Chapter 2: GST Revenue Provision and Commonwealth
Payments of General Revenue Assistance to the States
and Territories

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.

PROVISION OF GST REVENUE TO THE STATES AND TERRITORIES IN
2000-01 AND 2001-02

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.

» 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.



"puspIAIp imoub 1S9 auy sepnpur  (q)
"POpUNOI UL} 316 pue 66-866T 0} S6-+66T Porad
ay3 Joj s1aquinu uonendod Buisn D9 ayy AQ pajendjed ale saniAnel euded Jad ayy se T uwnjod ul uonendod [£103 ayy woly Siayip uoneindod payybiem jelo1  (B)

0'081'vC €9p1'9 €9¢e'0¢ 0°00T 8v1'797'61 eu +01'59Z’61 |ejoL
6'SCT'T 089 8'€67'T £ ¥6/'128 S8EIT'Y ¥9E’/61 1IN
S'/9% 6'LL 'SP S 8’1 9EP'9bE 68¢CTT'T P6C'11E 1oV
¥'¢86 C9ET 9'8TT'T L€ LLY'0TL T160TS°'T 1€2'0LP SvL
99T 6'8¢S t'€6.'C 6 L8T'VLL'T 8G¢8T'T €5€°00S'T VS
T EbET ¥'E6S ¥'9€6'C L'6 8T7'998'T §59€86'0 021'968'T VM
19€9'p 0'0€T'T 1°992°S 06t 68€'299°¢ 0€810°T 2/45'965°¢€ aid
9'€90°S 7'60ST 8'2/5'9 L'TC €6/'v/1'y 610480 116'S6.'y JIA
6961, 6'C01'C L'667'6 L0€ £48906'G £1606°0 6SC'L6v'9 MSN
) (9) (s) () (€) (@ (1)

(w$) (a) (w$) (w$) (a) (%) (e)

(9)-(9) uonejndod @ x (D)

anuanal () 03 Buipiodoe payybrom uonendod SanIAelRl 000¢ JoquiRdaq 1§

1S5 Jo uonnqgLasiq  SHDH paunuelenbun  jood SHOH/ENUBARL IS JO aJeys payybiam ejided Jad e se uonejndod pajdsfold

(pe3eWwIRSd) T0-000T ‘@NuUaAal 1SD Jo uoRNqLIsIa € alqel



"puspialp ymolb 1S9 ay3 sepnpur  (9)
"Papuno. U3y} S1e pue 000Z-666T 01 96-566T poliad
ay3 Joj slaquinu uopejndod Buisn HH) ayy AQ pajendjed ale saniAneRl eyded Jad ayy se T uwnjod ul uone|ndod |B10} By} wody siayip uonendod pajybiam |ejol  (q)
*SUO[ONJISUODAL 3)elodlod
uo pred sennp dwejs 1oy payddns ejep ay) Jo J0adsal ul elensny WIS AQ pasied anss| [EJIULYD) B JO Junodoe axe) 0) paydope senianes eyded sad ayl (e)

0'08%'LC 1'€55°9 1'€€0"pE 0°00T obT'vLy'6T eu 0S2'€8b'6T |ejol
9'GEE’T ST T80P'T Tt 08/'508 99120t 09€£'00¢ IN
[ 4] €8 [L'[T9 8’1 ZANIS €ET'T Sze'sTIE 10V
$°£80°T 0bbT PIeT’T 9'¢ 8v9'+0/ S600S°T 89t'69b SvL
T'TH5C T'T9S z'eor’s T'6 0TT'SLL'T TP6/LT'T £80'50S'T VS
9'Tv9'C +'9€9 0'6LT'€ 96 182'9/8'T 915/6'0 S/0'v26'T VM
£'86T'S 807’1 9'90%'9 8'8T §96'599°'E 69¢00°T 0£1°959°¢ aid
L’E18'S 6'809°T ST, 8'1¢C LT LYY 6€S5/8°0 698158t JIA
0°L1€'8 §'8€T'C G'GSS0T 0'1E 600°00'9 ¢€0¢6'0 567959 MSN
) (9) (%) ¥) (© (€9) (m

(wg) @ (w¢) (wg) @ (%) @ (e)

(9)-(9) uone|ndod @ x (1)

anuaAal (%) 03 Buipsoooe jood  pajybiom uonendod SanIAejRl 1007 Joqwiadaq 1§

1S5 Jo uonngLiasig SOHOH paunueenbun SHOH/aNUaAL 1S9 Jo aleys pa1ybiam ejided Jad 1e se uopendod pajosfoid

(pe3eWIRS?) ZO-TOOT ‘@nuaAal 1SD Jo uonnqLasia b alqel



GENERAL REVENUE ASSISTANCE

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.

Budget Balancing Assistance

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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National Competition Policy Payments

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.

Table 7: National Competition Policy Payments, 2000-01 to 2004-05

(estimated)
NSW VIC QLD WA SA TAS ACT NT Total
$m $m $m $m $m $m $m $m $m
2000-01 155.9 114.7 85.9 45.5 35.9 11.2 7.5 4.7 461.2
2001-02 241.0 178.5 134.6 70.7 55.4 17.3 11.5 7.4 716.3
2002-03 246.0 182.0 138.0 72.5 56.1 17.4 11.7 7.5 731.2
2003-04 252.3 186.6 142.5 74.7 57.1 17.7 12.0 7.8 750.7
2004-05 258.0 190.7 146.9 76.8 58.1 17.9 12.3 8.0 768.7

Special Revenue Assistance

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.

13



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.

Table 8: Special Revenue Assistance to the Australian Capital Territory,
2000-01 to 2004-05 (estimated)
2000-01 2001-02  2002-03  2003-04  2004-05
$m $m $m $m $m

Special Revenue Assistance
to the ACT 13.5 14.2 14.5 14.9 15.3

REVENUE REPLACEMENT PAYMENTS UNDER ‘SAFETY NET’
ARRANGEMENTS, AND MIRROR TAXES

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.

14
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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.

Table 10: ‘Safety net’ surcharge collections and accrued mirror taxes on
behalf of the States, 2000-01 to 2004-05
2000-01  2001-02  2002-03  2003-04  2004-05

$m $m $m $m $m
‘Safety Net' surcharge collections 436.0 na na na na
Mirror taxes 213.6 207.4 215.6 226.5 237.9
Total 649.6 207.4 215.6 226.5 237.9

Mirror tax arrangements

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.

HORIZONTAL FISCAL EQUALISATION

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.

Objectives of horizontal fiscal equalisation

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.

16



The assessment process

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:

» 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

» aState’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).

17



Box 1: Commonwealth Grants Commission’s 2004 Methodology Review

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

o 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.

+ 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.

o 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.

2001 update of relativities

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:

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

o 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.

18



Table 11: GST relativities and Financial Assistance Grants relativities,
2000-01 and 2001-02
NSW VIC QLD WA SA TAS ACT NT

GST relativities
2000-01 0.90913 0.87049 1.01830 0.98365 1.18258 1.51091 1.11289 4.16385
2001-02(a) 0.92032 0.87539 1.00269 0.97516 1.17941 1.50095 1.14633 4.02166

FAGs relativities

2000-01 0.89642 0.85780 1.01079  0.92399 1.23481 1.62565 1.14522 4.85767

2001-02(a) 0.88284 0.84543 1.01882 0.92429 1.27328 1.68695 1.18924 4.93364

(@) These amended relativities take account of a technical issue raised by Western Australia in respect of
the data supplied for stamp duties paid on corporate reconstructions.

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.

Effect of horizontal fiscal equalisation

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
HEFE 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.

Table 12: Effect of horizontal fiscal equalisation, 2001-02

GMA distributed Equal per capita Difference Population Per capita

under HFE distribution redistribution

1-@ 3)+®

($m) (@) ($m) ($m) (million) %)

1) (2 3) (4) ()

NSW 9,401.1 10,425.7 -1,024.6 6.6 -156.1

VIC 6,394.2 7,340.9 -946.7 4.9 -195.1

QLD 54113 5,297.0 114.3 3.7 31.3

WA 2,823.6 3,000.2 -176.6 1.9 -91.8

SA 2,766.8 2,285.8 480.9 1.5 319.5

TAS 1,163.1 729.0 434.1 0.5 924.7

ACT 583.7 484.4 99.3 0.3 316.8

NT 1,379.8 360.6 1,019.2 0.2 5,086.9

Total 29,923.6 29,923.6 0.0 19.5 na

(@) The FAGs forgone component of the GMA has been distributed on an equal per capita basis in these
calculations.
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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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