
2001-02 BUDGET PAPER No. 3

FEDERAL
FINANCIAL RELATIONS

2001-02

CIRCULATED BY
THE HONOURABLE PETER COSTELLO, M.P.,

TREASURER OF THE COMMONWEALTH OF AUSTRALIA, AND
THE HONOURABLE JOHN FAHEY, M.P.,

MINISTER FOR FINANCE AND ADMINISTRATION
FOR THE INFORMATION OF HONOURABLE MEMBERS

ON THE OCCASION OF THE BUDGET 2001-02

22 MAY 2001



  Commonwealth of Australia 2001

ISBN 064226193-8

This work is copyright. Apart from any use as permitted under the Copyright Act 1968,
no part may be reproduced by any process without prior written permission from the
Commonwealth available from Info Products. Requests and inquiries concerning
reproduction and rights should be addressed to the Manager, Legislative Services,
Info Products, Department of Finance and Administration, GPO Box 1920,
Canberra ACT 2601.

Printed by CanPrint Communications Pty Ltd



LLL

��������

3UHIDFH���������������������������������������������������������������������������������������������������������������������������� YL

&KDSWHU �� 2YHUYLHZ DQG 5HFHQW 'HYHORSPHQWV������������������������������������������������������������

2YHUYLHZ RI &RPPRQZHDOWK�6WDWH ILQDQFLDO UHODWLRQV ���������������������������������������������������������������

*67 UHYHQXH SURYLVLRQ DQG &RPPRQZHDOWK SD\PHQWV WR WKH 6WDWH�ORFDO VHFWRU��������������������������

.H\ GHYHORSPHQWV VLQFH WKH ������� %XGJHW ��������������������������������������������������������������������������

&KDSWHU �� *67 5HYHQXH 3URYLVLRQ DQG &RPPRQZHDOWK 3D\PHQWV RI

*HQHUDO 5HYHQXH $VVLVWDQFH WR WKH 6WDWHV DQG 7HUULWRULHV���������������������������������������������

3URYLVLRQ RI *67 UHYHQXH WR WKH 6WDWHV DQG 7HUULWRULHV LQ ������� DQG ��������������������������������

*HQHUDO UHYHQXH DVVLVWDQFH��������������������������������������������������������������������������������������������������

5HYHQXH UHSODFHPHQW SD\PHQWV XQGHU µVDIHW\ QHW¶ DUUDQJHPHQWV� DQG PLUURU WD[HV ������������������

+RUL]RQWDO ILVFDO HTXDOLVDWLRQ ������������������������������������������������������������������������������������������������

&KDSWHU �� 6SHFLILF 3XUSRVH 3D\PHQWV� DQG *HQHUDO 3XUSRVH $VVLVWDQFH WR

/RFDO *RYHUQPHQW �����������������������������������������������������������������������������������������������������������

6SHFLILF 3XUSRVH 3D\PHQWV���������������������������������������������������������������������������������������������������

*HQHUDO SXUSRVH DVVLVWDQFH WR ORFDO JRYHUQPHQW ��������������������������������������������������������������������

&KDSWHU �� )LVFDO 'HYHORSPHQWV LQ WKH 6WDWHV DQG 7HUULWRULHV DQG /RDQ

&RXQFLO $UUDQJHPHQWV�����������������������������������������������������������������������������������������������������

)LVFDO GHYHORSPHQWV LQ WKH 6WDWHV DQG 7HUULWRULHV �������������������������������������������������������������������

7KH $XVWUDOLDQ /RDQ &RXQFLO �������������������������������������������������������������������������������������������������

$SSHQGL[ $� *67 5HYHQXH����������������������������������������������������������������������������������������������

*67 UHYHQXH�����������������������������������������������������������������������������������������������������������������������

*67 PHDVXUHV ��������������������������������������������������������������������������������������������������������������������

$SSHQGL[ %� &RPPRQZHDOWK 6SHFLILF 3XUSRVH 3D\PHQWV WR 2WKHU /HYHOV RI

*RYHUQPHQW� 5HSD\PHQWV RI $GYDQFHV� $GYDQFHV DQG ,QWHUHVW 3D\PHQWV������������������

$SSHQGL[ &� 3DUDPHWHU (VWLPDWHV DQG )XUWKHU ,QIRUPDWLRQ ���������������������������������������

3DUDPHWHU HVWLPDWHV XVHG LQ WKLV 3DSHU���������������������������������������������������������������������������������

)XUWKHU LQIRUPDWLRQ �������������������������������������������������������������������������������������������������������������

,QGH[���������������������������������������������������������������������������������������������������������������������������� ���



LY

�,67 2) 7$%/(6

7DEOH �� *67 UHYHQXH SURYLVLRQ DQG WRWDO &RPPRQZHDOWK SD\PHQWV WR WKH

6WDWH�ORFDO VHFWRU� ������� ������������������������������������������������������������������������������������

7DEOH �� *67 UHYHQXH SURYLVLRQ DQG WRWDO &RPPRQZHDOWK SD\PHQWV WR WKH

6WDWH�ORFDO VHFWRU� ������� ������������������������������������������������������������������������������������

7DEOH �� 'LVWULEXWLRQ RI *67 UHYHQXH� ������� ���������������������������������������������������������������������

7DEOH �� 'LVWULEXWLRQ RI *67 UHYHQXH� ������� ���������������������������������������������������������������������

7DEOH �� *XDUDQWHHG 0LQLPXP $PRXQW FRPSRQHQWV� *67 UHYHQXH SURYLVLRQ DQG

%XGJHW %DODQFLQJ $VVLVWDQFH� ������� �������������������������������������������������������������������

7DEOH �� *XDUDQWHHG 0LQLPXP $PRXQW FRPSRQHQWV� *67 UHYHQXH SURYLVLRQ DQG

%XGJHW %DODQFLQJ $VVLVWDQFH� ������� �������������������������������������������������������������������

7DEOH �� 1DWLRQDO &RPSHWLWLRQ 3ROLF\ 3D\PHQWV� ������� WR ��������������������������������������������

7DEOH �� 6SHFLDO 5HYHQXH $VVLVWDQFH WR WKH $XVWUDOLDQ &DSLWDO 7HUULWRU\� �������

WR ������� ����������������������������������������������������������������������������������������������������������

7DEOH �� 5HYHQXH UHSODFHPHQW SD\PHQWV� ���������������������������������������������������������������������

7DEOH ��� µ6DIHW\ QHW¶ VXUFKDUJH FROOHFWLRQV DQG DFFUXHG PLUURU WD[HV RQ EHKDOI RI

WKH 6WDWHV� ������� WR ������������������������������������������������������������������������������������

7DEOH ��� *67 UHODWLYLWLHV DQG )LQDQFLDO $VVLVWDQFH *UDQWV UHODWLYLWLHV� �������

DQG ���������������������������������������������������������������������������������������������������������������

7DEOH ��� (IIHFW RI KRUL]RQWDO ILVFDO HTXDOLVDWLRQ� ������� ������������������������������������������������������

7DEOH ��� *HQHUDO SXUSRVH DVVLVWDQFH WR ORFDO JRYHUQPHQW� ������� DQG ���������������������������

7DEOH ��� /RDQ &RXQFLO $OORFDWLRQV ² ������� QRPLQDWLRQV ���������������������������������������������������

7DEOH ��� &RPPRQZHDOWK EXGJHW WLPH /RDQ &RXQFLO $OORFDWLRQ IRU ������� �����������������������������

7DEOH $�� 5HFRQFLOLDWLRQ RI *67 FDVK UHYHQXH �����������������������������������������������������������������������

7DEOH $�� *67 UHYHQXH PHDVXUHV VLQFH WKH ������� %XGJHW ��������������������������������������������������

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV� UHSD\PHQWV RI

DGYDQFHV� DGYDQFHV DQG LQWHUHVW SD\PHQWV� ������� WR ������� �����������������������������

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV� UHSD\PHQWV RI

DGYDQFHV� DGYDQFHV DQG LQWHUHVW SD\PHQWV� ������� ����������������������������������������������

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV� UHSD\PHQWV RI

DGYDQFHV� DGYDQFHV DQG LQWHUHVW SD\PHQWV� ������� ����������������������������������������������



Y

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV GLUHFW WR ORFDO JRYHUQPHQW

DXWKRULWLHV� ������� WR ������� ����������������������������������������������������������������������������

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV GLUHFW WR ORFDO JRYHUQPHQW

DXWKRULWLHV� ����������������������������������������������������������������������������������������������������

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV GLUHFW WR ORFDO JRYHUQPHQW

DXWKRULWLHV� ����������������������������������������������������������������������������������������������������

7DEOH &�� 3RSXODWLRQ E\ 6WDWH����������������������������������������������������������������������������������������������

7DEOH &�� 3DUDPHWHUV ���������������������������������������������������������������������������������������������������������

�,67 2) �+$576

&KDUW �� *67 UHYHQXH SURYLVLRQ WR WKH 6WDWHV� ������� ����������������������������������������������������������

&KDUW �� &RPPRQZHDOWK SD\PHQWV WR WKH 6WDWH�ORFDO VHFWRU� ������� �������������������������������������

&KDUW �� 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV� ������� WR ������� ����������������������������������

&KDUW �� &RPSRVLWLRQ RI HVWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV µWR¶ DQG µWKURXJK¶

WKH 6WDWHV� ������� ����������������������������������������������������������������������������������������������

&KDUW �� 6WDWH FDVK VXUSOXV E\ VHFWRU ����������������������������������������������������������������������������������

&KDUW �� 6WDWH QRQ�ILQDQFLDO SXEOLF VHFWRU QHW GHEW ���������������������������������������������������������������



YL

���	
��

This Budget Paper presents information on the Commonwealth Government’s
financial relations with State, Territory and local governments.

5HODWLRQVKLS ZLWK RWKHU %XGJHW 3DSHUV DQG WHUPLQRORJ\

Budget Paper No. 3 is one of a series of Budget Papers, the purpose of which is to
provide information supplementary to that in the Budget Speech. A full list of the
series is printed on the inside cover of this Paper.

Chapter 4 of this Paper examines budget trends in the States and Territories. This is
intended to provide an overview of fiscal developments in the States and Territories
and supplement information provided in Statement 8 of Budget Paper No. 1.

6W\OH FRQYHQWLRQV

The following style conventions are employed in this Paper.

•  The Australian Capital Territory and the Northern Territory are referred to as ‘the
Territories’. References to the ‘States’ or ‘each State’ include the Territories.

•  The State and local government sector is denoted as the ‘State/local sector’.
References to the ‘State/local sector’ include the Territories unless otherwise stated.

•  Figures in tables, and generally in the text, have been rounded. Discrepancies in
tables between totals and sums of components reflect rounding. Percentage changes
in tables are based on the underlying unrounded amounts.

•  The following notations are used in the tables.

na not applicable

0 zero

- nil

$m $ million
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On 1 July 2000, a new system of Commonwealth-State financial relations commenced
as part of The New Tax System.

This Chapter provides an overview of this new system, outlines the total payments
from the Commonwealth to the States in 2000-01 and 2001-02, and discusses key
developments since the 2000-01 Budget.

�9(59,(: 2) �20021:($/7+��7$7( ),1$1&,$/ 5(/$7,216

A key element of The New Tax System is to provide all goods and services tax (GST)
revenue to the States. This is a landmark reform of Commonwealth-State financial
relations. The reforms provide the States with a secure, broad-based revenue source
with which to fund community services, such as schools, hospitals and the police.

The new system of Commonwealth-State financial relations:

•  provides all GST revenue to the States, to be spent according to their own
budgetary priorities;

− this provides the States with a robust and growing tax base, ensuring that they
will be better off in the medium and long term;

•  provides for the abolition of a range of narrow and inefficient State taxes, such as
Financial Institutions Duty and stamp duty on quoted marketable securities, which
are to be abolished from 1 July 2001;

•  introduced a new First Home Owners Scheme; and

•  established a Ministerial Council for Commonwealth-State Financial Relations (the
Ministerial Council).

In addition, the Commonwealth has made a commitment to provide assistance to the
States in the transitional years to ensure that each individual State will be no worse off
than it would have been had the reforms not been implemented.

The reforms to Commonwealth-State financial arrangements required the passage of
legislation by both the Commonwealth Parliament and by the States. The A New Tax
System (Commonwealth-State Financial Arrangements) Act 1999 and the A New Tax
System (Commonwealth-State Financial Arrangements — Consequential Provisions) Act 1999
give effect to the Commonwealth’s commitments.

The legislation builds on (and incorporates as a Schedule) the Intergovernmental
Agreement on the Reform of Commonwealth-State Financial Relations (the
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Intergovernmental Agreement), endorsed by Commonwealth, State and Territory
Heads of Government in June 1999.

The States have also enacted legislation to meet their commitments.

����5(9(18( 3529,6,21 $1' �20021:($/7+ 3$<0(176

72 7+( �7$7(�/2&$/ 6(&725

It is estimated that the States will receive around $27.5 billion in GST revenue in
2001-02, which can be spent by the States according to their own priorities.

Chart 1 illustrates the estimated GST revenue provision to each State in 2001-02.
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In addition to providing all GST revenue to the States, the Commonwealth will also
make payments totalling $23.8 billion to the State/local sector in 2001-02, comprising:

•  general revenue assistance:

− Budget Balancing Assistance;

− National Competition Policy Payments; and

− Special Revenue Assistance; and

•  Specific Purpose Payments (SPPs):

− Specific Purpose Payments ‘to’ the States;
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− Specific Purpose Payments ‘through’ the States; and

− Specific Purpose Payments direct to local government.

Specific Purpose Payments account for the majority of Commonwealth payments to
the State/local sector in 2001-02, as illustrated in Chart 2.

&KDUW �� &RPPRQZHDOWK SD\PHQWV WR WKH 6WDWH�ORFDO VHFWRU�
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Tables 1 and 2 summarise the estimated GST revenue provision and Commonwealth
payments to each State in 2000-01 and 2001-02 respectively.

The provision of GST revenue to the States and Commonwealth payments to the
State/local sector are discussed in greater detail in Chapters 2 and 3.
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The introduction of The New Tax System on 1 July 2000 has significantly reformed
Commonwealth-State financial relations. Key developments since the 2000-01 Budget
are highlighted below.

•  As the States receive all GST revenue, the Commonwealth commenced monthly
payments of GST revenue to the States in July 2000. Total GST payments to the
States are estimated at $24.2 billion for 2000-01.

− As a consequence, the States commenced payments to the Commonwealth
meeting the agreed costs incurred in administering the GST (the payments in
2000-01 reflect costs incurred in 1999-2000 and 2000-01). The payments reflect a
substantial increase in the Australian Taxation Office’s workload as a result of a
higher than anticipated number of GST registrations. The payments are expected
to decrease in 2001-02 and subsequent years.

•  A new First Home Owners Scheme commenced on 1 July 2000. Under the Scheme,
a grant of $7,000 is available to eligible applicants who are buying or building their
first home. The Scheme is administered by the States on the basis of principles
agreed by all jurisdictions in the Intergovernmental Agreement.

− In addition to this ongoing Scheme, the Commonwealth announced a new
initiative on 9 March 2001 to double the grant to $14,000 for first home owners
who enter into contracts between 9 March 2001 and 31 December 2001 inclusive
to build or purchase new but previously unoccupied homes. The $14,000 grant is
also available for owner-builders who commence building their home between
these dates. The Commonwealth is fully funding the extension to the Scheme.

•  On 1 July 2000, accommodation taxes were abolished, and Financial Institutions
Duty and stamp duty on quoted marketable securities will be abolished from
1 July 2001.

7KH 0LQLVWHULDO &RXQFLO IRU &RPPRQZHDOWK�6WDWH )LQDQFLDO 5HODWLRQV

The Ministerial Council, comprising the Commonwealth Treasurer and all State and
Territory Treasurers, was established to oversight the implementation and operation of
the Intergovernmental Agreement. The Ministerial Council met on 30 March 2001 to
consider expected payments to the States, as well as issues related to tax reform and
the administration of the GST.
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This Chapter provides details of the provision of goods and services tax (GST) revenue
to the States, and general revenue assistance payments to be made to the States in
2000-01 and 2001-02. It also discusses the composition of payments and the impact of
horizontal fiscal equalisation.

�529,6,21 2) ����5(9(18( 72 7+( �7$7(6 $1' �(55,725,(6 ,1

������	�$1' ���	���

The A New Tax System (Commonwealth-State Financial Arrangements) Act 1999 (the Act)
provides that the States receive all GST revenue. Monthly payments of GST revenue to
the States commenced in July 2000.

The distribution of GST revenue among the States is based on horizontal fiscal
equalisation principles (discussed in detail later in this Chapter).

Tables 3 and 4 show the estimated provision of GST revenue to the States in 2000-01
and 2001-02 respectively. This revenue will be distributed, in accordance with the Act,
using GST relativities recommended in the Commonwealth Grants Commission (CGC)
Report on State Revenue Sharing Relativities 2001 Update, after accounting for a technical
issue raised by Western Australia at the 30 March 2001 Ministerial Council meeting.

x Tables 3 and 4 show the per capita relativities applied to the States’ populations (as
at 31 December of each year) in order to arrive at a weighted population share for
each State. A State’s share of the GST revenue is equal to its weighted population
share of the combined GST revenue and unquarantined Health Care
Grants (HCGs), less the unquarantined HCGs it receives.
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In 2001-02, general revenue assistance will take the form of Budget Balancing
Assistance (BBA), National Competition Policy Payments (NCPPs) and Special
Revenue Assistance (SRA). As with GST revenue, general revenue assistance is
‘untied’, that is, it is not required to be spent by the States in a specified area.

As outlined in Tables 1 and 2, the total level of general revenue assistance to the States
in 2000-01 is estimated to be $3,432.2 million. In 2001-02 it is estimated to be
$3,174.1 million.

%XGJHW %DODQFLQJ $VVLVWDQFH

Under the Act, the Commonwealth has guaranteed that in each of the transitional
years following the introduction of tax reform, each State’s budgetary position will be
no worse off than had the reforms to Commonwealth-State financial relations not been
implemented.

The amount of funding each State would have had available to it under the previous
system of financial relations is known as the Guaranteed Minimum Amount (GMA)
and is calculated for each transitional year, commencing in 2000-01.

To meet its guarantee, the Commonwealth pays the States transitional
assistance (known as BBA) to cover any shortfall of GST revenue below the GMA.

Tables 5 and 6 show the latest estimates of the GMA, GST revenue and BBA for each
State in 2000-01 and 2001-02 respectively. These estimates have been updated for
policy, parameter and estimate changes since they were discussed at the 30 March 2001
Ministerial Council meeting.

On the basis of current estimates, the States will receive total BBA of $2,957.5 million in
2000-01 and $2,443.6 million in 2001-02. In both years, BBA will be paid as a grant. The
final quantum of BBA paid in a year is determined by the Treasurer’s GMA
determination and the Commissioner of Taxation’s GST revenue determination, as
outlined in the Act.

In 2001-02, BBA will take into account the revenue forgone by the States from the
abolition of Financial Institutions Duty and stamp duty on quoted marketable
securities, of $1,195.9 million and $675.1 million respectively.
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1DWLRQDO &RPSHWLWLRQ 3ROLF\ 3D\PHQWV

At the April 1995 Council of Australian Governments meeting, the Commonwealth
and the States concluded the Agreement to Implement the National Competition Policy and
Related Reforms. Under that Agreement, the States are eligible for three tranches of
ongoing NCPPs. The NCPPs commenced in July 1997 at an annual level of
$200 million, and increased in July 1999 to $400 million in 1994-95 prices. The third
tranche commences in July 2001 at an annual level of $600 million in 1994-95 prices.
The Agreement specifies that the NCPPs be paid quarterly and be distributed to the
States on an equal per capita basis.

Each State’s NCPPs are subject to that State making satisfactory progress with the
implementation of specified reform conditions in the Agreement. Prior to the
scheduled payment of NCPPs in 2001-02, the National Competition Council will assess
whether each State has met these conditions and provide a report for consideration by
the Commonwealth.

Subject to satisfactory progress in the areas to be reviewed by the National
Competition Council, the Commonwealth will provide the States with NCPPs
estimated to total $716.3 million in 2001-02.

Table 7 shows the allocation of NCPPs covering 2000-01 to 2004-05.

7DEOH �� 1DWLRQDO &RPSHWLWLRQ 3ROLF\ 3D\PHQWV� ������� WR �������

�HVWLPDWHG�

16: 9,& 4/' :$ 6$ 7$6 $&7 17 7RWDO

�P �P �P �P �P �P �P �P �P

������� ����� ����� ���� ���� ���� ���� ��� ��� �����

������� ����� ����� ����� ���� ���� ���� ���� ��� �����

������� ����� ����� ����� ���� ���� ���� ���� ��� �����

������� ����� ����� ����� ���� ���� ���� ���� ��� �����

������� ����� ����� ����� ���� ���� ���� ���� ��� �����

6SHFLDO 5HYHQXH $VVLVWDQFH

In 2001-02, SRA comprises funding to the Australian Capital Territory for special fiscal
needs. The level of these payments will reflect the recommendations of the CGC in its
Report on State Revenue Sharing Relativities 2001 Update.

Special Revenue Assistance is provided to the Australian Capital Territory in
recognition of the fact that certain functions (for example, the Family Court) are not
directly funded by the Commonwealth, in contrast to the funding arrangements in
other States. In 2001-02, SRA will amount to $14.2 million, an increase of $0.7 million.
The increase reflects an expected increase in the consumer price index (CPI) adjusted
to remove the impact of indirect tax reform, and increases in superannuation and debt
charges related to the provision of police services in the Australian Capital Territory.



��

Special Revenue Assistance to the Australian Capital Territory also includes an
amount for additional police service costs, which used to be paid as a separate
transitional allowance. This amount is included as the Australian Capital Territory is
not able to influence the terms and conditions of the Australian Federal Police.

Table 8 provides estimates of SRA to the Australian Capital Territory from 2000-01
to 2004-05.

7DEOH �� 6SHFLDO 5HYHQXH $VVLVWDQFH WR WKH $XVWUDOLDQ &DSLWDO 7HUULWRU\�

������� WR ������� �HVWLPDWHG�

������� ������� ������� ������� �������

�P �P �P �P �P

6SHFLDO 5HYHQXH $VVLVWDQFH

WR WKH $&7 ���� ���� ���� ���� ����

�(9(18( 5(3/$&(0(17 3$<0(176 81'(5 �6$)(7< 1(7�

$55$1*(0(176��$1' 0,5525 7$;(6

The Commonwealth collects revenue on behalf of the States under ‘safety net’
arrangements for petroleum, alcohol and tobacco products, and mirror taxes at
Commonwealth places.

In accordance with the Intergovernmental Agreement, taxation of petroleum, alcohol
and tobacco under the ‘safety net’ arrangements ceased on 1 July 2000. However, due
to collections being received which relate to taxable dealings that occurred before
1 July 2000, lagged payments continue to be made in 2000-01.

Table 9 shows estimated revenue replacement payments under ‘safety net’
arrangements for 2000-01.
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Table 10 summarises estimates of ‘safety net’ surcharge collections and accrued mirror
taxes on behalf of the States, from 2000-01 to 2004-05.

7DEOH ��� µ6DIHW\ QHW¶ VXUFKDUJH FROOHFWLRQV DQG DFFUXHG PLUURU WD[HV RQ

EHKDOI RI WKH 6WDWHV� ������� WR �������

������� ������� ������� ������� �������

�P �P �P �P �P


6DIHW\ 1HW
 VXUFKDUJH FROOHFWLRQV ����� QD QD QD QD

0LUURU WD[HV ����� ����� ����� ����� �����

7RWDO ����� ����� ����� ����� �����

0LUURU WD[ DUUDQJHPHQWV

Following the High Court decision in Allders International Pty Ltd v Commissioner of
State Revenue (Victoria), invalidating State taxes on Commonwealth places, the
Commonwealth introduced taxes in 1998 to mirror State payroll taxes, Financial
Institutions Duty, debits tax and stamp duties on activities on or in Commonwealth
places. State land taxes were subsequently added to the list of mirror taxes. All mirror
tax revenues are remitted to the States to ensure that they are not financially
disadvantaged by the Allders decision.

The administrative arrangements for collecting, and ensuring compliance with, the
mirror taxes are contained in bilateral arrangements between the Commonwealth
Treasury and State Treasuries.

�25,=217$/ ),6&$/ (48$/,6$7,21

All GST revenue is provided to the States and distributed on the basis of horizontal
fiscal equalisation (HFE) principles, in accordance with the provisions of the Act.
General revenue assistance provided to the States by the Commonwealth is also partly
distributed on the basis of HFE principles.

2EMHFWLYHV RI KRUL]RQWDO ILVFDO HTXDOLVDWLRQ

The objective of HFE is to improve equity for all Australians. The principle of HFE is
that all State governments can provide services at the same standard if they make the
same effort to raise revenue from their own sources and operate at the same level of
efficiency.

The HFE principles are embodied in the per capita relativities recommended by the
CGC. The CGC is an independent statutory authority established by the Commonwealth
Grants Commission Act 1973.
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7KH DVVHVVPHQW SURFHVV

In its assessment of per capita relativities, the CGC takes account of differences in the
per capita capacities of the States to raise revenues and differences in the per capita
amounts required to be spent by the States in providing an average standard of
government services.

A State’s actual per capita expenditure or revenue generally differs from the average of
all States when:

x influences that are beyond a State’s control (referred to as ‘disabilities’) affect the
cost at which it can provide services or its capacity for raising revenue; or

x a State’s policies, practices and operating efficiency differ from those of other States.

Horizontal fiscal equalisation requires that only those factors beyond a State’s control
be taken into account in determining a State’s relative needs.

The Commonwealth consults with the States concerning the CGC’s terms of reference,
with a view to reinforcing the CGC’s position as an independent arbiter in relation to
HFE. Terms of reference for the CGC define the general approach to be followed, as
well as any specific conditions or limitations on the extent to which HFE is to apply.

The CGC undertakes both annual updates and five-yearly methodology reviews.
Annual updates essentially revise the data upon which the CGC’s assessments are
based. Methodology reviews are aimed at improving the CGC’s methods of
assessment and involve substantial consultation with the States and the
Commonwealth. The CGC completed its most recent methodology review in
February 1999, and the results of the next methodology review are due to be released
in early 2004 (see Box 1).
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%R[ �� &RPPRQZHDOWK *UDQWV &RPPLVVLRQ¶V ���� 0HWKRGRORJ\ 5HYLHZ

x The CGC has commenced a new methodology review which is expected to be
completed in February 2004.

x The terms of reference for the 2004 review were developed in consultation with
the States, and give the CGC a wide-ranging brief to review aspects of its
methodology. Any subsequent methodology improvements may produce a
redistribution of funding among the States.

x Issues under consideration by the CGC as part of the 2004 review include:

� whether the allowances for special circumstances granted to the Australian
Capital Territory continue to be necessary; and

� improving methods of assessment, for example in the area of depreciation
and debt charges.

x The CGC expects to release preliminary relativities in mid-2003 ahead of a
further round of consultations with the States and the Commonwealth. The
CGC’s final recommendations, including the recommended per capita
relativities for 2004-05, are expected to be released in February 2004.

���� XSGDWH RI UHODWLYLWLHV

In its Report on State Revenue Sharing Relativities 2001 Update, the CGC analysed State
financial data for the period 1995-96 to 1999-2000 to form the basis of its
recommendations on two sets of relativities:

x GST relativities that apply to the distribution of GST revenue; and

x Financial Assistance Grants (FAGs) relativities that contribute to the calculation of
the GMA for each State.

The Ministerial Council meeting on 30 March 2001 resolved to adopt the
recommended relativities for 2001-02 after adjustment for minor technical issues.

The GST relativities and FAGs relativities for 2000-01 and 2001-02 are illustrated in
Table 11.
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7DEOH ��� *67 UHODWLYLWLHV DQG )LQDQFLDO $VVLVWDQFH *UDQWV UHODWLYLWLHV�

������� DQG �������

16: 9,& 4/' :$ 6$ 7$6 $&7 17

*67 UHODWLYLWLHV
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The GST relativities are all closer to 1 than the FAGs relativities. This reflects the fact
that fiscal equalisation requires a fixed dollar amount of funding (around $2.1 billion)
to be redistributed. Since the GST pool (approximately $27.5 billion in 2001-02) is
greater than the FAGs pool (approximately $18.7 billion in 2001-02) a smaller
proportion of GST funding is redistributed among the jurisdictions.

(IIHFW RI KRUL]RQWDO ILVFDO HTXDOLVDWLRQ

One way of viewing the effect of HFE is to compare the GMA for each State with the
amount that would be received on the basis of an equal per capita distribution. While
HFE only applies to the FAGs forgone component of GMA, FAGs forgone is the largest
component of the GMA. In 2001-02, around $2,148 million (or 7.2 per cent) of the total
GMA is to be distributed among the States as a result of the application of the CGC’s
relativities to the pool of FAGs forgone, compared with an equal per capita
distribution. The comparison is shown in Table 12.
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Some jurisdictions receive relatively less funding under HFE because their fiscal
capacity is relatively strong — these ‘donor’ States are New South Wales, Victoria and
Western Australia. The other jurisdictions (the ‘recipient‘ States) receive relatively
more funding because their fiscal capacity is not as strong.

Another way of viewing the effect of HFE is to consider the distribution of funding
that might occur were Australia to have a unitary system of government, rather than
the current federal system. It is, of course, not possible to quantify this approach.
Nevertheless, it would seem likely that under a unitary system of government, the
government would seek to provide a minimum level of services to all areas. This is a
similar outcome to that which HFE seeks to achieve in the current federal system.
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This Chapter provides a broad overview of the nature and purpose of Specific Purpose
Payments (SPPs). It also discusses general purpose assistance to local government in
2000-01 and 2001-02.

�3(&,),& �85326( �$<0(176

1DWXUH DQG SXUSRVH

Specific Purpose Payments are payments for policy purposes that relate to particular
functional activities (for example, health and education). Specific Purpose Payments
are made under section 96 of the Constitution, which states that the Commonwealth
Parliament may grant financial assistance to any State on such terms as it sees fit.

Specific Purpose Payments can be classified into three groups:

•  Specific Purpose Payments paid ‘to’ the States — payments direct to State
governments, totalling $15,154.8 million in 2001-02;

•  Specific Purpose Payments ‘through’ the States — payments to State governments
to be passed on to local government, other bodies and individuals,
totalling $5,067.5 million in 2001-02. The main payments in this category relate to
non-government schools and local government general purpose assistance; and

•  Specific Purpose Payments made direct to local government, totalling
$429.8 million in 2001-02. The main payments in this category relate to child care
programmes administered by local governments on behalf of the Commonwealth
and funding for aged and disabled persons’ homes and hostels.

Indexation arrangements and the distribution of SPPs among the States vary for each
SPP. In most cases, SPPs are subject to conditions reflecting Commonwealth policy
objectives or national policy objectives agreed to between the Commonwealth and the
States. It is because of the conditions attached to SPPs that they are sometimes referred
to as ‘tied grants’. Such conditions may include:

•  general policy requirements on States (for example, public hospital treatment to
Medicare patients as a condition of receiving Health Care Grants);

•  a requirement that a payment be expended for a specific purpose (for example,
housing assistance for homeless people);
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•  meeting broad Commonwealth-State agreements covering principles and
programme delivery mechanisms (for example, the Commonwealth-State Housing
Agreement); and

•  conditions of joint expenditure programmes, including project approval, matching
funding arrangements and performance information.

Specific Purpose Payments also include some payments that are not subject to
conditions. These typically relate to revenue sharing arrangements or compensation
(either for the transfer of responsibilities or for other Commonwealth action). For
example, compensation payments are made to the States for revenue forgone as a
result of the national system of companies and securities regulation.

Specific Purpose Payments ‘to’ and ‘through’ are estimated to total
around $20,222.2 million in 2001-02. This is an increase of $981.4 million or 5.1 per cent
on 2000-01 (after removing the $112.7 million and $97.0 million cost of the Natural
Disaster Relief Programme in 2000-01 and 2001-02 respectively). Specific Purpose
Payments ‘to’ the States are expected to increase by around $601.3 million in 2001-02
or 4.2 per cent on 2000-01 after abstracting from SPPs associated with natural disaster
relief.

Chart 3 shows the trend in the level of SPPs from 1981-82 to 2001-02. It contains
adjustments for a number of classification changes and one-off factors, so as to allow
comparisons on a more consistent basis.
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Chart 4 illustrates the composition of major SPPs (‘to’ and ‘through’ the States) in
2001-02.
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More detailed information on SPPs, including estimated State splits for 2000-01 and
2001-02 and data on repayments of advances, advances and interest payments, is
contained in Appendix B.
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General purpose assistance to local government has been provided by the
Commonwealth since 1974-75. Under current arrangements, the Commonwealth
provides general purpose assistance to local government in the form of local
government financial assistance grants and local government untied road funding.
This assistance is paid to the States as an SPP on the condition that the funds are
passed on to local government. Both forms of funding can be spent by local
government on any purpose.

General purpose assistance is provided to local government authorities under the
Local Government (Financial Assistance) Act 1995 (the Act). Under the Act, the Treasurer
is responsible for determining the annual increase in Commonwealth general purpose
assistance paid to local government. The Act previously provided for general purpose
assistance to be increased each year by an escalation factor that reflected the
underlying movement in general revenue assistance provided to the States. The
escalation factor reflected the percentage increase in the States’ Financial Assistance
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Grants (FAGs) pool in the current year, which in turn reflected indexation for
population growth and the consumer price index (CPI). As a result of the cessation of
FAGs from 1 July 2000, the Act was amended with effect from that date to remove the
link to FAGs and to provide for the Treasurer to determine the escalation factor with
reference to population growth and the CPI.

The Commonwealth will provide total payments of $1,322.5 million in local
government general purpose assistance in 2000-01. These payments have been based
on the estimated escalation factor of 1.0389 and take into account an underpayment
of $1.7 million in 1999-2000. In June 2001, the Treasurer will determine the final 2000-01
escalation factor on the basis of the Australian Statistician’s determination of
population, and ongoing CPI (which excludes the estimated impact of the indirect tax
reform measures in The New Tax System). This is consistent with the decision in the
2000-01 Budget that the ongoing CPI estimate will be used for indexation purposes for
most Commonwealth expenses, including SPPs. The current estimate for the 2000-01
escalation factor is 1.0463.

General purpose assistance to local government is estimated to be $1,383.5 million in
2001-02 (after allowing for an estimated payment of $9.4 million to adjust for the
difference between the escalation factor used to calculate payments in 2000-01 and the
factor to be determined by 30 June 2001). In 2001-02, general purpose assistance to local
government will again utilise an escalation factor based on estimates of population
growth and CPI increases, excluding the estimated impact of the indirect tax reform
measures in The New Tax System. The final escalation factor for 2001-02 will be
determined by the Treasurer in June 2002.

As in the past, the interstate distribution of local government financial assistance
grants for 2001-02 will be on an equal per capita basis, using the State populations at
31 December in the previous financial year. Untied local government road funding is
distributed between the States on the basis of historical shares. State Grants
Commissions determine the intrastate distribution of these payments to local
governments. The financial assistance grants are distributed, as far as practicable, on a
horizontal fiscal equalisation basis, while the identified road grants are distributed on
relative road needs.

Table 13 sets out the payments of general purpose assistance to local government in
2000-01 and 2001-02.



�
�

7
D
E
OH

�
�
�
*
H
Q
H
UD
O
S
X
US
R
V
H
D
V
V
LV
WD
Q
F
H
WR

OR
F
D
O
J
R
Y
H
UQ
P
H
Q
W�
�
�
�
�
��
�
D
Q
G
�
�
�
�
��
�
�
H
V
WL
P
D
WH
G
�

1
6
:

9
,&

4
/
'

:
$

6
$

7
$
6

$
&
7

1
7

7
R
WD
O

�
P

�
P

�
P

�
P

�
P

�
P

�
P

�
P

�
P

�
�
�
�
��
�

)
LQ
D
Q
FL
D
O
$
VV
LV
WD
Q
FH

*
UD
Q
WV

�
�
�
��

�
�
�
��

�
�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
��

�
�
�
��

,G
H
Q
WL
IL
H
G
UR
D
G
J
UD
Q
WV

�
�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
��

�
�
�
��

7
R
WD
O
J
H
Q
H
UD
O
S
X
US
R
VH

D
VV
LV
WD
Q
FH
�D
�

�
�
�
��

�
�
�
��

�
�
�
��

�
�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
�
�
��

�
�
�
�
��
�

)
LQ
D
Q
F
LD
O
$
V
V
LV
WD
Q
F
H
*
UD
Q
WV

�
�
�
��

�
�
�
��

�
�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
��

�
�
�
��

,
G
H
Q
WL
IL
H
G
UR
D
G
J
UD
Q
WV

�
�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
�
��

7
R
WD
O
J
H
Q
H
UD
O
S
X
US
R
V
H
D
V
V
LV
WD
Q
F
H
�D
�

�
�
�
��

�
�
�
��

�
�
�
��

�
�
�
��

�
�
��

�
�
��

�
�
��

�
�
��

�
�
�
�
��

�D
�  

7
R
WD
O
J
H
Q
H
UD
O
S
X
US
R
VH

D
VV
LV
WD
Q
FH

LV
WK
H
D
FW
X
D
O
FD
VK

S
D
\
P
H
Q
W
WK
D
W
WK
H
6
WD
WH

UH
FH
LY
H
V
R
Q
E
H
K
D
OI
R
I
OR
FD
O
J
R
Y
H
UQ
P
H
Q
W�
,W

LV
H
T
X
D
O
WR

WK
H
H
VW
LP

D
WH
G
H
Q
WL
WO
H
P
H
Q
W
IR
U
D

J
LY
H
Q
\
H
D
U
D
G
MX
VW
H
G
IR
U
D
Q
R
Y
H
U
R
U
X
Q
G
H
U
S
D
\
P
H
Q
W
IU
R
P

WK
H
S
UH
Y
LR
X
V
\
H
D
U�





��

��������	
����
���������������
�������������
����
����������
�����������������������������


This Chapter provides an overview of recent fiscal developments in State non-financial
public sector finances. The Chapter also sets out the Loan Council Allocations
nominated by the Commonwealth and each State for 2001-02 and endorsed by the
Australian Loan Council at its meeting on 30 March 2001. It also reports the
Commonwealth’s 2001-02 Budget Loan Council Allocation estimate.

�,6&$/ '(9(/230(176 ,1 7+( �7$7(6 $1' �(55,725,(6

6WDWH FDVK VXUSOXV E\ VHFWRU

The State non-financial public sector — comprising the general government and public
non-financial corporations (PNFC) sectors of all States — is expected, on a Government
Finance Statistics basis, to record a cash surplus of 0.1 per cent of Gross Domestic
Product (GDP) in 2000-01. This compares with a cash surplus of 0.9 per cent of GDP in
1999-2000.

The deterioration in the position of the State non-financial public sector is attributable
to a decline in both the general government and PNFC sectors. The cash surplus in the
general government sector is forecast to fall from 0.4 per cent of GDP in 1999-2000 to
0.3 per cent in 2000-01. Similarly, the PNFC sector is forecast to fall from a surplus of
0.6 per cent of GDP to a deficit of 0.2 per cent of GDP in 2000-01.

In the forward estimate years, the general government sector surplus is expected to
average around 0.2 per cent of GDP. Trends in the cash surplus of the State general
government, PNFC and non-financial public sectors are illustrated in Chart 5.
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6WDWH QHW GHEW

The ratio of aggregate State net debt to GDP has been declining steadily since the early
1990s. This has largely resulted from States adopting medium-term fiscal strategies to
reduce debt levels through expenditure restraint and, less importantly, through
revenue increases and asset sales.

Chart 6 illustrates recent trends in the net debt to Gross State Product (GSP) ratio of
each State, along with the aggregate State net debt to GDP ratio.
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Key fiscal developments in each State are outlined below. Developments are reported
in both accrual and cash terms, where possible, and are based on Australian Bureau of
Statistics (ABS) publications, Commonwealth Treasury forecasts, State 1999-2000
budget outcomes, 2000-01 State mid-year reports and 2001-02 State Budgets where
available. Forthcoming Budgets in most jurisdictions may lead to revisions to the
outlook.

Jurisdictions that have not yet implemented the accrual reporting requirements in their
budget documents have until the 2002-03 budget year to implement reporting on an
accrual basis, and are expected to continue reporting on a cash basis in the interim.

New South Wales is expected to further improve its non-financial public sector
position in 2000-01. In accrual terms, the general government sector fiscal balance is
expected to be in surplus by 0.2 per cent of GSP in 2000-01. Fiscal surpluses are
projected for the general government sector for the three years after 2000-01.

New South Wales expects to record a non-financial public sector fiscal surplus of
0.2 per cent of GSP in 2000-01, up from 0.1 per cent in 1999-2000. The improvement
largely mirrors the PNFC sector, which is expected to move from a deficit of
0.3 per cent of GSP in 1999-2000 to a balanced position in 2000-01.
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In cash terms, the general government sector is expected to record a surplus of
0.5 per cent of GSP in 2000-01, down from 0.8 per cent in 1999-2000. Cash surpluses are
expected to continue through the forward period.

State non-financial public sector net debt as a percentage of GSP is expected to decline
from 8.4 per cent in 1999-2000 to 7.9 per cent in 2000-01, with cash surpluses used to
retire debt.

In accrual terms, the Victorian general government sector expects to record a fiscal
surplus of 0.4 per cent of GSP in 2000-01, down from a 0.8 per cent surplus in
1999-2000. The general government fiscal balance is projected to move into deficit in
2001-02 and beyond as spending on infrastructure increases. The PNFC sector in
2000-01 is expected to record a small deficit, while the non-financial public sector is
forecast to move into a deficit position in later years.

The cash surplus in the general government sector is expected to decrease from
1.2 per cent of GSP in 1999-2000 to 0.7 per cent in 2000-01, with forecast deficits in the
out years with an increase in capital spending.

Proceeds from Victoria’s privatisation programme previously contributed in
substantially reducing Victoria’s net debt position. Continuing to use its surpluses to
retire debt, Victoria’s non-financial public sector net debt is expected to fall further in
2000-01, moving from 2.8 per cent of GSP in 1999-2000 to 2.1 per cent.

Queensland’s general government sector is expected, in accrual terms, to record a
fiscal deficit of 0.7 per cent of GSP in 2000-01, up from 0.1 per cent in 1999-2000.
Queensland is forecasting that a decrease in capital investment (after strong growth in
recent years) will contribute to the fiscal balance moving into surplus over the forward
period.

Fiscal deficits in both the PNFC sector and the general government sector will result in
the State non-financial public sector recording a deficit of 1.5 per cent of GSP in
2000-01, as compared to a deficit of 0.4 per cent of GSP in 1999-2000. This position is
expected to steadily improve as the PNFC and general government sectors move into
surplus in the forward years.

The general government sector, on a cash basis, is expected to record a surplus of
0.2 per cent of GSP in 2000-01, after a deficit of 1.1 per cent of GSP in 1999-2000.

Queensland has consistently recorded a negative net debt position in its non-financial
public sector. Negative net debt is expected to fall from 1.1 per cent of GSP in
1999-2000 to negative net debt of 0.4 per cent of GSP in 2000-01, before increasing again
in 2002-03 and 2003-04.

Western Australia expects, on an accrual basis, a general government fiscal deficit of
0.6 per cent of GSP in 2000-01, up from 0.4 per cent in 1999-2000. The sector is projected
to remain in deficit over the forward period.
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Western Australia’s PNFC sector is expected to increase its deficit from 0.1 per cent of
GSP to 0.3 per cent of GSP in 2000-01. Similarly, the State non-financial public sector is
forecast to move from a deficit of 0.5 per cent of GSP to 0.9 per cent of GSP in 2000-01.

In cash terms, Western Australia’s general government sector is expected to remain in
deficit in 2000-01 at 0.6 per cent of GSP. Large ongoing capital works programmes
have contributed to several cash deficits in the past, and are projected to contribute to
further deficits in the forward estimate years.

Western Australia’s combined general government and PNFC net debt as a proportion
of GSP is anticipated to decrease from 8.2 per cent to 7.1 per cent in 2000-01, with
proceeds from the recent privatisation of State assets directed towards retiring debt.
Net debt is projected to increase over the forward period.

South Australia’s general government sector, in accrual terms, is expected to remain in
fiscal deficit for the foreseeable future. The deficit is estimated at 0.7 per cent of GSP in
2000-01, down from a deficit of 1.1 per cent in 1999-2000.

The total non-financial public sector in South Australia is expected to record a surplus
of 1.9 per cent of GSP in 2000-01, compared with a surplus of 7.5 per cent in 1999-2000.
The 1999-2000 and 2000-01 surpluses include proceeds from the long-term lease of
electricity assets.

The general government sector is expected to record a small cash deficit in 2000-01,
decreasing from a deficit of 0.6 per cent of GSP in 1999-2000. The sector is expected to
record modest cash deficits over the forecast period to 2003-04.

South Australia’s net debt position is expected to improve substantially again in
2000-01, as further proceeds from the lease of electricity assets will be used to reduce
debt. Net debt in the public non-financial sector is expected to move from 10.3 per cent
of GSP to 7.0 per cent in 2000-01.

Tasmania has experienced a considerable turnaround in its budget position in recent
years and the general government sector, after an expected cash surplus of 0.5 per cent
of GSP in 2000-01, is projected to remain in surplus over the forecast period through to
2003-04.

A cash surplus of 0.3 per cent of GSP is expected for the PNFC sector in 2000-01, down
from a surplus of 0.2 per cent of GSP in 1999-2000. The State non-financial public sector
is expected to remain in surplus in 2000-01, albeit down from 1.4 per cent of GSP in
1999-2000 to 0.8 per cent.

Although high relative to other States, Tasmania’s non-financial public sector net debt
to GSP ratio is continuing to fall. Successive cash surpluses and privatisation proceeds
have contributed to improving Tasmania’s net debt position. State non-financial public
sector net debt as a proportion of GSP is expected to fall from 22.8 per cent in
1999-2000 to 20.6 per cent in 2000-01.
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In accrual terms, the Australian Capital Territory’s general government sector is
expected to move from a fiscal surplus of 0.8 per cent of GSP in 1999-2000 to a surplus
of 0.2 per cent in 2000-01. The fiscal balance in the PNFC sector is forecast to move
from a surplus of 0.1 per cent of GSP in 1999-2000 to a surplus of 0.3 per cent in
2000-01.

As a result of the combined developments in the general government and PNFC
sectors, the Australian Capital Territory’s total non-financial public sector is expected
to record a fiscal surplus of 0.5 per cent of GSP in 2000-01.

The general government sector, in cash terms, is expected to fall from a cash surplus of
1.5 per cent of GSP to 1.0 per cent in 2000-01. The general government sector is
projected to record surpluses in the forward years.

Net debt in the Australian Capital Territory as a proportion of GSP is expected to move
from 1.0 per cent in 1999-2000 to a negative net debt position of 0.5 per cent in 2000-01.

In cash terms, the Northern Territory’s general government deficit of 1.5 per cent of
GSP in 1999-2000 is expected to fall to a deficit of 1.3 per cent of GSP in 2000-01. The
fiscal balance of the general government sector is forecast to steadily improve from
2000-01 onwards, with cash deficits continuing to decrease in the forward estimate
years.

Due to the PNFC sector moving to a deficit of 0.6 per cent of GSP in 2000-01, the
non-financial public sector is set to record a higher deficit in 2000-01 of 1.9 per cent of
GSP, up from 1.2 per cent in 1999-2000.

State non-financial public sector net debt in the Northern Territory was 20.6 per cent of
GSP in 1999-2000, and is expected to move to 20.5 per cent of GSP in 2000-01.

�+( �8675$/,$1 �2$1 �281&,/

The Australian Loan Council is a Commonwealth-State Ministerial Council that
coordinates total public sector borrowing under a voluntary agreement. The Loan
Council comprises the Commonwealth Treasurer as Chairman, and State and Territory
Treasurers. The Loan Council was established in 1927 under the Financial Agreement
between the Commonwealth and the States, and continues under the Financial Agreement
between the Commonwealth, States and Territories, which came into effect in 1995.

The present Loan Council arrangements emphasise transparency of public sector
financing rather than the adherence to strict borrowing limits. Essentially, they are
designed to enhance the role of financial market scrutiny of borrowings by the public
sector and to facilitate informed judgments about each government’s financial
performance.

These arrangements, supported by the accrual uniform presentation framework (UPF),
comprise three main stages:
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x Loan Council Allocation (LCA) nominations;

x Budget time LCA updates; and

x Loan Council Allocation outcomes.

/RDQ &RXQFLO $OORFDWLRQ QRPLQDWLRQV

The Loan Council traditionally meets once a year to consider jurisdictions’ LCA
nominations for the forthcoming year. The nominations draw from information
presented in their mid-year budget updates and cover estimates for:

x the general government cash deficit/surplus;

x the PNFC sector cash deficit/surplus;

x net cash flows from investments in financial assets for policy purposes; and

x memorandum items.

These nominations are considered by the Loan Council, having regard to each
jurisdiction’s fiscal position and the macroeconomic implications of the aggregate
figure. Loan Council Allocations are on a headline rather than underlying basis as they
seek to measure a government’s call on financial markets.

In making their LCA nominations to the Loan Council, the Commonwealth and the
States also provide information on government contingent exposures under
infrastructure projects with private sector involvement. These exposures, which are
measured as a government’s contractual liabilities in the event of termination of a
project, are not included as a component of the LCA as they are unlikely to be realised,
and are thus materially different from actual borrowing undertaken to finance the
public sector deficit. Government outlays under these projects, such as equity
contributions and ongoing commercial payments to the private sector, continue to be
included in the annual total public sector balance, and hence the LCA.

/RDQ &RXQFLO $OORFDWLRQ QRPLQDWLRQV IRU �������

The Loan Council met on 30 March 2001 to consider LCA nominations for 2001-02.
These nominations are set out in Table 14. In aggregate, they represent a surplus of
$13.5 billion. The Loan Council observed that after several years of strong economic
growth in Australia the outlook has moderated, and highlighted the importance of
maintaining sound fiscal strategies. Against this background, the Loan Council
considered that the aggregate of LCA nominations is consistent with current
macroeconomic policy objectives.
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%XGJHW WLPH /RDQ &RXQFLO $OORFDWLRQ XSGDWHV

As noted above, LCA nominations for all jurisdictions are prepared prior to the
beginning of the financial year. The actual call on financial markets may vary from the
nomination primarily because of changes in economic parameters and policy
measures. Updated information will be provided to financial markets through
publication by each jurisdiction of its budget time LCA and a mid-year update of its
expected LCA outcome.

A tolerance limit of 2 per cent of total non-financial public sector revenue applies
between the LCA approved by the Loan Council and the budget time LCA, and later
between the budget time LCA and the LCA outcome. Tolerance limits recognise that
LCAs are nominated at a very early stage of budget processes and that estimates are
likely to change as a result of policy and parameter changes before and after budgets
are brought down. If a jurisdiction expects to exceed the upper or lower bound of the
tolerance limit around its LCA estimate, it is obliged to report this situation.

&RPPRQZHDOWK /RDQ &RXQFLO $OORFDWLRQ %XGJHW XSGDWH IRU �������

The Commonwealth’s budget time LCA estimate for 2001-02 is a $7.8 billion surplus.
The budget time LCA estimate exceeds the lower bound of the nominated LCA by
more than the 2 per cent tolerance level. The components of the Commonwealth’s
budget time LCA for 2001-02 are shown in Table 15.

Jurisdictions are required to disclose government termination liabilities under
infrastructure projects with private sector involvement that operate for 10 years or
longer and involve gross project liabilities of at least $5 million. The Commonwealth
plans no such projects in 2001-02.

7DEOH ��� &RPPRQZHDOWK EXGJHW WLPH /RDQ &RXQFLO $OORFDWLRQ IRU �������

�P

*HQHUDO JRYHUQPHQW VHFWRU FDVK GHILFLW����VXUSOXV��� ������

31)& VHFWRU FDVK GHILFLW����VXUSOXV��� ������

1RQ�ILQDQFLDO SXEOLF VHFWRU FDVK GHILFLW����VXUSOXV��� ������

PLQXV 1HW FDVK IORZV IURP LQYHVWPHQWV

LQ ILQDQFLDO DVVHWV IRU SROLF\ SXUSRVHV �����

SOXV 0HPRUDQGXP LWHPV ���

/RDQ &RXQFLO $OORFDWLRQ ������

%XGJHW WLPH HVWLPDWH

/RDQ &RXQFLO $OORFDWLRQ RXWFRPHV

Jurisdictions are required under the accrual UPF to publish their LCA outcomes in
their final budget outcome reports, if not published earlier.
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The goods and services tax (GST) is levied on a broad range of goods and services
across the economy at a rate of 10 per cent. Some goods and services (such as basic
food, education and health services) are GST-free. For some other goods and services
(such as financial supplies and residential accommodation), GST does not apply to the
final sale, however the GST that has been paid on the inputs is not refundable.

The introduction of the GST was a part of The New Tax System, which included reduced
personal and company taxes, a reduction in petroleum and diesel excise, the abolition
of wholesales sales tax (WST) and the abolition of some State taxes.

7DEOH $�� 5HFRQFLOLDWLRQ RI *67 FDVK UHYHQXH

������� ������� ������� �������

�P �P �P �P

*67 UHYHQXH DW ������� %XGJHW ������ ������ ������ ������

&KDQJHV IURP ������� %XGJHW WR 0<()2

(IIHFW RI SROLF\ GHFLVLRQV � � � �

(IIHFW RI SDUDPHWHU DQG RWKHU YDULDWLRQV ����� � � �

7RWDO YDULDWLRQV ����� � � �

*67 UHYHQXH DW ������� 0<()2 ������ ������ ������ ������

&KDQJHV IURP 0<()2 WR ������� %XGJHW

(IIHFW RI SROLF\ GHFLVLRQV ��� ���� ��� ���

(IIHFW RI SDUDPHWHU DQG RWKHU YDULDWLRQV ������ ��� ��� ���

7RWDO YDULDWLRQV ������ ���� �� ��

*67 UHYHQXH DW ������� %XGJHW ������ ������ ������ ������

Estimated GST revenue in 2001-02 has been revised down by around $550 million since
the Mid-Year Economic and Fiscal Outlook 2000-01 (MYEFO). This is primarily due to the
impact of new policy decisions, including the decision to allow full input tax credits for
motor vehicles purchased after Budget night.

Forecast GST cash revenue in 2000-01 has also been revised downwards by around
$2.1 billion. This significant revision mainly reflects a reassessment of the net effect of
transitional factors on GST revenue in the first year.

Recent collections data suggests that the boost to first year GST revenue from one-off
transitional factors identified at MYEFO, while still substantial, will not be as large as
anticipated. In particular, the WST credits on existing stock that taxpayers are entitled
to claim in their initial GST returns have now totalled almost $2 billion � around
$1 billion higher than anticipated at MYEFO.
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x As part of the introduction of The New Tax System, businesses were able to claim
credits against GST for WST paid on goods acquired before 1 July 2000 and sold
from 1 July 2000. This credit could be used to offset a GST liability and could be
claimed until January 2001.

In addition, the estimated proportion of GST revenue relating to sales in 2000-01 but
collected in 2001-02 has been revised upwards since MYEFO. This arises mainly
because a greater share of GST revenue than originally expected is being paid by
quarterly rather than monthly payers, and only three quarterly payments are being
made in 2000-01. In addition, more GST collected on imports is being recognised in
activity statement collections than initially estimated. This overall revision has led to a
downwards revision to GST revenue in 2000-01, but has little impact on expected GST
revenue in 2001-02.

Abstracting from transitional factors � which have been difficult to identify and
estimate � the underlying GST base appears to be close to initial expectations.

����0($685(6

The Government has introduced a number of measures to improve GST collection
arrangements and to bring forward the provision of input tax credits for motor
vehicles. The revenue costs of these measures, which are predominantly transitional,
are effectively borne by the Commonwealth rather than the States through the
provisions of the funding guarantee under the new financial arrangements with the
States.

7DEOH $�� *67 UHYHQXH PHDVXUHV VLQFH WKH ������� %XGJHW

������� ������� ������� �������

�P �P �P �P

$OORZLQJ HQWLWLHV ZLWK VXEVWLWXWHG DFFRXQWLQJ SHULRGV

WR ORGJH *67 UHWXUQV TXDUWHUO\ ����� ���� ���� ����

$OORZLQJ IXOO LQSXW WD[ FUHGLWV IRU PRWRU YHKLFOHV ������ ����� � �

)OH[LEOH DGPLQLVWUDWLRQ RI *67 HUURUV � � � �

*'3�DGMXVWHG PHWKRG IRU FDOFXODWLQJ *67 UHPLWWDQFHV ������ ���� ����� �����

7RWDO LPSDFW RI *67 UHYHQXH PHDVXUHV ������ ����� ����� �����
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$OORZLQJ HQWLWLHV ZLWK VXEVWLWXWHG DFFRXQWLQJ SHULRGV WR ORGJH *67 UHWXUQV

TXDUWHUO\

5HYHQXH ��P�

������� ������� ������� �������

$XVWUDOLDQ 7D[DWLRQ 2IILFH� ����� ���� ���� ����

([SODQDWLRQ

Entities using substituted accounting periods will be able to lodge GST returns on a
quarterly basis, subject to the existing $20 million annual turnover threshold and
election rules, from the first quarterly period of the 2001-02 income year. Previously,
entities using substituted accounting periods were required to submit their GST
returns monthly. The measure was introduced into Parliament on 5 April 2001 and will
take effect on 1 July 2001.

)XUWKHU ,QIRUPDWLRQ

Further details may be found in the Explanatory Memorandum to the Taxation Laws
Amendment Bill (No. 3) 2001.

$OORZLQJ IXOO LQSXW WD[ FUHGLWV IRU PRWRU YHKLFOHV

5HYHQXH ��P�

������� ������� ������� �������

$XVWUDOLDQ 7D[DWLRQ 2IILFH� ������ ����� � �

([SODQDWLRQ

GST registered businesses will be entitled to full input tax credits for motor vehicles,
including trucks, acquired after midnight Budget night, 22 May 2001.

)XUWKHU LQIRUPDWLRQ

Under The New Tax System, WST, generally 22 per cent on vehicles, was replaced with
10 per cent GST, leading to lower tax. GST registered businesses are able to claim back
the GST they pay on inputs used to make taxable and GST-free supplies. Businesses
able to claim input tax credits would go from 22 per cent WST to no tax at all. The
Government was concerned to minimise the disruption to the market that could have
occurred if businesses were to defer purchasing motor vehicles in anticipation of these
cost reductions. Accordingly, the A New Tax System (Goods and Services Tax
Transition) Act 1999 included provisions to phase in input tax credits for all motor
vehicles. Input tax credits for new vehicle purchases were denied for the first
12 months of the GST, 50 per cent input credits were to be allowed in the second year
of operation from 1 July 2001 and full input tax credits were to be available from the
third year onwards.
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The measure will pull forward the start date for full input tax credits from 1 July 2002
to midnight Budget night, 22 May 2001. The measure should reduce the cost of motor
vehicles to businesses by around 9.1 per cent, compared to prices before 1 July 2000.

)OH[LEOH DGPLQLVWUDWLRQ RI *67 HUURUV

5HYHQXH ��P�

������� ������� ������� �������

$XVWUDOLDQ 7D[DWLRQ 2IILFH� � � � �

([SODQDWLRQ

This measure ensures that the Commissioner of Taxation has the discretion to provide
taxpayers with simpler ways to correct errors in GST returns. It reinforces existing
practice whereby taxpayers have been remedying GST errors made in a Business
Activity Statement (BAS) by making a compensating change in the next BAS. This
avoids the need for taxpayers to submit an amended BAS for an earlier period. The
measure was announced on 5 April 2001 and has effect from 1 July 2000.

*'3�DGMXVWHG PHWKRG IRU FDOFXODWLQJ *67 UHPLWWDQFHV

5HYHQXH ��P�

������� ������� ������� �������

$XVWUDOLDQ 7D[DWLRQ 2IILFH� ������ ���� ����� �����

([SODQDWLRQ

GST-registered taxpayers with turnover of $2 million or less generally have the option
to pay quarterly GST instalments worked out for them by the Australian Taxation
Office (ATO) using the GDP-adjusted method. Furthermore, certain primary
producers and special professionals (such as authors, entertainers and sportspersons)
who opt for the GDP-adjusted method pay two GST instalments in respect of each
income year, with the instalments corresponding with the third and fourth quarters of
the income tax year.

This measure was announced on 22 February 2001 and applies to tax periods ending
on or after 22 February 2001.

)XUWKHU LQIRUPDWLRQ

Taxpayers who choose this option will pay quarterly instalments but will only have to
submit one annual GST return, due not later than the time they submit their annual
income tax return (or 28 February 2002 for the current year). Those taxpayers will
receive customised instalment forms from the ATO that reduce information reporting
requirements, particularly in respect of other taxes that do not apply. For the 2000-01
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year, where it is not yet possible to base the third and fourth instalments on an annual
GST amount, the instalments will be an amount equal to the second quarter BAS.

For cases where previous years’ adjusted payments are not suitable, provisions to vary
the instalments advised by the ATO are available. To ease the transition to this system
for taxpayers who elect to vary their payments, there will be a one-off 25 per cent
margin for error instead of 15 per cent in the September 2001 quarter.

Further details may be found in the Explanatory Memorandum to the Taxation Laws
Amendment Bill (No. 3) 2001.
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This Appendix provides information on estimated Commonwealth Specific Purpose
Payments (SPPs) to the States and local government, together with details of
repayments and interest on advances (loans) to the States. The majority of these
advances were funded from borrowings made on behalf of the States.

Consistent with the reporting of other financial data in the 2001-02 Budget Papers, data
in this Appendix has been prepared on an accrual accounting basis. In addition, the
tables also report payments made by the Commonwealth general government sector
rather than the more limited Commonwealth budget sector. This has the main effect of
including payments to the States and local government made by the Australian
National Training Authority.

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV�
UHSD\PHQWV RI DGYDQFHV� DGYDQFHV DQG LQWHUHVW SD\PHQWV� �������
WR �������

This Table provides information on Commonwealth SPPs to the States together with
details of repayments, advances and interest on advances. The majority of these
advances were funded from borrowings made on behalf of the States under State
Governments’ Loan Council programme.

Details are classified as follows:

•  Specific Purpose Payments

− current;

− capital;

•  repayments of advances (including repayments to the Debt Sinking Funds);

•  details of new advances made; and

•  interest on Commonwealth advances.

Specific Purpose Payment information is presented on a function basis, which
aggregates payments directed toward like objectives and purposes. Specific Purpose
Payments are further divided into those paid ‘to’ the States (by far the larger group by
number) and those judged to be paid ‘through’ the States to other groups. Payments in
the latter group are indicated within the Table by (*) and separate totals for ‘to’ and
‘through’ are provided in the summary at the end of the Table.
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��

7DEOHV %� DQG %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH
6WDWHV� UHSD\PHQWV RI DGYDQFHV� DGYDQFHV DQG LQWHUHVW SD\PHQWV�
������� DQG �������

Table B2 provides estimates for 2000-01 of each State’s share of the items included in
Table B1.

Table B3 provides budget estimates for 2001-02 of each State’s share of the items
included in Table B1. As in other years, the distribution of assistance for these years
under some programmes is dependent upon the recipient government undertaking to
participate in particular programmes or approve particular projects. For a few
programmes, final decisions on the distribution of payments among the States have
still to be taken by the Commonwealth; for others, the final distribution for 2001-02
will not be settled before further data becomes available. In most cases, provisional or
notional estimates of the distribution are included. This does not commit the
Commonwealth to a particular project or indicate that a State has agreed to participate
in the programme.

Specific Purpose Payments ‘through’ the States are indicated in the Tables by (*).

A summary of total payments ‘to’ and ‘through’ the States is provided at the end of
each Table.
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7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV� UHSD\PHQWV RI DGYDQFHV� DGYDQFHV DQG LQWHUHVW

SD\PHQWV� �������

7DEOH %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV WR WKH 6WDWHV� UHSD\PHQWV RI DGYDQFHV� DGYDQFHV DQG LQWHUHVW

SD\PHQWV� �������
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7DEOHV %�� %� DQG %�� (VWLPDWHG 6SHFLILF 3XUSRVH 3D\PHQWV GLUHFW WR
ORFDO JRYHUQPHQW DXWKRULWLHV

These tables provide information on Commonwealth SPPs to local government
authorities on a functional basis.

Table B4 provides information on estimated Commonwealth SPPs to local government
authorities for the years 2000-01 to 2004-05.

Table B5 provides estimates of the distribution of the SPPs direct to local government
authorities among the States for 2000-01.

Table B6 provides an indicative distribution of SPPs direct to local government
authorities among the States for 2001-02. The actual distribution of some payments
may change in light of factors such as revisions to estimates and national priorities.
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Table C1 sets out the population series used in this Paper.

7DEOH &�� 3RSXODWLRQ E\ 6WDWH

16: 9,& 4/' :$ 6$ 7$6 $&7 17 7RWDO

������� ����� ����� ����� ����� ����� ��� ��� ��� ������

������� ����� ����� ����� ����� ����� ��� ��� ��� ������

3RSXODWLRQ E\ 6WDWH �
���V�

The population series that underlie per capita estimates in this Paper for 2000-01 and
2001-02 are projections for 31 December 2000 and 31 December 2001 respectively.
These projections were prepared by the Australian Bureau of Statistics (ABS) and are
on the basis of assumptions agreed to by the Commonwealth Treasury.

Table C2 sets out the parameters used in this Paper, rounded to the nearest quarter.

7DEOH &�� 3DUDPHWHUV

&3, 3RSXODWLRQ 5HDO SHU FDSLWD

��������D� � ��� � � ���

��������E� � ��� � � ���

��������D� � � ��� � ���

��������E� � ��� � ��� �

3DUDPHWHUV �SHU FHQW�

�D� 8QDGMXVWHG IRU WKH LPSDFW RI LQGLUHFW WD[ UHIRUP�

�E� $GMXVWHG IRU WKH LPSDFW RI LQGLUHFW WD[ UHIRUP�

The parameters for population in 2000-01 and 2001-02 are based on the estimated
annual growth in the Australian population to 31 December 2000 and
31 December 2001 respectively.

The first consumer price index (CPI) parameters listed for 2000-01 and 2001-02 are
based on estimated year-average growth in the headline CPI in the year to the March
quarter 2001 and the year to the March quarter 2002 respectively, including the
estimated impact of indirect tax reform. The second CPI parameters listed for 2000-01
and 2001-02 are based on estimated year-average growth in the headline CPI in the
year to the March quarter 2001 and the year to the March quarter 2002 respectively,
excluding the estimated impact of indirect tax reform.
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The choice of CPI parameter to be used in calculating payments that are subject to
indexation is determined by legislation or other arrangements, and is reported in the
description that accompanies the relevant payment in this Paper.

�857+(5 ,1)250$7,21

A number of ABS publications also provide information that is relevant to analysing
Commonwealth financial relations with other levels of government, including:

•  Government Financial Estimates, Australia (Cat. No. 5501.0);

•  Taxation Revenue, Australia (Cat. No. 5506.0);

•  Government Finance Statistics, Australia (Cat. No. 5512.0)

•  Government Finance Statistics — Concepts, Sources and Methods (Cat. No. 5514.0);

•  Information Paper: Developments in Government Finance Statistics, Australia
(Cat. No. 5516.0); and

•  Information Paper: Accruals Based Government Finance Statistics, Australia
(Cat. No. 5517.0).

Some of the data presented in this Paper are drawn from Commonwealth Grants
Commission’s Report on State Revenue Sharing Relativities 2001 Update, State and
Territory 1999-2000 budget outcomes, 2000-01 mid-year budget updates and State and
Territory 2001-02 Budgets where available.
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