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THE PARLIAMENTARY STANDING COMMITTEE OF PUBLIC ACCOUNTS MET
IN COMMITTEE ROOM 2, PARLIAMENT HOUSE, HOBART ON TUESDAY
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TASMANIAN FISCAL SUSTAINABILITY REPORT 2026

Department of Treasury and Finance
The Committee met at 11:17 am.

CHAIR (Ms Forrest) - Thank you both for appearing before the Public Accounts
Committee inquiry into - which is just a very targeted focused inquiry - into the fiscal
sustainability report. The PAC has looked at the previous reports, and this is a symbol of the
approach we're taking.

Everything you say is covered by Parliamentary privilege. That may not be the case if
you speak outside this forum. If there was anything of a confidential nature you wish to share
with the Committee, you could make that request, and the Committee would consider it.
Otherwise, it is all public - being transcribed and broadcast.

Do you have any questions before we start?

Mr JAENSCH - I have a question, Chair, briefly. Sorry to interrupt, but in your
language, you said a targeted or a focused inquiry into the fiscal sustainability report - is this
a briefing or an inquiry?

CHAIR - This is an inquiry. We're not just going out broadly to ask for input from every
other person who has an interest. We can talk about this later offline.

Mr JAENSCH - Okay. Just normally with an inquiry, we have terms of reference and
various other things.

CHAIR - Yes, okay. What we're looking at is the fiscal sustainability report and have
the opportunity to ask questions about its construction, its findings, why it was done, the way
it was done, et cetera.

I will get you both to take the statutory declaration and we'll start.
Mr_GARY SWAIN, SECRETARY, AND Mr JAMES ABBOTT, ASSISTANT

DIRECTOR, ECONOMIC POLICY, DEPARTMENT OF TREASURY AND FINANCE,
WERE CALLED, MADE THE STATUTORY DECLARATION AND WERE EXAMINED.

CHAIR - I'll hand it over to you, Gary. I understand you are going to do a presentation
for the Committee, and then we'll have questions to follow.

Mr SWAIN - I'll time myself, so I don't take too long. Thanks, Chair. Perhaps, just - and
apologies to at least one member who's already heard this. It's a bit repetitive.
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So, the FSR! is a significant undertaking for Treasury. As you'd be aware it's a statutory
obligation that occurs every five years. It's an independent report from Secretary of Treasury.
In this case it was prepared in that way, so the Government didn't see it until it was finalised.
We did, however, agree to bring it forward in the context of the multi-partisan budget repair
panel, so that it could be considered, or would provide a backdrop for understanding leading
up to the debate around the 2026-2027 Budget.

It looks out over a 15-year period and it has - it looks at scenarios relative to a base case.
The base case is a historical profile, which is a stylistic, if you like, trajectory for the key fiscal
measures that looks - is based primarily on a 10-year compound aggregate annual growth rate
methodology across revenue and expenses with some adjustments. It assumes on that historical
profile, there's no corrective policy actions and the projections or the scenarios that we look at
- they're not forecast, they're to just shed light and insight on actions a government might take.

Going to the next slide, fiscal sustainability - the more formal definition is the first point
on the slide, the more commonsense definition is the second point, which is really about a
sustainable position that ensures the capacity of governments to smoothly provide services to
the community, while having the ability to manage shocks and provide for intergenerational
equity.

The context of this FSR was a bit different. We're coming out of a recent credit
downgrade and an increased rate of debt growth, which is different to some of the earlier FSRs
and that's reflected in the way that we approached the scenarios, which I can talk to a bit later
on. Part of the context for the FSR was the State is not in a strong position in relation to
additional shocks. When we wrote the report, we obviously didn't have potential wars in Iran
in mind, so we would rather have been less prophetic on that front, but anyway.

CHAIR - I don't think it was your fault, actually, Gary.
Mr SWAIN - No, no, no, just the timing of that event is not ideal for Tasmania.

New features of the FSR. We have very much focused on peak debt and that's partly
because through this FSR we wanted to test the point at which it may become unlikely that you
could continue to move along the historical trajectory. I might talk about that in a bit more
detail. We also brought into play some new capability that Treasury has developed over the
last couple of years, which is the computable general equilibrium model. And, we wanted to
examine different combinations of measures to affect budget repair. So in the past - the
scenarios themselves don't make any assumptions around expenditure or revenue or capital;
they just assume some aggregate outcomes. What we tested through the CGE? modelling was
different combinations of revenue, expenditure and capital [inaudible].

We also had a look this time at PNFC? sector and largely factored in major projects that
were of such scale that it would be potentially misleading to leave them out, that were
committed by the government, but we didn't include things that were still in business
development. So, that meant that North West Transmission* and Mac Point® are in, but
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Cethana® and Tarraleah’ are not in, because they're not yet committed projects, so that's a sort
of, an important point because some of those projects are very lumpy in themselves.

The historical growth scenario outcomes, and I'm sorry for Members who have heard this
before, but the analogy that always sticks in my mind is the comparison to the home budget,
where, if you are in deficit spending, which we are, where revenue is inadequate to meet
expense growth, the reason the debt accumulates quickly is because you are paying for your
capital out of debt; you're paying for some of your opex® out of debt and you're paying for all
interest out of debt so that has - that leads to a compounding effect, which means the historical
scenario is not a linear scenario. The debt increases on an increasingly steep curve. What we've
effectively found is that in nominal terms on the historical scenario, General Government
Sector debt would grow to around $130 billion over the 15-year period, which led us to ask
this question: at what point on that trajectory might that become infeasible?

The next slide just talks - just shows the difference between nominal and real, and I think
this makes the point that - it's a word of caution for interpreting the results of the FSR - they're
generally expressed in nominal dollars. There is, of course, a very significant difference
between nominal and real when you're looking at it over 15 years. The light blue is real: the
dark blue plus light blue is nominal.

This slide - I think it's a bit hard to see on the screen - perhaps it's easier in your handout
copies - was a really important slide. As I said, we started to ask the question: at what point
might it not be feasible to continue along the historical trajectory? We looked at two potential
points. The first was when debt servicing costs exceeded 10 per cent of revenue, which, under
that scenario, is modelled to occur by about 2029-30. That's about where Tasmania was in
1990. Now, in a different economy, either an economy that was less dependent on GST, less
exposed in relation to unfunded superannuation liability, or had the powers of a sovereign to
raise revenue, which we don't have, you would call that number probably too low: but that
number reflected Treasury's thinking about the structure of Tasmania's budget, not other
people's budgets.

We were also conscious that that could be challenged and seen as excessively
conservative. So, we looked for another measure of when that trajectory might become
unsustainable, and we arrived at a point which was where the absolute dollar increase in debt
servicing costs exceeded the projected growth in revenue. It's theoretically possible to improve
from that point, but it becomes increasingly hard because you have to make deep cuts just to
offset the increases in interest that are then compounding into your debt every year. I should
have said at the beginning: in general, we didn't make any assumption about paydown of debt.
We treated that as a decision for a future government. So, we really focused on moving to peak
debt over time.

The interesting thing from this slide is that the two measures of where you might not be
able to progress along the historical curve were very close together: so 2029-30 and 2032-33.
In the conclusions of the report, we didn't conclude that that meant that you had to achieve
budget repair within six or seven years, because we thought that was overly precise. In reality,
you wouldn't move along the historical trajectory: there would be adjustments year by year that
might stretch the timeframe before you got to the equivalent of 2032-33, which is why we
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didn't. The mechanical conclusion doesn't line up with 2032-33 because we thought that was
artificially precise.

Some of the public commentary about the FSR focuses on the validity of comparing some
international interventions in economy to our context. We kind of felt that we had to address
that issue, having raised in the report that there was a likelihood that at some point on that
trajectory you wouldn't be able to continue along it. So, implicit in the report are three potential
interventions that would take you away from this scenario. The first is the electorate, so what
happens at elections. The second is, potentially, some form of Australian Government
intervention, and we had two in mind.

There is no power in the Commonwealth Constitution to put a State into administration
or anything like that, but what a Commonwealth Government could do, we think, is more subtle
interventions like you could have a State-based arrangement for health or education or anything
that the Commonwealth funds. We typically think of those as good things that will give
additional funding to the State, but they could also be things that require different financial
disciplines to be applied by the State in order to access major funding. That's probably the more
likely source of Australian Government intervention we contemplated.

Mr JAENSCH - Chair, through you: just to question that. Does the FSR take into
account the uplift in Commonwealth funding for our health system and the adjustments to GST
that have been announced in the last couple of months?

Mr SWAIN - Implicitly, yes. Explicitly, no. It looks at compound annual growth rates
as the base methodology for the historical projection across expenses and revenues. In broad
terms, the history of the GST on the revenue side is picked up on the revenue side, and in broad
terms, revenue contributions by the Commonwealth to Health are picked up in those growth
forecasts. It's trend analysis: we're not picking up every specific decision from every layer of
government, in the way the methodology is constructed.

Mr JAENSCH - But when you referred to ways that this scenario could be addressed
through adjustments in Commonwealth interventions, there have been, since the numbers
which you are reporting here, changes in the revenue streams likely to come from the
Commonwealth in terms of Health and GST: are they factored into your projections?

Mr SWAIN - Only broadly through the methodology, but not specifically. I mean the
problem with doing - factoring in specific, in-the-moment changes, is you would inevitably
overweight the last piece of information. So if we were doing an FSR today, we would have to
think about what would be happening to GST or fuel prices, what decisions households would
make to purchase non-discretionary goods that were not subject to GST versus goods that were
subject to GST. So under that scenario, we would have probably overweighted a GST downturn
relative to trend analysis, which is meant to pick up the aggregate decisions that have been
made over the last five to 10 years.

Mr JAENSCH - Okay. So another way of looking at it, then, is that if your report shows
a picture of here's what happens if you do nothing, and where you might need to intervene in

the future, there are some things that have already happened -

Mr SWAIN - Yes
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Mr JAENSCH - which changed those projections?

Mr SWAIN - No, that's right. I mean the purpose of the report is to assist in a
parliamentary and community debate, and also to assist the Government of the day to make
decisions that may well take you away from the historical projection.

Mr JAENSCH - Yes. So some things have already happened to change this. Some more
things will happen, we presume, as part of the budget process, if it's responding to the same
conditions.

Mr SWAIN - Yes.

CHAIR - What we thought in 2021, and we actually ended up being worse than the
worst-case scenario modelled in 2021, because the actions taken made it worse.

Mr SWAIN - Well, certainly - I mean, I will get back to the scenarios. We didn't start
from the position of, if we don't take some corrective action there are scenarios, some of which
you want to avoid and some of which are less bad. We started from, we are already in a
challenging budget situation and what are the pros and cons of different repair trajectories. So
it was quite philosophically different to the previous.

CHAIR - [ might ask some questions about that later when you've finished your whole
presentation, Gary.

Mr SWAIN - I will speed up, Chair, if you like.
CHAIR - No, that's alright, I just want to ask some questions.

Mr SWAIN - So the third potential intervention that might take you off this historical
growth is bond markets.

Mr WINTER - Did you go into - you talked electorate, and then government
intervention. There was a second, 2.2, that I thought you were going to talk about.

Mr SWAIN - Oh, sorry, the second one was Government. The third one was bond
markets. In relation to Government, we had a look at some examples. Most of the examples we
could find were at the sovereign level. There were a couple of examples that are in one of the
appendices here at the sub-sovereign level. The commonality we did find between any of the
interventions was that they came late and they were pretty draconian when they did come. So
by the time they came, the economy already had - or the budget fiscal position was
already - there was already significant debt. There were already quite high debt payments, and
then there was an intervention which required quite significant corrections to happen over, sort
of, various timeframes.

We thought this was the intersection of analysis with politics, so we didn't make any firm
conclusions about whether the Australian Government would or wouldn't intervene: but we did
observe that where we could see interventions, they all came pretty late. So I guess of those
three interventions, the one that will have no regard whatsoever to local considerations or
politics is the bond markets. That's just really the cost and availability of debt.
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CHAIR - On the bond market issue, what particular work did you look at that?

Mr SWAIN - We didn't really. We were aware that the forward yield curve had changed
over the last couple of years in response to a range of factors, but I guess one of the things that
we were conscious of was that because of equity markets being very favourable and because
of some of the trade uncertainty coming out of United States of America policy, feedback that
we had around the bond market was that, notwithstanding states and territories had been issuing
a lot of bonds, the demands had still been strong for take-up of those bonds, but that the forward
yield curve was getting steeper and moving up, which meant that if you were going for a longer
debt trajectory, effectively what the market is saying is they're anticipating that most
governments will run deficits so that the creditworthiness of the government will get worse so
that the cost of - the interest you'll have to build into your bond to get somebody to want to buy
your bond will be higher.

I guess the third intervention was really conceptual. We know that bond markets will
price in their view of what governments are actually doing, not what they might be saying
they're going to do.

CHAIR - If you can't answer this, Gary, that's fine, but in terms of the recent events with
the war in Iran, does that make that even more challenging?

Mr SWAIN - I can make a general comment, but I'd need to be wearing another hat with
more expertise around me, but I think it's generally true that inflationary environments are not
favourable for bond markets because it erodes the returns from the bond, which is a fixed return.
They're tradable instruments, so their price can adjust, but all things being equal, a steady
inflationary environment is probably better for bond markets than a volatile one. So yes, that
bond environment is less certain than it was when this report was released.

Mr JAENSCH - Could I ask a question before we move off this slide as well?

In terms of the point on the curve, debt-servicing costs exceeding 10 per cent of revenue,
what benchmarks are there for debt-servicing as proportion of revenue, compared to, say, a
household budget for what a treasury might be monitoring?

Mr SWAIN - The issue is that it's so circumstantial to each location, so the structure of
each party's budget, but the State Treasury here has taken the view that 10 per cent is when you
are starting to get to a point - the reason treasuries get nervous about debt is that the concern is
that at some point the snowball will gather momentum and run away down the hill. And what
you find when you model that is the boundaries are reasonably tight before that compounding
effect is hard to counteract with repair measures. There isn't, I don't think, a document that
would set that out by jurisdictions because every single jurisdiction has a different budget and
has different budget strengths and weaknesses, but that's been a long-held view in Treasury and
I guess we challenge that by looking for an alternative, less conservative view, which is the
second measure on the slide.

Mr JAENSCH - Thank you.
Mr SWAIN - On the next slide, I'll just try and speed up.

CHAIR - You're alright. We're asking questions on the way, Gary. That's fine.
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Mr SWAIN - Okay.

We looked at three scenarios, five, 10 and 15-year scenarios for budget repair to get to
peak debt. We then did a range of sensitivities on each scenario, which I'll come back to at the
end.

We looked through the computable general equilibrium (CGE) model at the capacity of
the economy to withstand the interventions required to achieve repair, and the broad conclusion
was the economy is pretty well positioned to manage, effectively, a downturn in government
expenditure in some form which would have an impact in relation to key metrics for the
economy like Gross State Product (GSP) and labour market outcomes. But what we found was
those impacts were fairly short and then you returned towards trend pretty quickly. In all
scenarios, all three scenarios, the five-, 10- and 15-year GSP - real GSP growth remained
positive and labour outcomes stayed at levels that were historically pretty good. The conclusion
was the links between the government's fiscal position and the economy and the position of the
economy now mean that it's a manageable repair.

Where we got to because of the previous slide was really the budget repair over
five to 10 years is a credible and achievable goal.

In terms of combination of measures, we found that the best combination - in kind of
common sense, it landed where common sense would take you - that spreading a downturn in
government expenditure as broadly as possible across the economy had the least impact. So, if
you had some turn-down in expenditure -and what we modelled was I think 65 per cent - some
increase in revenue - and Ithink we modelled 10 per cent - and then the balance being
25 per cent being a smoothing of capital and equity contributions. So, all three of those levers:
two expenditure, one revenue being pulled simultaneously had the lowest impact on the
economy compared to, for example, only expenditure or only revenue, which was something
we've not been able to look at before.

Mr JAENSCH - The Treasurer was taken to task for using the word 'manageable' in his
response to a question about the fiscal situation. Could you define 'manageable' in terms of
your language and your context and what you've presented here?

Mr SWAIN - Positive real GSP growth trending back towards long-term average and
unemployment outcomes that are still historically strong, which I think would be around
5to0 5.5 per cent. We didn't get above that, in my memory, of the modelling.

Again, if you take a longer-term perspective on - Tasmania is still extremely good really
overall.

CHAIR - Does that include any presumption about increasing revenues, not just cutting
spending?

Mr SWAIN - Yes, we looked at all. Against those three scenarios, we looked at different

expenditure-only, revenue-only expenditure, and we found that by far the best was the
combination.
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CHAIR - Going back to your discussion about 'manageable’. Does that presume that
there will be action in all three areas - reducing operating, reducing capex’ and increasing
revenues?

Mr SWAIN - What the FSR says, that choice is for the government of the day, but our
modelling suggests that the best option is that combination option.

CHAIR - So, it's manageable in that context. I'm trying to understand and be clear about
what you're saying, Gary.

Mr SWAIN - And manageable in that it doesn't show us going into a recession. It doesn't
show us having a significant long-term spike to unemployment that goes on for years. It shows
one-to-two-year adjustment where your metrics drop off a bit but are still historically okay and
then start to trend back to long-term average and remain positive throughout.

CHAIR - This is all prior to the Iran war?

Mr SWAIN - Yes. But again, those results would be relative to any scenario you're in,
so they should still apply.

The next slide is just around - it's probably common sense again. It's really just showing
from that lower line, middle line and high line that depending on whether you do a five- or 10-
or 15-year pathway to peak debt, your actual peak debt number is a lot lower and, therefore,
your interest payments are a lot lower and, therefore, your impairment or future service delivery
because of debt is a lot lower.

I don't actually have those numbers with me, but I think it was 7.6 or 7.8, 12.1 and I think
about 16 on the top trajectory. They are very, very different to the historical scenario, which
sort of partly points out the historical scenarios, no-one's really assuming you would travel
along that. It's a way to look at and analyse the different scenarios in a consistent way because
you can talk about how much you have to make change relative to historical scenario as
opposed to you really expect that there'll be no intervention of any kind.

Turning to the key findings, they're fairly common sense, I think. If we traverse along
the historical, we would see a rapid deterioration in the state's position and that's across the net
operating balance, the fiscal balance and debt because obviously the first two are why the net
debt is increasing to that level.

We concluded that from this point, with what we know and understand, that doing
nothing would not be a responsible option, that the sooner that you commence corrective action
the better, really, so immediate action is required to stabilise debt, that the credible repair
pathways were over the 5-10 year timeframes because we are concerned that if you go beyond
that - well, concerned that one or more significant external shocks to the economy at the wrong
time could be very challenging to manage. Hopefully that's not what's going to occur, but
because of the snowball effect, that if you didn't get to peak debt, you would have very high
interest rates relative to your revenue increase; but because of the modelling we've done around
the economy in particular, we still concluded that it is an achievable outcome, to repair the
fiscal position.

9 Capital expenditure
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CHAIR - But it requires immediate action in all three areas?

Mr SWAIN -Well, it requires immediate action, and we're saying the report indicates
that the lowest impact on the economy is if you pull all three levers. Yes. I'm just being - I'm
not trying to be clever there.

CHAIR - That's fine. I'm not trying to put you in a position where you say something
you don't want to: I'm just trying to be clear.

Mr SWAIN - It's more that I'm saying they're choices for the government of the day, and
they will have their philosophical positions around those measures.

CHAIR - Sure.

Mr JAENSCH - Gary, the first line there, the first finding 1, the previous slide. That's
one which has sort of been the headline around which there's been most commentary since the
report was released. A lot of the audience are not super familiar with the use of the term
projection and the extent to which that is different from a prediction or a forecast or a model
outcome. Could you, for the sake of the broadcast, just go into that a little bit? This sounds like
Treasury believes that net debt will be $129.55 billion.

Mr SWAIN -Yes. A projection is saying that based on a particular methodology, this is
where you will land; it's not making any commentary about the likelihood of that scenario
relative to other scenarios. Yes, it's not a prediction, which is where you are saying balancing
what we know, this is where we predict we will land. I think you make an important distinction,
but what it is saying is given the methodology is based on - you could say if you looked at a
five-year-compound-annual-growth-rate-dominated methodology, which we didn't do, we
looked at 10 years, you might get a bigger debt number, but we were worried that that would
artificially put too much weight on the post-COVID environment where governments all
around the country continue to spend at significantly higher levels. In that sense, 10 years is
sort of a more balanced view, but it also means that there's a lot of embedded decisions in that
methodology. You're talking about needing to move away on average in the way you're making
decisions from the world that produced the 10-year compound growth rates, if I can put it that
way.

Mr JAENSCH - We've previously seen things like commentary on the growth of the
budget or the cost of our health system in Tasmania sits at around one-third of the budget or
more, but the comment has been made that if Health keeps growing at this rate, by X year it
will be 80 per cent of the State budget, which is also not realistic, is it, because it won't ever
be - you can't have that - it's a projection of - that sort of is more apocryphal than predictive?

Mr SWAIN - Yes. We did do some moderation of the Health expenditure growth, taking
into account that there would be a point where there physically weren't enough people to
support expenditure at the level that a straight extrapolation of growth would take you to. So,
there are other production factors, analysis you could do, to say at what point - there are the
constraints on your ability to move along the historical profile, but we thought that was a little
academic, because the historical profile is a mechanism for saying that's not a profile you want
to continue along. I guess our view was at a point that can't occur anyway, because of other
factors.
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Mr JAENSCH - Yes, that's right. Understood. Thank you.

Mr SWAIN - There were some sensitivities I will just touch on very quickly because
I think they're relevant. I will be very quick, Chair: we did find that the level of debt and the
extent of repair was sensitive to interest rates. There's a sensitivity that looked at plus or minus
two interest rate changes: that really took about $3.5 billion, from memory, off each of the peak
debt numbers. So, there's more downside of risking them at this moment in that than there is
upside risk.

Because a report was prepared on a same-policy basis, we had a conundrum with GST,
where the existing policy position is that it's scheduled that the 'no worse off guarantee' is
scheduled to end. So, to keep with the methodology of the report, we couldn't factor in - what
might be a political outcome - that the 'no worse off guarantee' continues in some way. So, to
deal with that, we did a sensitivity that looked at what if the 'no worse off guarantee' continued,
and that found that that is, again, very important to peak debt outcomes. I think that was worth
about $2.8 billion reduction in all scenarios.

CHAIR - Would you consider full horizontal fiscal equalisation instead?
Mr SWAIN - Sorry?

CHAIR - Did you consider what full horizontal fiscal equalisation would have looked at
instead of the 'no worse off guarantee'?

Mr SWAIN - No, we didn't. We didn't do that. We were trying to just extrapolate,
I think -

CHAIR - The status quo?

Mr SWAIN - Well, more because that might've been different again. We were more just
trying to extrapolate that this might be an issue where all members of parliament in Tasmania
have a shared interest. We were just trying to demonstrate how important it is to the state's
fiscal outcomes at a sort of directional level, as opposed to the number being the perfect
number, because we could have modelled it on that basis, but we just did 'no worse off
guarantee'.

Not surprisingly, we've looked at whether an expenditure shock to operational
expenditure versus capital expenditure - what impact that would have. Unsurprisingly, the
operating expenditure shock, because that tends to be ongoing, had a bigger impact. The capital
shock we were thinking about was actually stylistically not relatively small projects; we were
thinking about something like having to bring a Tasman bridge forward - a really big project.

CHAIR - So, bigger than what the challenges TT-Line are facing at the moment?

Mr SWAIN - Yes.

CHAIR - Did you factor in the likely need to assist TT-Line into the future?

Mr ABBOTT - I don't think specifically.
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Mr SWAIN - No, I think we made some assumptions around equity, looking at averages
over the last few years.

CHAIR - But that wouldn't pick up what could happen - I mean, we're looking at
TasNetworks needing equity, we're looking at TT-Line needing equity, TasPorts is likely to
because of the work that it needs to do.

Mr SWAIN - [ think if you looked at the PNFC debt in the report, you could imagine
scenarios where that debt gets much higher. I think there is a more global - I guess we wanted
to focus primarily on the GGS,!* but not ignore the PNFC, which hasn't been factored into
previous.

CHAIR - Which I do appreciate because it is so critical to the State at the moment.

Mr SWAIN - Yeah, I think you make a very valid point. I guess we put it in there because
we were trying to show that, in a context where the rating agencies don't care whether that
comes from, they only care about total state debt. A default projection that takes you to high
debt means there is less capacity to have PNFC debt at a high level.

CHAIR - But in some of these Government-Owned Businesses, it is either an equity
transfer, which takes money at the GGS, or it's additional borrowings, which ends up on the
total state sector debt. So the end result is the same, isn't it?

Mr SWAIN - Yeah, I suppose it goes to the level of risk, the level of ambition you might
have across your government businesses, and the level of risk you're prepared to take to realise
that ambition. So what I'm referencing there is, if you've got businesses that have, you know, a
relatively low credit rating in their balance sheet and they take on very, very big projects. That
project blows out, then it turns into an equity call from the government. Which goes, as you
say, to GGS debt. This is, I guess, pointing to the need to make choices in relation to the PNFC
sector as well as the GGS sector.

I think the other main sensitivity, so maybe, Chair, I'm sorry that took longer than it
should have, but I might stop it at that.

CHAIR - The other thing that, I mean, obviously you weren't aware of the Iran war at
the time, but a lot of our government businesses have a very heavy reliance on fuel, fossil fuels.
So you know, just looking at that, is there some sort of view from Treasury about what this
could mean? For the total state sector when we look at the impact. Obviously the PNFCs have
a lot of exposure there, but GGS does too. Some of these are dealings with very big capital
projects, now, and you know, cost of freight and all that sort of stuff is pretty significant.

Mr SWAIN - Yeah, we're just at the front end of that. So we're plugged into the interstate
Australian Government treasury forums We've plugged into some modelling that the
Commonwealth is starting to do around the fuel price changes. A comment I'd make is, it's not
clear what scenario we're in yet. It could be a short-term price effect, it could be a significant
shock to the world economy, conceivably stagflation, where you've got high inflation and low
output growth. Or the third one, which will also have economic effects, would be a supply
shortage where you're actually having to seriously ration.

10 General Government Sector
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We're at the front end of the short-term price effect at the moment. The only comment
I'd make on that is we've sort of been plugged into that Federal Government work and we've
got the same part of Treasury that's involved in that work will be plugged into the consequence
management work that the State Government does in preparation. So we'll try to link that work
through.

I think it there is a global comment you can make, that a lot of the interventions for
COVID were about trying to stimulate activity or generate revenue for sectors. We're in a really
different scenario, I think, where it's more about maintaining supply certainty for priority areas,
which could be freight capacity to supply food and pharmaceuticals, and other priorities.

Because if any of these scenarios play out, which they haven't at the moment, you
wouldn't be wanting to stimulate activity broadly. Because stimulating activity broadly would
increase fuel demand, or fuel demand as well. So, I think, we need to make sure that we don't
just dust off COVID solutions. We think carefully about what scenario we're in.

But very early days, and I've got no crystal ball on that.

CHAIR - I think a lot of people would like a crystal ball right now. So can I just go to a
couple of areas, Gary. I mean you've talked at the beginning about why you took the approach
you did from a budget-repair perspective. I go back and look at the previous fiscal sustainability
reports and, obviously, a different approach was taken. They're looking at the high-expenditure,
low-revenue different scenarios in the forward Estimates as well.

Forward Estimates are indicative of taking into account government policy. The reason
I say that, and I want to ask you why you didn't at least include that, was, and when you look
at the Charter of Budget Responsibility Act, it says in 14A, subclause (1): the Treasurer is to
table in both Houses the report, et cetera, with specific regard to - the long-term sustainability
of the State's finances - with specific regard to -

(a) the policies of the Government; and

(b) the financial impact of anticipated changes to the demographics of
Tasmania.

That tells me that you are to look at the policies of the Government and that is reflected
in their forward Estimates. So I just want to understand why you didn't do that, because I think
that would be an interesting comparator.

Mr SWAIN - Yes, we did debate that quite a lot internally and I believe where we got
to was partly coming off the rating agency's decision that, perhaps, actual outcomes are a better
indicator. We could have included those. There were two things. We had a view that the actual
outcomes would be of most interest to external parties, including the ratings agencies, and we
were also mindful that if you factored in forward Estimates that had implicit expenditure
reductions in them you might get a sense of - which is already effectively taking you away
from the historical projection, because that's what it does significantly - but if you factored
those in explicitly, you might end up with a conclusion that said you had a lot more time to do
repair than - you only have an amount of time if you fully implement all your forward Estimates
if you're able to. You could have done it that way, but you would have had to have been very
explicit in what you were doing.
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We took the view that the policy positions of the Government were embedded in the
compound growth rates that we used, so we took a different approach.

I'm not saying that the previous approach was wrong. We just looked at it differently and
said we think that the policy positions are embedded in the actual decisions as reflected in
revenue expenses.

CHAIR - So, you think it adequately meets the requirements of the Act, that you're
looking at the policies of Government in that?

Mr SWAIN - James might want to add some detail.

We did make modifications to that general proposition. We had a 10-year CAGRs
(compound annual growth rates), but then we went through sector by sector and said: 'do we
need to make any adjustments? Are there any major projects that have been committed? What's
happening in the public non-financial corporations (PNFC)?' - same thing. So we did make
adjustments to the general approach, as needed, but we didn't bring in the forward Estimates
because, in a sense, they are the government already starting to respond to the historical
scenario, so we didn't want to double count.

CHAIR - I'm not sure if that's true with the last budget, but anyway - well, sort of is,
I suppose, because a lot of things weren't funded in it.

Mr SWAIN - There are quite flat expenditures in there, which is different from the
historicals. We felt we would have been -

CHAIR - Undercooking it.

Mr SWAIN - It might have said that you had longer than -

CHAIR - What you believed you had.

Mr SWAIN - You have longer if you implement all those things and if we were criticised
in five years' time for having a Financial Stability Review (FSR) that said you had longer to do
that than eventuated. We thought that was a better criticism to withstand than the other way.

CHAIR - Just on that, and I will come to you, Dean, I'm trying to understand clearly
what you're saying, Gary. A forward Estimate scenario could actually be better than historic
trends because if you look at the 2025-26 Budget, the one in November that passed, and
scrutiny clearly showed there were so many projects and services that were not funded in the

out-years.

Mr SWAIN - That's right. If you achieve that trajectory or if the Government does
achieve that trajectory, you're already significantly improved against historical.

CHAIR - Yeah, so. And history shows us that we don't do that?

Mr SWAIN - Well -
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CHAIR - Well, has in the past anyway. I mean, clearly from the 2021 fiscal sustainability
report, the worst-case scenario - which everyone said, 'Well, the Government won't allow that
to happen.' Well, they've actually made it worse. So -

Mr SWAIN -Yeah, I mean, I don't want to lose - I don't want to be defending the
Government in this process because it was Treasury analysis.

CHAIR - That's my job.

Mr SWAIN -Yeah. But some of the commentary was also - it's not like these are unique
outcomes for Tasmania. Like the health pressures are pretty commonly understood. This is
more commentary around affordability, what we can actually afford and I guess the other thing
we were trying to draw out in some of the - we're trying to make some of the information more
accessible, particularly with the three-page summary report. I think what we're trying to say at
a global level is, those higher levels of debt - so it's not a - sometimes I've had it presented to
me that it's kind of like services in 2040 and 2050 will be affected. What we were trying to get
across in the report is, if you take on an extra couple of billion dollars of debt a year, interest
of that is circa $100 million and that means you can afford sustainably $100 million less
services, so it has an immediate consequence for sustainable service delivery and I guess we
were trying to get that through with the whole focus on peak debt.

CHAIR - I'll come to some of that a bit more in a minute, but Dean's got a question.

Mr WINTER - Yeabh, just - I noted the - really interesting about using actual outcomes
rather than forecast expenditure into the future and the change in methodology. I just wanted
to ask about that in terms of the fiscal strategy. So, the previous fiscal strategy from a few years
ago basically measured our projected or our estimated expenditure and because estimated
expenditure was never actually achieved, it appeared as though we were meeting fiscal strategy
even though we [inaudible] and the new fiscal strategy hasn't done that.

In terms of your review, doing this every five years is good, but what's more important
is making sure that we have some solid rules in the fiscal strategy that we can keep to. Are you
looking to include using those actual outcomes as part of your new fiscal strategy that you're
working on going forward?

Mr SWAIN -So, the new fiscal strategy is kind of - it's more of a return to a what I'll - a
more traditional fiscal strategy. It's meant to be able to evolve and it's sort of trying to give you
a series of measures that are kind of a light on the hill of what you should be trending towards.
The only reason I'm hesitating is I think there's a sort of third component, which is the kind of
discipline around achieving the numbers in the budget and moving towards the targets in the
fiscal strategy. And, again, I just think that was, you know, a kind of post-COVID world.
During COVID everybody got in the space of, we'll make decisions quickly and the financing
of that will catch up. What this report is trying to say is we need to - now, having done that for
a few years, it's going to be a period where there has to be a lot of discipline around actually
achieving the expenditures that you build into your budgets.

Mr WINTER - I wanted to ask about the analysis of the potential shocks. If we go to the
report, it outlines in attachment 5 or 6, I think it is - you've modelled the very first one, I think
A is a potential decrease - or increase in expenditure. And, reading it, it appears to be pretty
similar to what we could potentially be facing in terms of the fuel shortage and inflation of fuel
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prices. Do you have you any comments to make about the similarities between what you've
modelled there and what we could potentially be facing with the fuel situation coming from the
Iran war?

Mr SWAIN -I'm a little reluctant to do that because I just don't feel I know enough about
that - where this shock will go. I mean it would definitely be - I think you would expect to see
some interventions to deal with supply chain challenges and to deal potentially with cost of
living. But the macro effects, I don't think, are understood yet. So, we would end up potentially
in a higher inflation environment, a higher interest rate environment, different debt costs. So
we looked at an operating shock, not so much a change in macroeconomic settings at the same
time.

Mr ABBOTT - And its ascent over three years.
Mr SWAIN - So there are some differences to what we modelled.
Mr ABBOTT - Yeah.

Mr WINTER - Have you done any analysis so far of the potential impacts to the budget
from the situation?

Mr SWAIN - Not yet, other than, as I said, we're just plugging in the last week really to
modelling that the Commonwealth Government's doing. But, at the moment, I think the
information base is very unclear because I think it's understood that there really isn't a supply
shortage in Tasmania. We don't have that issue at the moment. This is more analogous to the
COVID toilet paper demand.

CHAIR - At the moment. They kept making toilet paper.

Mr SWAIN - I think, what I'd say is the general conclusions of the FSR, I wouldn't
expect to change. If there was a deterioration in the budget, then you would still expect the
relative outcomes in this report to be the same that the five-year trajectory, the 10-year
trajectory, the 15-year trajectory, you would still kind of expect similar results. What might
change is the capacity of the Government to make the reductions in expenditure and the weight,
you know, the - you might, for example, go, in this environment it might be preferable to turn
down operating expenditure less and to turn - and to smooth out capital delivery more. You
know, you might change the mix of measures used in the setting. But, I think I'm kind of
speculating at this point because we really don't know enough about that scenario and what it
would look like.

Mr WINTER - In terms of your - you've modelled - five-, 10- and 15-year peak debt
scenarios. Which one are you recommending?

Mr SWAIN - We are clearly saying that the repair should be between the
five- and 10-year scenarios. And that 15 years, we think there is too much risk that the debt
levels will become so high that there's a permanent impairment to service levels. So, yes, we're
really saying 10 years or under. And, if you go through the detail of those two points where we
were worried that you start to lose control of the state's ability to recover, implicitly, it's saying
up to 10 years if you moderate from historical now.
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Mr WINTER - Which one of those scenarios has the Government selected?
Mr SWAIN - That's a question for the Government through the budget process.
Mr WINTER - Do you know? Have you been told what the target for peak debt is?

Mr SWAIN - Look, obviously, the Treasurer made some public comments around peak
debt in 2028-2029, last year in the budget process, which I can obviously comment on, because
they're in the public domain. But, what's in this year's Budget is obviously a matter for the
Government. I can't comment on that.

Mr WINTER - In that budget speech, from memory, he talked about peak debt by
2028-2029. Is that in line with the commentary within this piece or is that a different -

Mr SWAIN - That's in line with the five-year repair scenario, if all the expenditure and
revenue forecasts are delivered. I mean it's actually probably - it's within the five years, so,
even if - it would allow - if that scenario occurred, it would allow you a little bit of room to
deal with not fully achieving what was in your budget for any reason.

Mr WINTER - So, if the Government meets its current expenditure, with the forecast
within its budget, it would achieve peak debt by 2029.

Mr SWAIN - No, I'm not going to comment on that because that's -

Mr WINTER - Okay, I don't want to - I'm not trying to trip you up: I just want to
understand the task here. If we do want to hit that scenario 1, the peak debt by 2029, what does
that actually mean in terms of this year's Budget? What does it mean in terms of the expenditure
forecasts, or revenue projections that need to be hit in order to get there?

Mr SWAIN - So I really can't comment on what's in the Budget. The only other thing
I can say is it's not a static world, as Mr Jaensch pointed out previously. There are some GST
outcomes in the Budget which are above expectation. There is a health agreement which is
significant. There are also a range of expenditure pressures in the Budget, some of which are
understood, and some of which are emerging. So I don't think I can go much further, but what
I can say is that the current Treasurer has encouraged Treasury to give frank advice. So while
we did not share the FSR with the Government until it was finalised, a lot of the positions in it
I would have articulated to the Treasurer at various times in giving advice.

CHAIR - Could I just pick up on this bit. I know you did describe it in the in the FSR
report itself, but can you talk us through what you mean by net debt, and how we will know
that we've reached it?

Mr ABBOTT - Do you mean peak debt?

CHAIR - Sorry, peak debt. Thank you.

Mr SWAIN - So when our revenue is able to meet all expenditures, including interest,

so effectively it would mean that you would be in a fiscal surplus, to allow you to cover the
costs of capital and equity investments.
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CHAIR - So the way I read your report is that it will not happen unless we pull all three
levers?

Mr SWAIN - Well, no. We're saying it's possible to get there in different ways: but in
our modelling, our computerised general equilibrium model, suggests that the approach that
has the least impact on the economy is to pull all three levers.

CHAIR - So you gave some commentary around those options, about how you could
achieve that. With each of those, can you give us some more detail of what that would actually
look like in a budget setting? For example, how many FTEs, in broad terms. It depends on how
much people are paid obviously, but there are averages and all of that. What I'm trying to
understand is, and maybe this is a piece of work that needs to be done, it may not have been
done, but if you were to convert the implied reductions, as described in this scenario, to the real
world, what would these actually look like, in FTEs, increases in taxes, revenue, in whatever
form, and the elimination, or reduction of capex projects?

Mr SWAIN - Yes. We didn't go to that level of detail. So effectively, on the expenditure
side, we didn't track through the form of reduction, although it is factually true that
46 to 47 per cent of opex expenditure in the GGS is labour, so it could be a combination of
labour and any other expenditure, opex expenditure. We didn't look at that mix, but because
opex is so significant, you would have to assume it would be a smaller State Service that would
deliver those savings. Similarly on revenue, we didn't look at whether that was taxation, or sale
of goods and services, or returns from the Government Businesses: we just modelled an uplift
in revenue, however achieved, and -

CHAIR - What I think the people of Tasmania are interested in is what does that look
like in reality? It's easy to talk about, this is how much we would need to see in this, if we're
going to pull that lever, and this is how much we will need to see by pulling that lever. For
example, and I know that's not what you're suggesting, but if 100 per cent was against opex,
most of that would have to come from wages and salaries, because that's the biggest part: [
think it makes up over 50 per cent of the budget?

Mr SWAIN - Yes. 46, 47.

CHAIR - Around that then, around 50 per cent: so if you're trying to make $2 billion of
savings from wages and salaries, for example, that would be a roughly 35 per cent reduction in
staffing. That's about10,000 FTEs. I mean, that's not possible or realistic to continue to deliver
services. I'm just asking, is there any way you can put some colour and movement about what
it would actually look like on the ground?

Mr SWAIN - We could look at further work, but we haven't done that work because
I mean, all of that's practical, right? We were doing an FSR at the same time as developing a
revised fiscal strategy, at the same time as developing the fourth budget in two years.

CHAIR - I appreciate that, yes.
Mr SWAIN - I mean there is a range of follow-on work - this is a statutory obligation,
as you know. There's a range of follow-on work the Government could ask us to do, and some

of that informs the budget process, or just general economic or financial policy advice coming
out of this. I guess we took it as far as our resourcing would allow on the time we had.
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CHAIR - Yeah, I appreciate the resourcing of your office, Gary. It's not a criticism. It's
trying to make it - when we look at and when we - us as Members of Parliament, looking at the
next Budget that you're obviously busy working on as well - in order to get somewhere near
the place we need to be, without having any additional shocks, which is almost a moot point at
the moment, but then what sort of things should we expect to see from a Government that's
taking this seriously?

Mr SWAIN - Yes. I think you'd want to see some moderation in expenditure, so opex,
and I think, probably at a broad level, you'd want to see more active choices, because as you've
just pointed out, if you look to achieve all of the savings through opex, and you say half of that
is labour expense, then you quickly get to a number of State Servants which is too big to
accommodate the likely service needs of Tasmania.

CHAIR - And you couldn't pay out the redundancies either.

Mr SWAIN - Then if you have a look at the capex trajectory and, say we've been on
average running about 20 per cent behind on delivery what's actually been in the budget, which
is sort of $200 million, if you smooth capex to a level that industry can actually deliver on,
that's a very, very big reduction in the scale to which the number of people in the public service
needs to be reduced. When you start looking at it, common sense would tell you that the mix
of measures is (a) more achievable and (b) as it's modelled, actually has less impact.

CHALIR - Because we have a couple of - some not approved - but some very large capital
projects like the stadium, like the North West Transmission Developments and potentially like
Tarraleah and then further down the track potentially Cethana - then with these really large
capital investments, is this creating a challenge that - because we still got to build roads and
bridges and new health facilities or upgrade them at least, and schools, et cetera. - is this focus
on really large capital projects making this task more difficult?

Mr SWAIN - Well, I'd say fiscal strategies have identified that the capital spend needs
to at least meet the depreciation on the existing capital stock. You can probably take that a bit
further, which is sort of circa $500 million. You take that a bit further and go - but you know
the population is growing and some of the needs of the population are changing with
demographic changes in ageing. There is a number that is higher than depreciation, but lower
than we currently spend, which I think would be the minimum capex that would be sustainable.
We've been spending in the sort of $900 million, high $800 million space; if you said
depreciation is $500 million and you allowed for changing needs and that existing capex might
be more expensive than the depreciated previous capex. We haven't calculated this number, but
it might be somewhere north of $600 million, or $650 million is your minimum spend, and
we're quite a way above that at the moment.

CHAIR - So, what do we cut?
Mr SWAIN - I don't know that it's cutting -
CHAIR - That's more of a question to the Government, I know.

Mr SWAIN - But it may be time. It might be that you don't sequence stuff over three to
five years - you're taking longer. You're spreading some of those out.
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Ms THOMAS - You're not spending $900 million in the one year.

Mr SWAIN - Yes. That's why I took a pretty neutral view in the multi-partisan budget
repair panel of: it's the Government's choice whether it does or doesn't do a stadium or any
other project, but the concern for Treasury is what other decisions go alongside that, in terms
of other capital or equity investments that you then might push out by a year or two while you
work your way through this one.

CHAIR - But some things like, for example, TT-Line's solvency, can't be ignored.

Mr SWAIN - Yes, so we are having a discussion with the Government about the need
to think across portfolio - so across the GGS and across the PNFC - and sort of not look just
case-by-case and looking across the potential capital program and across the equity program,
if you like - because it used to be an equity program, but there now are more equity calls - in
any given year, what's the priority? I mean, solvency is obviously a key priority for any
circumstance where the services that the business is providing are required by the community.
But there are other projects where you go, that doesn't support an existing service. It might
provide an economic return, but it doesn't have to be done this year.

CHAIR - But we can delay it?

Mr SWAIN - Yes, we could do that. Or Government can decide to do it or not do it, and
if it decides to do it, then there's when should you do it; having regard to those things that are
not possible to shift in time, for one reason or another. So, I think we are advocating for a more
portfolio approach to capital and equity prioritisation.

Mr WINTER - When you talk about active choices, are you talking about the size of the
public sector, in that context?

Mr SWAIN - I think I'm just referring to, like, most things that come to Budget
Committee, and then through Budget Committee to Cabinet, they're generally all sensible
things. They're generally things that have come from a department or a minister who wants to
improve service delivery to the State in some way. The question is: which of them is more
important relative to the Government of the day's priorities? That's what I'm talking about,
really.

Mr WINTER - It was recently reported that since the announcement of a freeze on
recruitment 12 months ago, there's actually been an additional 500 public sector workers added
into the State Service. What role does Treasury have in regulating that? Because, on the one
hand, we're hearing from Government that it wants to freeze the appointment of new public
sector workers, but on the other hand we're seeing a real increase in 500. What role do you play
in that process?

Mr SWAIN - We have an involvement -
Mr WINTER - And how did it happen, I guess, is the question.

Mr SWAIN - Well, employment sits more - I mean, the Premier sets employment
directives and the Head of the State Service has particular powers in relation to employment.
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I guess Treasury has largely focused on expenditure. The two are clearly linked. So, I guess we
would see, first and foremost, that if Departments and Ministers are meeting their budget, their
Treasurer's Expenditure Control Authority (TECA) numbers, whether they do that through
employment or other expenditure levers, Treasury is less concerned. But I think the
fundamental problem is more that we don't, like a business, we don't use price to limit demand.
So, on a lot of the services - normally, if you said you have a good or a service that more people
want than you can provide, the price would go up and that would then limit demand. But
unfortunately, in Government, we don't have that demand signal most of the time.

CHAIR - Have universal health care. Everyone who walks in the door needs to be
treated.

Mr SWAIN - Yeah, which means then that you might have to look at blunter tools for
limiting the supply of the service, and one of those is limiting the inputs that go into the service.

Mr WINTER - What does that mean, practically?

Mr SWAIN - Well, it means that you might say, "We can only afford to employ this
many people.'

Mr WINTER - But obviously that's not happening, because the number of public
servants went up. I mean, it's hard not to go past the concerns and warnings that you've raised
within this report, and then I read that there's an extra 14 people working in the Department of
Treasury and Finance. How does that happen?

Mr SWAIN - Well, what I would say is Treasury is within its budget.

Mr WINTER - But if there's a freeze on the appointment of new public sector workers,
how did you end up with -

Mr SWAIN - There was a freeze on non-essential workers, so you have to make a
judgment as an agency head of what's essential and what isn't, and that's going to be different
in different departments. I guess I've taken - there are a couple of things. In our uplift, 11 of
those are actually kind of a pro-youth employment policy where, I think, we've had a cadet
program for 30 years.

Mr WINTER - I was one of them, I know.

Mr SWAIN - We are very reluctant to move away from that. So, we've taken the view
that we're keeping employment growth to a minimum and it must be within budget. We're not
going outside our budget.

Ms THOMAS - A follow-up to that question?

Mr SWAIN - I mean, it's open to the Government to consider whether it is happy with
the outcomes from that employment freeze, but I guess what I'm saying is that's probably

a question for the Premier.

Mr WINTER - I mean, there was an employment freeze and now there are 500 extra
workers. It's pretty clear it hasn't worked, and there's a directive, and the rhetoric from
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Government is that they were going to freeze the appointment of new public sector workers
and instead we've got 500 more. So, I'm trying to understand here what's broken down, because
clearly, the stated intent from Government is completely different to what's actually happened.

Mr SWAIN - I think it would have slowed down employment, but it's one tool, right?
You need to say what's changed in relation to the service delivery, the way it's delivered,
because you probably, to effect a reduction in employment, you need to do some other things
as well.

Ms THOMAS - My question is similar to Dean's, along the same lines in terms of the
responsibility for oversight of that, then. I think I just heard you say that it's up to each agency
head to determine whether a job is essential or not. Is there any central monitoring or reporting
of that?

Mr SWAIN - Yes, there is, but again, I think that's probably a question more for DPAC
than Treasury. And I think all agency heads understand. I mean, I've sent a copy of the FSR to
all agency heads when it came to all parliamentary, so I think the context is understood and the
intent of the Government, which is that agencies start thinking about employment in a more
disciplined way, as an enabler for budget improvement.

Ms THOMAS - The Efficiency and Productivity Unit that was announced by the
Government last year, does that sit within Treasury or in DPAC?

Mr SWAIN - No, that's within DPAC, although we are working with that team.

CHAIR - Can I just go to a slightly different area? Gary, on page 103, you've factored
in a reduction in PNFC debt of $500 million. So, why did your Treasurer, in this speculative
proposal where there is no clear mechanism to achieve a reduction in PNFC debt - for some of
the reasons we've already discussed - on what basis is that projection there?

Mr SWAIN - We made a range of adjustments up and down to PNFC debt, and I guess
we thought, having put a number of 'ups' in, that this was a significant committed policy, so we
thought it was balanced to put it in at the same time. What it has caused us to look at is the way
that debt comes into the budget. Historically, it's kind of reflected that capital delivery
requirements in the businesses really sit with boards, in the first instance. They make decisions
about what capital is needed to support their services. Then above certain thresholds, a capital
review is triggered, where Treasury will look at a business case from an entity and give some
advice to the government around the extent to which the business's assessment reflects properly
the director's duties to act in the best interests of the business. Do they line up fully with the
State's interests? And that could result in advice saying that notwithstanding the business wants
to do this, it should be deferred or stopped.

So, in the past, it's tended to be the case that if a business has it in its corporate plan that
it's intending to do this capital, it tracks into the budget. We're looking at how that process
works more from that portfolio perspective. It may be the case that you go, a business wants to
do a capital project but the Government has to think about, among other things, the State debt
position and what debt levels will mean for credit ratings and the cost of debt.

CHAIR - I'll come to that in a minute. I mean, it says here that this was basically done
to meet a commitment from Dean Harriss during the stadium debate. Okay?
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Mr SWAIN - I mean, we felt that we've taken in the stadium debt and this was - you
wouldn't get the stadium debt without a number of commitments. This was one of which - so
we felt that this was a symmetrical treatment, if you like.

CHAIR - So, somewhere some of the GBEs, state-owned companies, PNFCs, have got
to reduce their debt by $500 million. We know that can't be - well unless there's $500 million
given to TT-Line, they can't reduce theirs by $500 million. If you give it to TasNetworks,
they're already needing an equity injection to do the North West Transmission Developments.
TasPorts, unless you give them an equity transfer to fund some of their capital works on some
of the major berths and that, like Berth 4 in Burnie, for example -

Mr SWAIN - It is relating to debt, not equity.

CHAIR - Yes, but I'm saying they'll either have to take on debt or be given equity. So,
we're saying that if you're going to meet this expectation or commitment - it wasn't your
commitment, it was the Government's commitment, or the Premier's commitment - the only
way we can reasonably do this is to actually provide equity for these companies.

Mr SWAIN - Or smooth out the level of ambition across all the businesses. So, again,
you might say this is what the businesses would like to do in the next three to five years. It
might need to take seven years or eight years.

CHAIR - Let's go to the North West Transmission Developments, then. That's a required
piece of infrastructure to meet the requirements of Marinus Link, which is mostly owned by
the Federal Government, not by us. So, there's sort of an imperative there that if Marinus is
progressing, this needs to progress: otherwise, they won't work. And that won't be such a good
happy scenario for the Victorians or the Federal Government, who have more skin in the game
than we have. So, some things can't easily be pushed back.

Mr SWAIN - Yeah, that's right.

CHAIR - I'm just trying to understand where we're going to see this, because there are
not many that you can actually say, well, no. You can't stop building the gantry at Devonport.

Mr SWAIN - I agree with everything you're saying, but we're also mindful that, I mean,
we were basically put on notice, as a jurisdiction, through the credit rating downgrades, that
the credit rating agencies would - one of their key considerations was debt, and they are
observing the actual outcomes in Tasmania.

CHAIR - But debt sits not just in the general government, it sits in - yeah, if we have to
put more money into some of the GBEs we've talked about - TasNetworks, TasPorts,
TT-Line - then that'll be done through the taking on of debt by the GGS. The credit rating
agency will see that, so -

Mr SWAIN - I think it goes to both the timing and level of ambition across all of the
businesses the government has equity in, and it also goes to the risk that an individual business
that doesn't have a lot of balance sheet flexibility - like it's already got a lot of debt - the level
of expenditure it can take on in new projects, noting, that if there's a cost blowout, it will come
as an equity call to the government. That's what I was trying to say before, when we were
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advocating that the Government takes now a more portfolio-view across capital and equity.
That would include accounting for this particular commitment.

CHAIR - To go to the matter then of the credit rating agencies, did you model what
impact the high-growth scenario would have on the potential decisions of the credit rating
agencies?

Mr SWAIN - I want to - this is where it gets a bit careful, because you're saying
something on the public domain -

CHAIR - You can upset the credit rating agencies.
Mr SWAIN - Yes.

We were mindful that sometime - how can I put this? When the credit downgrade
occurred, there was a very limited market response in terms of bonds, which tells you that the
bond market had already factored in the change, which tells you that, potentially, the change,
in terms of being within the band of that credit rating, we may already be through the cap -
through the top of the band and into the credit rating band between that and the next level down.
So, I would say we did think about the potential to move through credit ratings in preparing
this report.

CHAIR - The downgrades and what it would mean?

Mr SWAIN - Yes. At a high level: we didn't - I mean, in the credit rating methodology,
there are quantitative elements and there are qualitative elements and the quantitative ones you
can form a view on, but the qualitative ones are much harder because they're kind of the view
of the credit rating agencies.

Mr ABBOTT - Their methodologies are rather opaque.

Mr SWAIN - We had a look: we did think about that broadly, but we didn't model it to
the nth degree or anything.

CHAIR - Is TasInsure included in any of modelling?

Mr SWAIN - No, TasInsure wasn't because, at that point, it was still being worked on,
so we didn't know what to -

CHAIR - It could be another risk that hasn't been factored in at all?

Mr SWAIN - In this Budget, like every budget, there'll be a whole range of risks.

CHAIR - The FSR, as we read it, has no consideration of TasInsure?

Mr SWAIN - Only through the general methodology, which looks at compound growth
rates in expenditure because we picked - I mean, the growth rate that's embedded in expenditure

is quite high, which is why the debt increases as quickly as it does, so you could argue that
implicitly it's in the methodology.
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CHAIR - Okay. I'm aware we’re running out of time. One thing I wanted to ask: you talk
about debt servicing costs as a proportion of total revenue for the GGS reaching 10 per cent
and you say maybe at that point it may be become unsustainable.

Mr SWAIN - That was our bottom measure, if you recall from that slide.

CHAIR - I just want to know how you established that as the measure.

Mr SWAIN - It's a judgment call from within Treasury. There isn't a table that tells you
at what point is - we had a look at where debt's been. We identified that that was the level
associated with the 1990 position that was significantly responded to by the Government of the
day. We identified that the interest rates in 1990 were lower than they are now. Therefore, the
10 per cent now is higher than it would have been in 1990 and we looked at what that meant in
absolute dollars and thought we were being -

CHAIR - Did it include the unfunded superannuation, the emerging cost of that?

Mr SWAIN - Only in that it's implicit in why Treasury has the view that what other
states might consider to be a relatively low debt consequence, 10 per cent.

Part of the reason that we had that at that level was thinking about the defined benefits
and the unfunded superannuation liability, yes, and the structure of our budget, which is that
two-thirds of the revenue comes from the Commonwealth and we can't directly control it. We
can advocate, but we can't control. So, Treasury's view is that we have to be inherently more
conservative because we have less levers to pull than other jurisdictions.

CHAIR - Sure. We are out of time. So, Gary, if there are any other questions that
members had, would you be happy to take anything on notice?

Mr SWAIN - Look, I think so.
CHAIR - Within limits, obviously.
Mr SWAIN - Yes.

CHAIR - I'm not saying that's the case. Anyway, I appreciate your work. Thank you for
your time today. The best with the rest of the things you've got to do.

Mr SWAIN - Yeah, well, we would have -

Unknown - The fuel thing is - let's just hope that's temporary. For everyone.
CHAIR - Yes, I think for everybody.

The witnesses withdrew.

The Committee adjourned at 12:45 pm.
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