, and revenue from motor vehicle taxation.  Both fuel levies and motor vehicle taxation are dedicated to the roads program in accordance with Government policy.  Consistent with the principle of all taxation revenue being appropriated by Parliament, fuel levies and motor vehicles taxes are passed to the Roads and Traffic Authority through the Consolidated Fund.

Funding from fuel levies and motor vehicle taxation dedicated to the roads program in 1995-96 has been revised upwards to $1,199 million.  In 1996-97 it is estimated at $1,205 million, an increase of $6 million over the 1995-96 revised estimate.

Current Budget Surplus and Financing Transactions
The residual funding sources for the Budget Sector capital program are the current surplus, after hypothecation of roads revenue, and financing transactions.

Non Budget Sector Funding Sources
Income and accumulated reserves are the most significant source of funding for Non Budget Sector capital expenditures.

The major Non Budget Sector agencies receiving Budget funding in 1996-97 are the State Rail Authority and the Department of Housing.

2.   NON BUDGET  SECTOR CAPITAL PROGRAM 
2.1   OVERVIEW
Non Budget Sector agencies provide major economic infrastructure assets such as water, power and public transport, and operate in markets ranging from monopolistic to competitive.

The Non Budget Sector covers those agencies funded from own source revenues or borrowings.  In addition, capital grants from the Budget Sector are provided to certain Non Budget Sector agencies to undertake services required by the Government for social rather than commercial reasons, for instance creating and maintaining free public recreation areas (Darling Harbour Authority), the provision of public rental housing (Department of Housing) and public rail transport (the CityRail and Country Link services of the State Rail Authority).

Non Budget Sector capital expenditure is primarily funded from internal agency sources.  It is, therefore, mainly driven by commercial considerations including the anticipated rate of return on the acquired assets.  However in the rail sector, funding is largely derived from the Budget for passenger services, reflecting a view that due to reasons of externalities, the general community should contribute towards these costs.

Unlike the Budget Sector Capital Program, Non Budget Sector capital expenditure has no direct impact on the State's Budget other than that funded for social programs such as rail.  Accordingly, the emphasis on approvals for commercially funded Non Budget Sector capital expenditure is on establishing that the proposed expenditures do not put at risk the agencies' ability to meet the financial targets stipulated in their Statement of Financial Performance.

2.2   1995-96 EXPENDITURE 

Overall, capital expenditure by the Non Budget Sector in 1995-96 has been revised downwards to $2,399 million, $171 million below the original budget projection of $2,570 million.  Of this difference, $70 million was due to deferral by Sydney Water Corporation of expenditure on a number of projects with planning, tendering and construction delays or the adoption of lower cost options.  A further $68 million is due to anticipated lower expenditure by Landcom as a result of a change in direction of Landcom’s business activities.
Other significant factors contributing to the difference are project delays being experienced by the State Rail Authority, a severe downturn in the housing market which is having a direct impact on softwood sales of State Forests, and a review of Pacific Power’s capital expenditure being undertaken in the light of the restructure of the electricity generation sector.

The inclusion of capital expenditure of rural electricity distribution businesses in     1995-96 following the restructure of the electricity industry has partly offset the decrease in expected capital expenditure in the Non Budget Sector.

2.3   1996-97 EXPENDITURE 
The 1996-97 total capital expenditure of Non Budget sector agencies is estimated to be $2,384 million.  This is a minor decrease of $15 million on revised 1995-96 expenditure.  Major areas of  expenditure in 1996-97, are as indicated below.
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Electricity 
Considerable change has occurred in the electricity sector with the restructure of both generation and distribution with the formation of three generation entities and six metropolitan and rural distribution corporations.  The reform of the electricity industry in New South Wales is anticipated to lead to improvements, not only in the productivity of generation and distribution businesses but also in capital planning and budgeting.

Highlights of the 1996-97 capital expenditure program for electricity include -

· aggregate capital expenditure for the generation sector will reduce from $172 million forecast for 1995-96 to $79 million in 1996-97.  The main items of expenditure are concentrated on continuing to improve the performance and reliability of existing power stations;

· additions to the NSW transmission system and the replacement of existing assets with a forecast expenditure of $61 million by TransGrid;

· an increase in the capital program of EnergyAustralia (formerly Sydney Electricity and Orion Energy) from $197 million in 1995-96 to $243 million in 1996-97.  Provision of services for new customers and the renewal of existing infrastructure are the main factors causing this increase;

· a decrease in the capital program of Integral Energy Australia (formerly Prospect Electricity and Illawarra Electricity) from $131 million in 1995-96 to $107 million in 1996-97; and 

· the inclusion of the rural electricity distributors in the State capital program from 1995-96 onward.  Major items of expenditure relate to the provision of electricity to new customers and the improvement of existing infrastructure.

Water and Sewerage
Sydney Water Corporation’s capital investment totals $212 million in 1996-97.  This investment is consistent with, and continues to enable, Sydney Water to fulfil its Customer Contract and Operating Licence whilst meeting shareholder expectations. 

The following are significant works to be undertaken in 1996-97 -

· anticipated completion of the Integrated Instrumentation, Control, Automation Telemetry System (IICATS) project during 1996-97 (estimated total cost $94 million, $5.4 million in 1996-97).  IICATS is a large integrated telemetry system which will provide monitoring and control of assets and infrastructure across Sydney Water's area of operations;

· continuation of Stage 3 amplification of Winmalee Sewage Treatment Plant in the Blue Mountains with an allocation in 1996-97 of $13 million;

· ongoing renewal of major infrastructure assets including Lane Cove System Aqueducts - $44 million, the Woronora Pipeline - $2.5 million and Centennial Park Reservoir - $2 million;

· $6.4 million to complete the upstream strengthening of the Prospect Reservoir dam wall to ensure dam safety;

· construction of a Water Reuse Demonstration Plant as an initial phase in producing publicly acceptable, potable water from wastewater at a total of cost $15 million, $7 million in 1996-97;

· the roofing of Potts Hill No. 1 Reservoir as a means of increasing water quality and security of supply - $10 million in 1996-97, total cost $30 million; and

initial investigation and design work towards both the $136 million upgrade to tertiary treatment of Cronulla Sewage Treatment Plant, and the provision of a $97 million auxiliary spillway at Warragamba Dam to ensure dam safety.

· Major capital works initiatives for Hunter Water Corporation include the amplification of the Cardiff carrier main ($5.8 million in 1996-97); the augmentation works associated with Shortland Wastewater treatment works ($5.3 million in 1996-97); the Hunter sewerage project ($8.8 million in 1996-97); and the Chichester Trunk watermain rehabilitation ($7.5 million in 1996-97).

Transport
Major capital works for the State Rail Authority for 1996-97 include -

· continued construction of the New Southern Railway - construction began in 1995 on this line is being developed jointly by the public and private sectors.  The project will  be integrated with the CityRail network to provide rapid access from the CBD to the airport: $131 million is allocated for 1996-97;

· continued contribution towards the purchase of 800 new 120 tonne Coal Wagons to augment and replace ageing wagons used to transport coal in the Hunter Valley.  The total contribution towards this project in 1996-97 is $20 million;

· a total of $5.4 million for the construction of additional crossing loops to enable more frequent and reliable services on the Richmond line and reduce delays which impact on the metropolitan network;

· upgrading of Liverpool station will commence in 1996-97.  This involves the construction of a centrally located concourse/access, so that the station is fully integrated with a new bus interchange at Liverpool station.  A total of $2 million is allocated for 1996-97 with a total completion cost of $13 million;

· upgrading of track infrastructure at Flemington Junction to link the Homebush Bay Olympic site to the network.  A total of $5 million is allocated to the project in 1996-97; and

· improvements to the East Hills line ($14 million is allocated in 1996-97).  Part of the project involves the construction of a grade separated junction between Turrella and Tempe and the construction of a new station at North Arncliffe for the East Hills line to interchange with the Illawarra line.

The State Transit Authority plans to invest $51 million in 1996-97 on capital works.  This will allow the Authority to continue to upgrade and expand its bus and ferry fleets.  The Government’s aim is to give bus and ferry passengers in Sydney and Newcastle the best possible public transport services to help encourage people to choose public transport over private motor cars.  The major capital projects are as follows -
· purchase of an additional 118 buses, including a number of midi sized buses and tourist service coaches.  All buses will be Low Floor, allowing improved access for all passengers, including seniors, people with disabilities and people with babies in strollers; and

· purchase of a new catamaran class ferry at a cost of $1.2 million to cater for the demand for increased services on Sydney Harbour.

Housing Assistance Program
The capital component of the housing assistance program is administered by the Department of Housing, the Office of Community Housing and the Office of Housing Policy (for Aboriginal programs).

Major highlights of the $351 million Department of Housing capital expenditure in 1996-97 include -

· commencement of 1,787 units of accommodation, including 103 for supported housing;

· 52 per cent of the program to be achieved through redevelopment; and

· $87 million allocated to the upgrading of existing stock and improvement programs on large housing estates.

The Office of Community Housing will deliver a large component of the total capital housing expenditure, in line with the strategy to diversify housing providers with -

· capital expenditure of $122.6 million;

· commencement of 823 dwellings, including 138 through the Housing Partnerships Program; and 

· use of the Social Housing Subsidy Program to commence 246 dwellings, mainly targeted at young people.

The Office of Housing Policy is supporting aboriginal housing programs with additional funding to reflect the level of current need in this community with -
· capital expenditure of $25.7 million; and

· commencement of 122 dwellings, mainly through community-based organisations.

State Forests
State Forests forecast an increase in capital expenditure in 1996-97 to $72 million.  The key features are -
· total expenditure on hardwood plantations to meet the target of 10,000 hectares in 1997-98 in line with the Government’s Forest Policy to be $15.1 million ($14.1 million funded by Government grant and $1 million by State Forests).  Expenditure of $12.9 million represents the capitalised portion of this funding, the balance being expended on operational costs associated with the hardwood program, and

· expenditure on softwood plantation establishment to be held relatively constant at around $40 million. 

3.   CAPITAL PROJECTS
3.1   Introduction
This chapter focuses on major capital works projects to be undertaken by individual Budget and Non Budget Sector agencies as well as their total planned capital payments from all funding sources.

For the purpose of this chapter a major work is any specific project with an estimated total cost of $250,000 or more.  Major works are further subdivided into new works (projects which have been approved to commence in 1996-97) and works-in-progress (projects which were commenced in earlier years but have not yet been completed).  In addition an aggregate allocation for minor miscellaneous works (those with an estimated total cost of less than $250,000) is shown for each agency.

As with any plan, circumstances and priorities may change in the course of its implementation.  Ministers have authority to vary project allocations provided, in relation to Budget Sector agencies, they observe authorisation limits constraints (expenditure limits for the current and future financial years).  Hence, the allocations shown against individual projects may alter during the course of the financial year.

Allocations earmarked for minor miscellaneous works are utilised for such purposes as the purchase of minor plant and equipment, annual provisions for repairs and replacements and land acquisitions, and the provision of capital services, including compensation for coal rights.  

Generally, the project values making up agency capital allocations for 1996-97 include allowance for price movements to 30 June 1997.  The costs of projects proceeding beyond that point are not adjusted for future price movements, which would increase their total costs.

The capital program provides for the construction, acquisition and upgrading of the physical assets of the State, as well as the provision of certain services with long term social and economic benefits.  The program plays a key role in the growth and development of the State economy by providing the basic infrastructure required by industry and for urban and rural development throughout New South Wales.  In addition the capital program encompasses the provision of essential social, recreational and cultural facilities.

The program embraces a large number of individual projects ranging from the acquisition of minor plant and equipment, through to provision of electricity, roads, rail, ports, hospitals, education and other facilities.  The sheer volume of projects being undertaken  precludes a detailed listing of all projects.

Separate indexes are provided for the Budget and Non Budget Sectors capital projects, at the beginning of Sections 3.2 and 3.3 respectively.

In view of the competitive nature of the electricity industry that has been established, information on individual capital projects for the electricity generators is regarded as commercial in confidence and is not provided in this paper.




