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FOREWORD

Budget Paper No. 3 is one of a series of Budget Papers that provides information to
supplement the Budget Speech. A full list of the series is printed on the inside cover of
this paper.

This Budget Paper presents information on the Commonwealth Government’s
financial relations with state, territory and local governments. This includes

information on revenue provision and payments, as well as an overview of fiscal
developments in the States and Territories.

Notes
This paper uses the following style conventions.

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 territory governments unless otherwise stated.

Budget year refers to 2003-04, while the forward years refer to 2004-05, 2005-06 and
2006-07.

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.
One billion is equal to one thousand million.
Estimates $100,000 and over are generally rounded to the nearest tenth of a million.
Estimates midway between rounding points are rounded up.
Tables use the following notations:

na  notapplicable

0 zero

- nil

$m  millions of dollars



The following abbreviations are used for the names of the States, where appropriate:

NSW New South Wales

VIC Victoria

QLD Queensland

WA Western Australia

SA South Australia

TAS Tasmania

ACT Australian Capital Territory
NT Northern Territory
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Executive Summary

The States will receive goods and services tax (GST) revenue totalling an estimated
$31.7 billion in 2003-04. This amount is distributed between the States in accordance
with recommendations of the Commonwealth Grants Commission (Chart 1).

The States are realising the benefits of a broad, growing GST revenue base. Current
estimates show that Queensland, Western Australia, Tasmania, the Australian
Capital Territory and the Northern Territory will not require Budget Balancing
Assistance in 2003-04. Their GST revenue will exceed their Guaranteed Minimum
Amounts by a combined estimated total of $269.6 million in 2003-04.

In addition, the Government will provide the States with payments including
National Competition Policy Payments, Specific Purpose Payments and Budget
Balancing Assistance totalling an estimated $24.5 billion in 2003-04. Specific
Purpose Payments comprise a significant proportion of these funds (Chart 2).

The Government is seeking improved accountability in Specific Purpose Payment
agreements with the States. This reflects the importance of these payments, which
the Commonwealth Government provides to the States as a contribution to areas of
state responsibility, such as hospitals and schools.

Fiscal developments in the States indicate a trend towards both cash and fiscal
balance surpluses in almost all States by 2005-06. Over the past decade, most States
have also reduced their levels of net debt.
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Chart 1: GST revenue provision to the States, 2003-04
(estimated)

VIC QLD
$6,649.5 million $6,231.3 million

WA
$3,008.5 million

SA
$3,005.7 million
TAS
NSW. NT ACT  $1,320.6 million
$9,234.4 million $1.613.4 million $636.6 million

Chart 2: Commonwealth payments to the state/local sector, 2003-04
(estimated)

SPPs to the States
$16,593.4 million

National —
iti i SPPs through the
Competition Policy
Payments States
'8 mil . $5,895.6 million
$764.8 million Budget Balancing SPPs direct to
Assistance local government
$820.1 million $397.9 million

Note: Specific Purpose Payments through the States are payments to state governments to be passed on to
local governments and others.



Commonwealth-State Financial Relations

The States will receive revenue and payments totalling an estimated $54.2 billion in
2002-03 (Table 1) and $56.2 billion in 2003-04 (Table 2). These amounts include GST
revenue, Budget Balancing Assistance, National Competition Policy Payments and
Specific Purpose Payments including payments direct to local government.

All GST revenue is paid to the States under the Intergovernmental Agreement on the
Reform of Commonwealth-State Financial Relations. The GST revenue pool is distributed
to the States on the basis of recommendations by the Commonwealth Grants
Commission, which applies the principles of Horizontal Fiscal Equalisation to help
determine state revenue shares.

The Government pays the States Budget Balancing Assistance to cover any difference
between GST revenue and States” Guaranteed Minimum Amounts. This is designed to
ensure that States” budgetary positions are no worse off after the changes made to
Commonwealth-State financial relations as part of the Commonwealth Government’s
implementation of The New Tax System in 2000-01.

In addition, the Government provides the States with National Competition Policy
Payments to implement National Competition Policy and related reforms, as well as
Specific Purpose Payments, including Financial Assistance Grants to local government,
to contribute towards the costs of state and local government responsibilities.

Other features of Commonwealth-State financial relations include the First Home
Owners Scheme and mirror tax arrangements.
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GST REVENUE PROVISION TO THE STATES

All GST revenue collected is received by the States. Consequently, the States have a
secure, growing and broad-based revenue source. States can spend the GST revenue
according to their own budgetary priorities. Table 3 shows the growth in the States’
GST revenue since tax reform in 2000-01.

Table 3: GST revenue provision to the States (cash), 2000-01 to 2003-04
(estimated)

Increase from

2000-01 to Average annual

2000-01 2001-02  2002-03  2003-04 2003-04 Increase increase

$m $m $m $m $m % %

NSW 7,257.6 8,132.0 9,076.8 9,234.4 1,976.8 27.2 8.5
VIC 5,099.3 5,593.1 6,361.8 6,649.5 1,550.2 304 9.3
QLD 4,658.2 5,018.6 5,880.8 6,231.3 1,573.1 33.8 10.3
WA 2,374.6 2,518.1 2,911.2 3,008.5 633.9 26.7 8.3
SA 2,278.9 2,476.6 2,859.6 3,005.7 726.8 31.9 9.7
TAS 988.1 1,059.8 1,245.2 1,320.6 3324 33.6 10.3
ACT 472.6 543.9 617.3 636.6 164.0 34.7 10.6
NT 1,225.6 1,289.8 1,512.4 1,613.4 387.8 31.6 9.7
Total 243549 26,632.0 30,465.1 31,700.0 7,345.1 30.2 9.3

GST revenue

GST revenue is estimated in accrual terms for the years 2002-03 to 2005-06 (Table 4).
These estimates have been revised since the 2002-03 Budget and the Mid-Year Economic
and Fiscal Outlook 2002-03 (MYEFO) to account for policy decisions and parameter
variations. GST revenue is also estimated in cash terms (Table 5).

Table 4: Reconciliation of GST revenue (accrual), 2002-03 to 2005-06 (estimated)

2002-03 2003-04 2004-05 2005-06
$m $m $m $m
GST revenue at 2002-03 Budget 29,690 31,310 33,090 34,970
Changes from 2002-03 Budget to MYEFO
Effect of policy decisions -14 -11 -5 -5
Effect of parameter and other variations 264 -69 -165 -255
Total variations 250 -80 -170 -260
GST revenue at 2002-03 MYEFO 29,940 31,230 32,920 34,710
Changes from MYEFO to 2003-04 Budget
Effect of policy decisions 0 -3 -1 -1
Effect of parameter and other variations 1,290 823 896 971
Total variations 1,290 820 895 970
GST Revenue at 2003-04 Budget 31,230 32,050 33,815 35,680
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Table 5: GST revenue (cash), 2003-04 to 2006-07 (estimated)

2003-04 2004-05 2005-06 2006-07
$m $m $m $m
GST revenue 31,700.0 33,450.0 35,300.0 37,280.0

Since the 2002-03 MYEFO, estimates of GST receipts have been revised up in all years,
reflecting stronger than expected growth in the revenue base.

Estimated GST revenue in 2002-03 has been revised upwards by around $1.3 billion in
accrual terms, due to higher than anticipated collections in the year to date primarily
as a consequence of continued strength in the dwellings sector. Although dwelling
investment is still forecast to weaken, the slowdown is now expected to be later and
more moderate than anticipated at MYEFO — providing the States with an additional
fillip to GST revenue in the forward years.

GST revenue measures

Policy decisions affecting GST revenue estimates include: the decision to make
Languages Other Than English courses provided by non-profit ethnic schools
GST-free; amendments to the application of GST to Compulsory Third Party insurance;
and the Government's response to the report of the Inquiry into the Definition of
Charities. The revenue effect of these GST measures is estimated for 2003-04 to 2006-07
(Table 6). Detailed information on each measure is in Appendix A.

Table 6: GST revenue measures since the 2002-03 Budget (estimated)
2003-04 2004-05 2005-06 2006-07

$m $m $m $m
GST determination to make Languages Other Than English
courses provided by non-profit ethnic schools GST-free -3.0 -1.0 -1.0 -1.0
Application of GST to Compulsory Third Party Insurance -11.3 -3.8 -3.9 -4.1
Government response to the Report of the Inquiry into
the Definition of Charities and Related Organisations 0.0 -1.0 -1.0 -1.0
Total impact of GST revenue measures -14.3 -5.8 -5.9 -6.1
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GST revenue provision

The Government will distribute 2003-04 GST revenue among the States in accordance
with the 2003 recommendations of the Commonwealth Grants Commission.

The Commission recommends state revenue sharing relativities for distributing the
GST revenue pool by applying the principles of Horizontal Fiscal Equalisation.
Broadly, the Commission recommends relativities so that if each State made the same
effort to raise revenue from its own sources and operated at the same level of
efficiency, each State could provide services at the same standard.

The Commission takes into account differences in States” capacities to raise revenues
and differences in the costs incurred by the States in providing an average standard of
government services. The Commission’s recommended state revenue sharing
relativities reflect these differences. GST relativities, which help determine the
distribution of the GST pool, are shown for 2002-03 and 2003-04 (Table 7).

The Commission also estimates Financial Assistance Grants forgone relativities
(Table 7), used for the calculation of States” Guaranteed Minimum Amounts (Table 11).

Table 7: GST relativities and Financial Assistance Grants relativities, 2002-03
and 2003-04

NSW VIC QLD WA SA TAS ACT NT
GST relativities
2002-03 0.90631 0.86824 1.01174 0.97592 1.19447 1.55419 1.15216 4.24484
2003-04 0.89117 0.87010 1.01902 0.96946 1.21215 1.59948 1.14979 4.38638
FAGs relativities
2002-03 0.86037 0.83401 1.04008 0.92858 1.29035 1.75186 1.20906 5.22670
2003-04 0.84317 0.84030 1.04870 0.92093 1.30919 1.79057 1.19727 5.34163

The GST relativities are applied to state populations to determine a weighted
population for each State. The Government uses the weighted populations to distribute
the GST revenue pool. Each State receives a share of the GST revenue pool equal to its
weighted population share of combined GST revenue and unquarantined Health Care
Grants, less its unquarantined Health Care Grants. This calculation determines the
distribution of GST revenue in 2002-03 and 2003-04 (Tables 8 and 9).
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The Effect of Horizontal Fiscal Equalisation

To view the effect of the Commonwealth Grants Commission’s application of
Horizontal Fiscal Equalisation, compare the distribution of the GST revenue/Health
Care Grants pool with the distribution on an equal per capita basis for each State.
In 2003-04, approximately $2,747.2 million (7.1 per cent) of the total GST
revenue/Health Care Grants pool will be redistributed among the States, compared
with an equal per capita distribution (Table 10).

Table 10: Effect of Horizontal Fiscal Equalisation, 2003-04 (estimated)

GST/HCG pool  Equal per capita Difference Population Per capita

distributed under distribution of redistribution

HFE GST/HCG pool 1) -(@) (3)/ (4)

($m) ($m) ($m) (million) ($)

(1) (2) ©) 4) (5)

NSW 11,656.6 13,057.9 -1,401.3 6.7 -208.0
VIC 8,385.9 9,621.5 -1,235.6 5.0 -249.0
QLD 7,574.9 7,420.9 154.0 3.8 40.2
WA 3,705.6 3,815.8 -110.3 2.0 -56.0
SA 3,607.9 2,971.4 636.5 1.5 415.3
TAS 1,475.1 920.7 554 .4 0.5 1,167.4
ACT 727.9 632.0 959 0.3 294.2
NT 1,691.3 384.9 1,306.4 0.2 6,579.1
Total 38,825.2 38,825.2 0.0 20.0 0.0

New South Wales, Victoria and Western Australia receive less than equal per capita
shares under the Horizontal Fiscal Equalisation arrangements because the
Commission has assessed their fiscal capacity to be relatively strong. For example,
the Commission assessed that New South Wales has a relatively stronger capacity
to raise revenue from land tax and stamp duty on property transfers; Victoria has a
relatively lower cost of providing state government services; and Western Australia
has a relatively strong capacity to raise revenue from mining activities. The
remaining States receive more than an equal per capita share of funding because the
Commission has assessed their fiscal capacity to be lower and/or their costs of
service delivery to be higher.

11
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BUDGET BALANCING ASSISTANCE

The Government also provides the States with Budget Balancing Assistance. On the
basis of current estimates, the States will receive total Budget Balancing Assistance of
$1,004.0 million in 2002-03 and $820.1 million in 2003-04 (Tables 11 and 12).

Budget Balancing Assistance is paid under the Intergovermental Agreement on the Reform
of Commonwealth-State Financial Relations to ensure that, in the transitional years
following the introduction of The New Tax System in 2000-01, each State’s budgetary
position will be no worse off than had the reforms to Commonwealth-State financial
relations not been implemented.

The Guaranteed Minimum Amount is an estimate of the amount of funding each State
would have had if tax reform had not been implemented. Components of the
Guaranteed Minimum Amount comprise estimates of state taxes abolished by tax
reform and other items (Tables 11 and 12). Narrow and inefficient state taxes that were
abolished include Financial Institutions Duty, stamp duty on quoted marketable
securities, and accommodation taxes (bed taxes).

To meet its guarantee, the Government pays the States Budget Balancing Assistance to
cover any shortfall of GST revenue compared with each State’s Guaranteed Minimum
Amount.

The GST is a strong, growing revenue base and already, in some States, GST revenue
exceeds the Guaranteed Minimum Amount. Current estimates show that in 2002-03,
Queensland and the Northern Territory do not require Budget Balancing Assistance.
Their GST revenue will exceed their Guaranteed Minimum Amounts by a combined
total of $88.7 million in 2002-03 (Table 11).

Even more States will benefit in 2003-04. Current estimates show that Queensland,
Western Australia, Tasmania, the Australian Capital Territory and the Northern
Territory will not require Budget Balancing Assistance in 2003-04. Their GST revenue
will exceed their Guaranteed Minimum Amounts by a combined total of $269.6 million
in 2003-04 (Table 12).
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Adjustments in 2002-03

GST revenue provision in 2002-03 has been adjusted to account for the final 2001-02
outcome (Table1). In 2001-02 the final GST cash collections outcome was
$204.9 million lower than the amount determined by the Commissioner of Taxation in
June 2002 and provided to the States in 2001-02 under the terms of the A New Tax
System (Commonwealth-State Financial Arrangements) Act 1999 (the Act).

Consistent with the provisions of the Act, the amount of GST revenue determined by
the Commissioner and provided to the States in 2002-03 will take account of this
variation. The Budget Balancing Assistance entitlements for 2002-03 have also been
calculated to account for this variation (Table 11).

Adjustments in 2003-04

Consistent with the terms of the Intergovermental Agreement, the Government has
advanced Budget Balancing Assistance to the States in four quarterly instalments in
2002-03. These advances were based on the estimated Budget Balancing Assistance
entitlements of the States at the time of each advance. The upward revision to GST
revenue estimates in the Budget has resulted in lower than previously estimated
Budget Balancing Assistance entitlements of the States. On the basis of the current
estimates, the advances to the States in the year to date exceed the States” entitlements
to Budget Balancing Assistance in 2002-03 by $534.8 million (Table 13).

Consistent with the provisions of the Act, the Commonwealth will deduct the amount
of excess Budget Balancing Assistance paid in 2002-03 from payments to be made to
the States under the Act in 2003-04. The final amount to be deducted from State
payments in 2003-04 will be known when the final determination of each State’s
Budget Balancing Assistance entitlement is made under the Act in June 2003.

Table 13: Overpayment of Budget Balancing Assistance (BBA) in 2002-03
(estimated)

NSwW VIC QLD WA SA TAS ACT NT Total

$m $m $m $m $m $m $m $m $m
Payments to Date 810.6 361.5 37.9 93.9 144.5 56.7 16.2 175 1,538.8
BBA entitlement 608.1 227.8 0.0 432 86.5 33.6 4.7 0.0 1,004.0

BBA overpayment 2025 1337 37.9 50.7 58.0 231 11.5 17.5 534.8
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First Home Owners Scheme

Eligible home buyers have received over $3.5billion through original and
additional First Home Owners Scheme grants since July 2000.

The First Home Owners Scheme, introduced on 1 July 2000, is funded out of GST
revenues and guaranteed by the Commonwealth Government through Budget
Balancing Assistance. The scheme provides all eligible first home buyers with a
$7,000 grant. The scheme is administered by the States and has provided over
450,000 grants since its introduction. The First Home Owners Scheme is ongoing
and the cost of the scheme to the States is part of the Guaranteed Minimum
Amount (Tables 11 and 12).

In March 2001, the Commonwealth made an additional $7,000 grant available to
first home owners building or purchasing new homes before 31 December 2001.
The Commonwealth fully funds the additional First Home Owners Scheme with a
Specific Purpose Payment through the States to meet the cost of grants. The
Government extended the additional First Home Owners Scheme at a rate of $3,000
for new homes built or purchased between 1 January and 30 June 2002. The
additional First Home Owners Scheme has provided over 65,000 grants to eligible
home buyers.

Although the additional First Home Owners Scheme has ended, some payments

continue to be made to eligible applicants. Estimates of payments are shown in the
Specific Purpose Payments tables (Appendix B).
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NATIONAL COMPETITION PoOLICY PAYMENTS

The Government makes National Competition Policy Payments to the States for
implementing National Competition Policy and related reforms. These reforms include
a commitment to review legislation that restricts competition, to apply competitive
neutrality to government business activities and to introduce specific reforms in
electricity, gas, water and road transport.

National Competition Policy Payments commenced in July 1997 with the first of three
tranches of payments. The third tranche commenced in July 2001 at an annual level of
$600 million in 1994-95 prices. The payments are subject to States” satisfactory progress
in implementing reform commitments. Before the payments are made, the National
Competition Council assesses whether each State has met the specified conditions and
provides a report for consideration by the Government.

National Competition Policy Payments are estimated for 2003-04 and the forward
years (Table 14).

Table 14: National Competition Policy Payments (estimated maximum)

NSW VIC QLD WA SA TAS ACT NT Total

$m $m $m $m $m $m $m $m $m

2002-03 251.8 182.4 138.9 72.0 57.1 17.7 12.4 7.5 739.9
2003-04 257.2 189.5 146.2 75.2 58.5 18.1 125 7.6 764.8
2004-05 262.4 193.7 150.7 77.0 59.4 18.4 12.7 7.7 782.0
2005-06 268.5 198.5 155.6 79.2 60.5 18.6 13.0 7.9 801.9

2006-07(a)

(a) Provision has been made for National Competition Policy Payments in 2006-07, however the final
amounts will not be disclosed until after the conclusion of negotiations.
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SPECIFIC PURPOSE PAYMENTS

Specific Purpose Payments constitute a significant amount of Commonwealth funding
to the States. In 2003-04, the Government will provide the States with $22.9 billion in
Specific Purpose Payments. The Government makes Specific Purpose Payments to the
States as a contribution to areas of state responsibility. In 2003-04, there are over
80 different payments covering a broad range of policy areas such as education, health,
social security, housing, safety, transport and communication (Chart 3).

Chart 3: Composition of Specific Purpose Payments to and through the States,
2003-04 (estimated)

$ billion

$ billion
-9

B

: III

Education Health Social Housing Transport Local Other
Security Government
B SPPs 'To' = SPPs 'Through'

More detailed information, including payments on a state-by-state basis for 2002-03
and 2003-04 is in Appendix B.

Specific Purpose Payments can be classified into three groups:

« Specific Purpose Payments paid to the States — payments direct to state
governments, totalling $16.6 billion in 2003-04;

¢ Specific Purpose Payments paid through the States — payments to state
governments to be passed on to local governments and others, such as payments to
non-government schools and Financial Assistance Grants to local government.
This category totalled $5.9 billion in 2003-04; and
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« Specific Purpose Payments paid direct to local government to help fund roads,
child-care programmes administered by local government, and aged and disabled
people’s homes. These payments totalled $397.9 million in 2003-04.

Specific Purpose Payment agreements often include agreed national objectives;
however, in making these payments, the Commonwealth does not seek to take over
responsibility for state functions.

Specific Purpose Payment agreements generally contain conditions to help ensure the
Commonwealth-State objectives are achieved. These may include:

« general policy requirements (for example, the provision of free public hospital
access for Medicare patients);

+ matching funding arrangements; and

« reporting of performance information (see box).

Accountability for Specific Purpose Payments

The Government is seeking greater accountability in Specific Purpose Payment
agreements to improve policy outcomes and deliver better value for money.

All new and renegotiated Specific Purpose Payment agreements will include
statements of key objectives and the respective responsibilities of the
Commonwealth and the States, combined with agreed reporting of financial
information and detailed performance indicators.

To encourage increased accountability, an amount appropriate to each Specific
Purpose Payment will be contingent on States” timely reporting of the agreed
financial and performance information to the satisfaction of the responsible
Commonwealth Minister.

Special Revenue Assistance

In 2003-04, Special Revenue Assistance to the Australian Capital Territory will be paid
as a Specific Purpose Payment. Details of this Specific Purpose Payment are in
Appendix B.

Financial Assistance Grants to local government

The Commonwealth Government provides financial assistance to local government for
roads and other local government services. Assistance is paid in the form of general
purpose assistance and untied local road funding. Local governments are able to spend
both forms of funding according to their own priorities.

19
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The Government is providing a total of $1,468.6 million in Financial Assistance Grants
to local government in 2002-03 and an estimated $1,508.4 million in 2003-04 (Table 15).
The annual increase in funding is based on an escalation factor, which the Treasurer
determines with reference to population growth and CPL

Financial Assistance Grants are paid to the States as a Specific Purpose Payment, on
the condition that all of the funds are passed on to local government. In 2003-04, as in
previous years, the general purpose component of local government assistance will be
distributed between the States on an equal per capita basis and untied local road
funding will be distributed on the basis of historical shares (Table 15). State grants
commissions determine the intra-state distribution of the grants to local governments.
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MIRROR TAX ARRANGEMENTS

The Government introduced mirror tax arrangements in 1998 to ensure the States are
not financially disadvantaged by the High Court decision in Allders International Pty
Ltd v Commissioner of State Revenue (Victoria), which invalidated state taxes on
Commonwealth places.

The Government introduced taxes to mirror certain state taxes, including payroll taxes,
debits tax, land tax, and stamp duties on activities on or in Commonwealth places.

The States collect these mirror taxes on behalf of the Government and bear the
administrative costs of collection. All mirror tax revenues are automatically credited to
the Government and automatically appropriated to the States at the same time. Hence,
mirror taxes are recorded as both Commonwealth revenue and negative revenue, with
no net impact on the Budget. Accrued mirror taxes are estimated for 2002-03 to 2006-07
(Table 16).

Table 16: Accrued mirror taxes on behalf of the States, 2002-03 to 2006-07
(estimated)

2002-03 2003-04 2004-05 2005-06 2006-07
$m $m $m $m $m
Mirror taxes 270.6 284.2 299.6 314.9 331.3
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Fiscal developments in the States

The States” fiscal positions vary considerably. Nevertheless, these differences are
expected to narrow over the forward estimates, with almost all States forecasting small
positive cash and fiscal balances as a per cent of gross state product by 2005-06.

Many States have greatly reduced their non-financial public sector net debt as a
per cent of gross state product over the past decade. This trend is primarily attributed
to States implementing medium term fiscal strategies and asset sales.

STATE GENERAL GOVERNMENT SECTOR FISCAL BALANCE

The aggregate state fiscal balance for the general government sector in 2003-04 is
projected to be -0.1 per cent of GDP, lower than in 2002-03. Over the forecast period,
the aggregate state fiscal balance is expected to rise marginally and be in surplus by
2005-06.

A fiscal balance measures in accrual terms the gap between government savings plus
net capital transfers, and investment in non-financial assets. A fiscal balance deficit
indicates that a government is borrowing.

Both New South Wales and Tasmania expect fiscal balance surpluses in 2003-04 and
over the forward estimates. The aggregate deficit figure in 2003-04 reflects anticipated
deficits in each of the other States.

The fiscal balance positions in individual States vary considerably (Chart 4). However,
there is a convergence over the forward estimates period with the majority of States
expecting small positive fiscal balances as a per cent of gross state product by 2005-06.
The largest deficit reduction is forecast to occur in the Northern Territory.

The Northern Territory’s general government fiscal balance deficit as a per cent of
gross state product increased significantly in 2001-02. This reflected that capital outlays
for the Alice Springs to Darwin railway and Darwin’s new East Arm Port were “at their
peak’” in 2001-02.! However, the Northern Territory estimates its general government
fiscal balance will continue to improve over the forward estimates period and become
a fiscal balance surplus by 2005-06.

1 Northern Territory Budget 2002-03, Paper No.2, Fiscal and Economic Outlook, p. 25.
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Chart 4: Individual State general government sector fiscal balance
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Australian Capital Territory 2003-04 Budgets and Treasury estimates.

Trends in the aggregate fiscal balance for state/local general government, public
non-financial corporations and the non-financial public sector are presented in

Tables 1, 2 and 3, Statement 12, Budget Paper No. 1.

STATE GENERAL GOVERNMENT SECTOR CASH SURPLUS

In aggregate terms, the cash surplus in the general government sector is projected to

decrease to 0.2 per cent of GDP in 2003-04, lower than in 2002-03. In the forward

estimate years, the aggregate state general government sector surplus is expected to

climb, reaching 0.4 per cent of GDP by 2005-06.
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An underlying cash surplus reflects the extent to which cash is available to a
government to either increase its financial assets or decrease its liabilities (assuming no
revaluations and other changes occur). An underlying cash deficit measures the extent
to which a government requires cash, either by running down its financial assets or by
borrowing.

Cash surpluses in New South Wales, Queensland, South Australia, Tasmania and the
Australian Capital Territory underpinned the aggregate state general government
sector cash surplus forecast for 2003-04. Despite considerable variation in the States’

cash positions in recent years, almost all States forecast cash surpluses by 2005-06
(Chart 5).

Chart 5: Individual State general government sector cash surplus
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Territory 2003-04 Budgets and Treasury estimates.

25



Budget Paper No. 3

Trends in the aggregate cash surplus for state/local general government, public
non-financial corporations and the non-financial public sector are illustrated in
Chart 3, Statement 12, Budget Paper No. 1.

STATE NET DEBT

In aggregate, state general government sector net debt is expected to remain negative
at 0.6 per cent of GDP in 2003-04, a small increase on 2002-03. In the public
non-financial corporations sector, net debt is expected to be 4.6 per cent of GDP in
2002-03,2 up on the 2001-02 estimate of 4.4 per cent of GDP.

Net debt is defined as the sum of selected financial liabilities minus the sum of selected
financial assets. The higher the net debt of a government, the greater the call it will
impose on future revenue flows to service that debt.

Many States have greatly reduced their levels of general government net debt over the
past decade (Chart 6). For example, between 1995-96 and 2003-04 the South Australian
general government sector reduced its net debt by over 13 per cent of gross state
product. This primarily reflects South Australia’s electricity privatisation process.?
Similarly, Victoria and Tasmania reduced their general government net debt by more
than 9 per cent of gross state product over the same period by means of budget
surpluses and proceeds from asset sales.

The stock of net debt has also declined in most States” public non-financial
corporations sector over the previous decade (Chart 6). The public non-financial
corporations sector nearly exclusively owns the stock of state non-financial public
sector net debt. Some States continue to record negative net debt, that is, they are in a
net financial asset position. For example, the Australian Capital Territory non-financial
public sector is expected to have negative net debt from 2000-01 to 2002-03. The
Queensland non-financial public sector is expected to return to negative net debt by
2004-05 (Chart 6).

Trends in aggregate net debt for state/local general government, public non-financial
corporations and the non-financial public sector are illustrated in Chartb,
Statement 12, Budget Paper No. 1.

2 Estimates for the public non-financial corporations sector and the non-financial public sector
are unavailable after 2002-03 in most States. The public non-financial corporations sector
comprises bodies that provide goods and services (such as electricity, gas and water) that are
mainly market, non-regulatory and non-financial in nature and are financed predominantly
through sales to the consumers of these goods and services.

3 South Australia Budget Paper 3, Budget Statement 2002-03, p. 6.3.
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Chart 6: Individual State net debt by sector (as at end of financial year)
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0 0 0 L L L L L L L 0
1995-96 2000-01 2005-06 1995-96 2000-01 2005-06

Non-financial public sector

Per cent of GSP Per cent of GDP Per cent of GSP Per cent of GDP
5 - 35 35 - 35
30 + 4 30 4 30
25 125 425
20 | Vi All States 120 120
15 3 15
10 4 10

5 15

0 0

S5 Qld 15 15
-10 - <410 -10 - <410
1995-96 2000-01 2005-06 1995-96 2000-01 2005-06

Sources: ABS Cat. No. 5512.0, state 2002-03 mid-year reports, Victoria, Western Australia and the
Australian Capital Territory 2003-04 Budgets and Treasury estimates.
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LOAN COUNCIL ARRANGEMENTS

The Australian Loan Council is a Commonwealth-State Ministerial Council that
coordinates public sector borrowing. The Loan Council comprises the Commonwealth
Treasurer as Chairman, and the State and Territory Treasurers.

Present Loan Council arrangements operate on a voluntary basis and emphasise
transparency of public sector financing rather than adherence to strict borrowing
limits. These arrangements are designed to enhance financial market scrutiny of public
sector borrowing and facilitate informed judgments about each government’s financial
performance.

The Loan Council traditionally meets annually in March to consider jurisdictions” Loan
Council Allocation nominations for the forthcoming year. As part of the agreed
arrangements, the Loan Council considers these nominations, having regard to each
jurisdiction’s fiscal position and the macroeconomic implications of the aggregate
figure. The Loan Council Allocation is a headline measure of a government’s call on
financial markets.

Outcome of March 2003 Loan Council meeting

The Loan Council met on 28 March 2003 to consider Loan Council Allocation
nominations for 2003-04. In aggregate, they represent a surplus of $3,876 million
(Table 17). The Loan Council approved each State’s nominated Allocation.

The Loan Council agreed four proposals to further increase the transparency of the
Uniform Presentation Framework. These proposals focus on disaggregating particular
items within the Uniform Presentation Framework Operating Statement and adopting
guidance on the publication of ‘underlying” budget results in the Uniform Presentation
Framework. These changes are to be included in Commonwealth, State and Territory
Uniform Presentation Framework tables from 2002-03 Outcomes (Actuals) reports. The
Commonwealth Government’s Loan Council Allocation Budget update for 2003-04 is
included in Statement 9, Budget Paper No.1.
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Appendix A: GST revenue measures since the
2002-03 Budget

GST Determination to make Languages Other Than English courses provided by
ethnic schools GST-free

Revenue ($m)

2003-04 2004-05 2005-06 2006-07

Australian Taxation Office: -3.0 -1.0 -1.0 -1.0

The Government will make State or Territory recognised Languages Other Than
English (LOTE) courses provided by non-profit ethnic schools GST-free, with effect
from 1 January 2002.

Currently, LOTE courses provided by ethnic schools are taxable supplies under the
GST because the schools providing them do not qualify for GST-free treatment. The
Minister for Education, Science and Training will make a determination under existing
legislative provisions of the A New Tax System (Goods and Services Tax) Act 1999 to
make LOTE courses GST-free.

See also the related expense measure titled Languages Other Than English courses
provided by ethnic schools — wvariation in Budget Balancing Assistance as a result of making
courses GST-free in Budget Paper No. 2.

Application of GST to Compulsory Third Party insurance

Revenue ($m)

2003-04 2004-05 2005-06 2006-07

Australian Taxation Office: -11.3 -3.8 -3.9 -4.1

The Government will amend the GST law to ensure that the original policy intent of
Compulsory Third Party insurance is met by:

« ensuring that GST registered taxpayers are able to claim input tax credits on
Compulsory Third Party insurance policies that commence on or after 1 July 2003,
including those paid before 1 July 2003;

+ allowing Compulsory Third Party insurers, making payments under a settlement

sharing arrangement, to claim a decreasing adjustment on payment of settlement
amounts; and

31



Budget Paper No. 3

« allowing Compulsory Third Party insurers operating no-fault and nominal
defendant schemes access to a decreasing adjustment on payment of settlement
amounts to people injured as a result of a motor vehicle accident.

Government response to the Report of the Inquiry into the Definition of Charities
and Related Organisations

Revenue ($m)

2003-04 2004-05 2005-06 2006-07

Australian Taxation Office: 0.0 -1.0 -1.0 -1.0

On 29 August 2002, the Government announced its response to the Report of the Inquiry
into the Definition of Charities and Related Organisations. As part of that response, the
Government has decided to enact a definition of a charity for the purpose of
administration of Commonwealth laws, expected to take effect from 1 July 2004.

This measure is estimated to have a small impact on GST revenue.
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Appendix B: Specific Purpose Payments

This appendix provides information on Commonwealth Specific Purpose Payments to
the States and local government. This includes Specific Purpose Payments for current
and capital purposes, together with details of Commonwealth advances (loans) to the
States, including new advances, interest received on advances, and repayments by the
States.

Data in this appendix have been prepared on an accrual basis. The tables report
payments made by the Commonwealth general government sector including the
Australian National Training Authority, rather than the more limited Commonwealth
budget sector.

Table B1 presents Specific Purpose Payments on a functional basis for the period
2002-03 to 2006-07. Payments are aggregated according to like objectives and purposes.
Payments are further divided into those paid to the States and those paid through the
States to be passed on to local government and others. Payments through the States are
indicated in the table with an (*) and separate totals for payments to the States and
payments through the States are presented in the summary at the end of the table.

Tables B2 and B3 present estimates of the state-by-state distributions of the Specific
Purpose Payments listed in Table B1, for the years 2002-03 and 2003-04 respectively.
Again, payments through the States are indicated in the table with an (*) and separate
totals for payments to the States and payments through the States are presented in the
summary at the end of the table.

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 2003-04 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.

Tables B4, B5 and B6 present estimates of Commonwealth Specific Purpose Payments
direct to local government authorities. Table B4 presents estimates on a functional
basis for the period 2002-03 to 2006-07. Tables B5 and B6 present estimates of the
state-by-state distributions of payments direct to local government for 2002-03 and
2003-04 respectively.
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Appendix C: Parameter estimates and further information

PARAMETER ESTIMATES USED IN THIS PAPER

Table C1 sets out the population series used in this Paper.

Table C1: Population by State

NSW VIC QLD WA SA TAS ACT NT Total

'000 '000 '000 ‘000 '000 '000 '000 ‘000 '000

2002-03 6,672 4,903 3,749 1,942 1,525 474 324 197 19,785
2003-04 6,736 4,963 3,828 1,968 1,533 475 326 199 20,028

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

Table C2: Parameters

CPI Population Real per capita
% growth % growth % growth
2002-03 31/4 11/4 41/2
2003-04 3 11/4 41/4

The population parameters in 2002-03 and 2003-04 are based on the estimated annual
growth in the Australian population to 31 December 2002 and 31 December 2003
respectively.

Some data presented in this paper are drawn from the Commonwealth Grants
Commission Report on State Revenue Sharing Relativities 2003 Update, 2002-03 state
mid-year budget updates and 2003-04 state budgets where available.

FURTHER INFORMATION

A number of ABS publications also provide information that is relevant to analysing
Commonwealth-State financial relations, including:

¢ Taxation Revenue, Australia (Cat. No. 5506.0)

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

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

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

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