PART 3: AUSTRALIA’S FEDERAL RELATIONS

This part provides information on payments for specific purposes and general revenue
assistance, including GST payments, provided to the States and Territories (the States).

The current framework for federal financial relations under the Intergovernmental
Agreement on Federal Financial Relations (Intergovernmental Agreement), introduced on
1 January 2009, provides a strong foundation for COAG to pursue economic and social
reforms to underpin growth, prosperity and wellbeing into the future.

Significant progress has been made in implementing the framework, with the
institutional arrangements well established, payment arrangements bedded down and
performance reporting well underway.

Over 2009-10, fiscal stimulus payments to the States made under the framework,
including for the Nation Building and Jobs Plan and the First Home Owners Boost,
have supported the recovery of the economy from the global recession.

More detailed information on the Intergovernmental Agreement is provided in Budget
Paper No. 3, Australia’s Federal Relations 2010-11.

OVERVIEW OF PAYMENTS TO THE STATES

The States receive significant financial support from the Commonwealth. In 2009-10,
the Commonwealth provided the States with payments for specific purposes of
$52.5 billion and general revenue assistance, including GST payments, of $44.7 billion,
totalling $97.2 billion, as shown in Table 24. This represents a 15.7 per cent increase
compared with 2008-09.

Table 24: Commonwealth payments to the States, 2009-10

$million NSW VIC QLD WA SA TAS ACT NT Total
Payments for specific purposes 16,417 11,773 11,138 5,449 4,568 1,391 733 1,052 52,520
General revenue assistance 13,271 9,937 8,077 4,410 4,050 1,615 925 2,407 44,693
Total payments to the States 29,689 21,710 19,214 9,859 8,618 3,006 1,658 3,458 97,213
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PAYMENTS FOR SPECIFIC PURPOSES

The Commonwealth provides payments to and through the States for specific
purposes in order to pursue policy objectives in areas that may be administered by the
States and local governments. Payments to the States for specific purposes constituted
a significant proportion of Commonwealth expenditure — 15.5 per cent of total
Commonwealth expenditure in 2009-10.

These payments cover most functional areas of state and local government activity —
including health, education, community services, housing, infrastructure and
environment.

National Specific Purpose Payments and National Partnership payments

Under the Intergovernmental Agreement, many payments for specific purposes were
rationalised into one of the five National SPPs. These National SPPs are the primary
way that the Commonwealth supports the States’ efforts in delivering services in the
major sectors of health, schools, skills and workforce development, disability services
and affordable housing.

The National SPPs are distributed among the States according to population shares
based on the Australian Statistician’s determination of States” population shares as at
31 December of each financial year. In recognition that distributing National SPPs
according to population shares would result in a shift in payment shares, this method
of distribution is being phased in over five years from 2009-10.

* In the case of the government schools component of the National Schools SPP, the
relevant population is each State’s share of full-time equivalent student enrolments
in government schools.

In addition to National SPPs, the Commonwealth provides National Partnership
payments to the States to support the delivery of specific projects (project payments),
to facilitate reforms (facilitation payments), or to reward those jurisdictions that deliver
on nationally significant reforms (reward payments). Previous payments for specific
purposes that were not rolled into the National SPPs have become National
Partnership project payments where they support national objectives and provide a
financial contribution to the States to deliver specific projects.

In 2009-10, the States received $52.5 billion in payments for specific purposes, an
increase of 26.1 per cent compared with the $41.7 billion the States received in 2008-09.
Total payments for specific purposes, including National SPPs and National
Partnership payments are shown in Table 25.
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Table 25: Payments for specific purposes to the States, 2009-10

$million NSW VIC QLD WA SA TAS ACT NT Total
Health

National Healthcare SPP 3,711 2,711 2,206 1,136 920 246 149 146 11,224

National Partnerships 260 160 173 86 63 49 16 44 850
Education

National Schools SPP 3,113 2,425 1,927 991 757 227 172 139 9,750

National Skills and Workforce

Development SPP 439 326 255 132 99 31 23 14 1,318

National Partnerships 3,384 2,545 2,169 1,232 968 308 152 227 10,986
Community services

National Disability SPP 302 208 172 78 93 28 13 10 904

National Partnerships 471 389 338 149 131 42 17 48 1,585
Housing

National Affordable Housing SPP 380 266 235 125 95 34 26 42 1,203

National Partnerships 1,833 1,316 1,023 779 491 128 92 186 5,847
Infrastructure

National Partnerships 1,585 776 2,079 445 543 193 22 146 5,789
Environment

National Partnerships 53 59 31 39 204 27 1 11 426
Contingent

National Partnerships 195 68 96 . 47 4 - 3 412
Other

National Partnerships 68 59 46 27 20 9 9 9 246

Local government payments 624 465 389 232 135 64 42 28 1,980
Total payments for specific

purposes 16,417 11,773 11,138 5449 4,568 1,391 733 1,052 52,520

Financial assistance grants to local governments

The Commonwealth provided $1.95 billion in financial assistance grants to local
governments in 2009-10. Table 26 provides details of these grants, which are provided
to the States to be distributed to local governments in each State. An analogous
payment is made to the Australian Capital Territory.

Financial assistance grants are increased annually on the basis of an escalation factor
determined each year by the Treasurer.

In the 2009-10 Budget, the Commonwealth decided to make the first quarter financial
assistance grants payment for 2009-10 in the 2008-09 financial year, with a
corresponding reduction in 2009-10. A similar decision was taken in the 2010-11
Budget, with an additional payment of $511.6 million in 2009-10 and a corresponding
reduction in 2010-11. This accelerated provision of funding gave local governments
immediate use of these funds to take full advantage of the global economic recovery
and prepare them for future challenges.

To account for the bringing forward of these payments, the Treasurer determined an
adjusted final escalation factor for 2009-10 of 0.8504. The 2009-10 grants were based on
an estimated escalation factor of 0.6318 and incorporated a recovery of an
overpayment of $10.6 million in respect of 2008-09. Over the two years of 2009-10 and
2010-11, local governments will still receive their full financial assistance grants

59



Part 3: Australia’s Federal Relations

entitlement. For this reason, an adjusted escalation factor for 2010-11 is estimated at
0.7765.

Table 26: Financial assistance grants to local government (cash basis), 2009-10

$million NSW VIC QLD WA SA TAS ACT NT Total
General purpose

assistance 3276 2496 2024 1025 75.0 23.3 16.2 10.3 1,006.8
Untied local road funding 129.6 92.1 83.7 68.3 24.6 23.7 14.3 10.5 446.8
minus 2008-09

overpayment(a) -2.9 -2.4 -2.3 -1.5 -0.7 -0.4 -0.2 -0.2 -10.6
plus 2010-11 bring forward 160.1 1204 1015 60.7 34.6 16.4 10.7 7.3 511.6
Total(b) 6144 4596 3852 230.0 1335 62.9 41.0 279 1,954.6

(a) There was an overpayment in 2008-09 because the estimated escalation was higher than the final factor.
A balancing adjustment of $10.6 million was made in 2009-10.

(b) Total financial assistance grants are the actual cash payment that each State receives on behalf of local
government. They are equal to the estimated entitlement for a given year, adjusted for an overpayment
or underpayment from the previous year. The difference between the estimated entitlement and the final
entitlement for the current year will be adjusted in the following year.

GENERAL REVENUE ASSISTANCE

General revenue assistance is a broad category of payments, including GST payments,
which are provided to the States without conditions, to spend according to their own
budget priorities.

In 2009-10, the States received $44.7 billion in general revenue assistance from the
Commonwealth, as shown in Table 27, comprising $44.0 billion in GST payments and
$0.7 billion of other general revenue assistance. This is a 5.5 per cent increase in general
revenue assistance, compared with the $42.4 billion the States received in 2008-09. In
2009-10, total general revenue assistance to the States represented 13.2 per cent of total
Commonwealth expenditure.

Table 27: General revenue assistance, 2009-10
$million NSW VIC QLD WA SA TAS ACT NT Total
GST payments 13,330 10,047 8,152 3,550 4,055 1,630 896 2,380 44,041
Other general revenue assistance

Budget balancing assistance

residual adjustment 52 - - - 7 2 - 7 68
State cellar door subsidy savings -34 -51 -14 - -12 -6 . - -116
Royalties - - - 814 - - - 32 846
Compensation

Reduced royalties - - - 46 - - - - 46

GST policy decisions -88 -65 -62 - - -1 -5 -12 -243

Snowy Hydro Ltd tax compensation 11 5 - - - - - - 16
ACT municipal services - - - - - - 35 - 35

Total other general revenue assistance -59  -110 -76 860 -4 -15 29 27 653
Total general revenue assistance 13,271 9,937 8,077 4,410 4,050 1,615 925 2,407 44,693
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GST payments
Reconciling GST revenue and GST payments to the States

The Commonwealth makes GST payments to the States based on the revenue received
from the GST. In 2009-10, GST revenue was $46.6 billion — an increase of $3.9 billion
(9.2 per cent) from 2008-09.

However, GST revenue for a financial year varies from the amount of GST payments to
the States for that year for several reasons including:

+ GST revenues which are recognised on a Commonwealth whole of government
basis, but are not recognised because the revenues will not be remitted to the

Australian Taxation Office until the following financial year; and

* penalties, other than general interest charge penalties, which are not included in the
definition in the Intergovernmental Agreement of GST to be paid to the States.

A reconciliation of GST revenue and GST payable to the States is provided in Table 28.

Table 28: GST revenue and GST payable to the States, 2009-10

$million Total
GST revenue 46,553
less change in GST receivables 2,586
GST receipts 43,967
less non-GIC penalties collected(a) 77
less GST collected by Commonwealth agencies but
not yet remitted to the ATO(b) -133
plus prior year balancing adjustment(c) 19
GST payable to the States 44,041

(a) General interest charge (GIC) penalties are defined in the Intergovernmental Agreement as being a part
of the Commonwealth’s GST revenue that is paid to the States. However, while other GST related
penalties are also recognised in the Commonwealth’s GST revenue, non GIC penalties are not defined
in the Intergovernmental Agreement as being a part of the GST revenue that is paid to the States.

(b) This is the GST component of sales by Commonwealth agencies which has been collected by those
agencies but which, as at 30 June in each year, will not have been remitted to the Australian Taxation
Office, because it is not due to be paid until the next Business Activity Statement is lodged (typically on
21 July in the following financial year).

(c) The Commissioner’'s determination for 2008-09 was $18.5 million lower than the final outcome. This
underpayment was paid in 2009-10.

Note: The outcome illustrated is estimated pending confirmation by the Australian National Audit Office.

Advances of GST payments have been provided to the States throughout the 2009-10
financial year based on the Commonwealth’s estimate of GST receipts at the
2010-11 Budget. Commonwealth advances of GST payments in 2009-10 are estimated
to be $488 million higher than GST payable to the States shown in Table 28. This
difference has been recorded as a receivable for the 2009-10 financial year resulting in
the accrual GST expense being less than the GST cash advanced to the States.
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To ensure that States receive their correct entitlement of GST for 2009-10 a balancing
adjustment will be made in the 2010-11 financial year upon confirmation by the
Australian National Audit Office of the final outcome GST receipts. Table 29 provides
a reconciliation of GST payable and GST payments to the States.

Table 29: GST payable and GST payments to the States, 2009-10

$million Total
GST payable to the States 44,041
less advances of 2009-10 GST revenues made throughout 2009-10 44,510
less payment of prior year balancing adjustment 19
equals following year balancing adjustment -488

Note: The outcome illustrated is estimated pending confirmation by the Australian National Audit Office.

Distribution of GST payments among the States

As agreed by COAG in the Intergovernmental Agreement, the Commonwealth
distributes GST payments among the States in accordance with the principle of
horizontal fiscal equalisation and having regard to the recommendations of the
Commonwealth Grants Commission (the Commission).

Table 30 provides a summary of all GST payments to the States in 2009-10, further
detail on the components of Table 30 are discussed below.

Table 30: Summary of the distribution of GST payments among the States

2009-10 GST advances Estimated 2009-10 2008-09 balancing Total

balancing adjustment adjustment
(1) 2) (3) (N+(2)+(3)
$million $million $million $million
NSW 13,472.3 -147.7 5.5 13,330.0
VIC 10,154.5 -111.3 4.2 10,047.4
QLD 8,238.8 -90.3 3.6 8,152.1
WA 3,588.0 -39.3 1.7 3,5650.3
SA 4,098.0 -44.9 1.7 4,054.8
TAS 1,647.4 -18.1 0.7 1,630.0
ACT 905.5 -9.9 0.3 895.9
NT 2,405.5 -26.4 0.9 2,380.0
Total 44,510.0 -488.0 18.5 44,040.5

GST relativities

The Commonwealth Grants Commission recommends GST relativities to be used in
calculating each State’s share of GST payments. The relativities determine how much
GST revenue each State receives compared with an equal per capita share and are
determined such 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 would have the
capacity to provide services at the same standard.
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The GST relativities for 2009-10 were discussed with the Ministerial Council for
Federal Financial Relations in March 2009. The relativities for 2009-10 are shown in
Table 31.

Table 31: GST relativities, 2009-10
NSW vIiC QLD WA SA TAS ACT NT

0.93186 0.91875 0.91556 0.78485 1.24724 1.62040 1.27051 5.25073

Applying the GST relativities to the GST pool

The GST relativities were applied to estimated state populations throughout 2009-10 in
order to determine an adjusted population for each State. Each State received its
adjusted population share of the GST pool. The GST advances to the States have been
distributed on the Treasury estimated population of each jurisdiction. In accordance
with the Federal Financial Relations Act 2009, States are entitled to a share of the GST
revenue grants based on the population contained in the determination made by the
Australian Statistician.

Upon confirmation of the final outcome of GST receipts by the Australian National
Audit Office, the balancing adjustment to be made in 2010-11 will be allocated using
the population as at 31 December 2009 as determined by the Australian Statistician.
The calculations for the distribution of advance payments of GST in 2009-10 and
estimated balancing adjustment as shown in Table 32 are allocated based on the
estimated population shares at Budget 2010-11.

Table 32: Distribution of the 2009-10 estimated GST revenue and balancing

adjustment
Population as at State revenue Adjusted Share of Share of  Estimated 2009-10
31 December 2009 sharing relativities population adjusted estimated balancing
(1)x(2) population GST pool adjustment
per cent $million $million
(1) 2 (€)] 4) (5) (6)
NSW 7,192,250 0.93186 6,702,170 30.3 13,472.3 -147.7
VIC 5,498,394 0.91875 5,051,649 22.8 10,154.5 -111.3
QLD 4,476,655 0.91556 4,098,646 18.5 8,238.8 -90.3
WA 2,274,244 0.78485 1,784,940 8.1 3,588.0 -39.3
SA 1,634,561 1.24724 2,038,690 9.2 4,098.0 -44.9
TAS 505,760 1.62040 819,534 3.7 1,647.4 -18.1
ACT 354,567 1.27051 450,481 2.0 905.5 -9.9
NT 227,908 5.25073 1,196,683 5.4 2,405.5 -26.4
Total 22,164,339 N/A 22,142,794 100.0 44,510.0 -488.0

Table 33 shows the distribution of the 2008-09 GST balancing adjustment to account for
the variation between the determination made by the Commissioner for Taxation in
June 2009 and the final outcome. This residual adjustment is made on the basis of the
state populations and recommended relativities prevailing in the 2008-09 payment
year.
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Table 33: Distribution of the 2008-09 GST balancing adjustment amount

Population as at State revenue Adjusted  Share of adjusted Share of 2008-09

31 December 2008 sharing relativities population population  balancing adjustment

(1) x(2) per cent $million

(1) ) (3) 4) (5)

NSW 7,041,393 0.91060 6,411,892 29.6 5.5
VIC 5,364,796 0.92540 4,964,582 229 4.2
QLD 4,349,529 0.96508 4,197,643 19.4 3.6
WA 2,204,040 0.88288 1,945,903 9.0 1.7
SA 1,612,002 1.20856 1,948,201 9.0 1.7
TAS 500,278 1.52994 765,395 3.5 0.7
ACT 347,843 1.17205 407,689 1.9 0.3
NT 221,682 4.51835 1,001,637 4.6 0.9
Total 21,641,563 N/A 21,642,944 100.0 18.5

GST administration costs

The Commissioner of Taxation administers the GST law and the States compensate the
Commonwealth for the agreed costs incurred by the Australian Taxation Office in
administering the GST, including costs incurred by the Australian Customs Service, as
shown in Table 34.

Table 34: GST administration, 2009-10

$million Actual

2008-09 2009-10
Australian Taxation Office budget 631.9 590.1
less prior year adjustment 1.4 27.3
equals State government administration payments 630.5 562.8
less Australian Taxation Office outcome(a) 604.6 598.3
equals Commonwealth budget impact 25.9 -35.5
plus prior year adjustment 1.4 27.3
equals following year adjustment 27.3 -8.2

(a) Estimated outcome for 2009-10 pending confirmation by the Australian National Audit Office.

In March 2009, the Ministerial Council for Federal Financial Relations agreed to a GST
administration budget of $624.3 million for 2009-10. This was subsequently revised
down to $590.1 million at the 2010-11 Budget owing to a revised estimate of the costs.

The estimated outcome for the 2009-10 GST administration expenses of $598.3 million
differs from the amount paid by the States and the prior year adjustment by
$-8.2 million. Once the outcome for GST administration costs in 2009-10 is audited, any
adjustment required will be incorporated into the States’ administration costs for
2010-11.

Other general revenue assistance
Budget balancing assistance residual adjustment

In the Intergovernmental Agreement on the Reform of Commonwealth State Financial
Relations of 1999, the Commonwealth guaranteed that the budget position of each State
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would be no worse than it would have been had tax reform associated with the
introduction of the GST not been implemented. The guaranteed minimum amount is
an estimate of the revenue that each State would have received under the previous
system of Commonwealth grants, and if the state taxes had not been abolished as part
of the reforms.

During the transitional period, which expired on 30 June 2009, the Commonwealth
paid budget balancing assistance to the States if a State’s share of GST payments in a
financial year was less than its guaranteed minimum amount for that year. No budget
balancing assistance was payable when GST revenue exceeded the guaranteed
minimum amount.

As the 2008-09 financial year was the final transitional year, the Treasurer is not
required to determine a guaranteed minimum amount in 2009-10 or future years.
Following the finalisation of state data for the 2008-09 financial year, the
Commonwealth paid a residual adjustment amount of $67.8 million in 2009-10 in
respect of budget balancing assistance owed to the States in 2008-09. This is in addition
to the $275.2 million paid in 2008-09.

Table 35: Guaranteed minimum amount, GST payments, budget balancing
assistance and residual adjustment

$million NSW VIC QLD WA SA  TAS ACT NT  Total
Revised guaranteed

minimum amount 12,020 9,221 7,743 3,468 3,832 1,629 804 2,344 41,060
Final outcome GST payments 11,850 9,319 7,976 3,595 3,788 1,595 836 2,248 41,208
Budget balancing assistance 118 - - - 37 32 - 89 275
Residual adjustment 52 - - - 7 2 - 7 68

State cellar door subsidy savings

States previously agreed to return to the Commonwealth savings arising to them from
the Commonwealths introduction of the wine equalisation tax producer rebate. Rather
than the States returning these savings annually, the Commonwealth recovered the
present value of the future stream of annual payments to extinguish all current and
future State commitments in respect of this measure. The total value of the savings is
$184.6 million, of which $68.7 million was recovered in 2008-09.
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GST compensation for small business concession

In 2009-10 the Government recovered the net overpayment to the States for
compensations paid in respect of deferred GST revenue through allowing small
business and non-profit organisations that voluntarily registered for the GST to pay
and report GST on an annual rather than a monthly or quarterly basis. The total
amount recovered represents the present value of the overpayment less the present
value of the stream of future annual payments, and extinguishes all current and future
Commonwealth and State commitments in respect of this compensation. Western
Australia and South Australia elected to repay their overpayment in 2008-09.
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Attachment A

PAYMENTS TO THE STATES

This attachment provides Commonwealth payments to the States and local
governments on an accruals basis. This includes Commonwealth advances (loans) to
the States, including new advances, interest on advances and repayments of advances.
Most of these advances were funded from borrowings made on behalf of the States
under previous Australian Loan Council arrangements.

The following tables present payments to the States for 2009-10:

Table 36 — health;

Table 37 — education;

Table 38 — community services;

Table 39 — housing;

Table 40 — infrastructure;

Table 41 — environment;

Table 42 — contingent liabilities;

Table 43 — other purposes;

Table 44 — general revenue assistance;

Table 45 — advances, repayment of advances and interest payments; and

Table 46 — payments presented on the Australian Bureau of Statistics Government
Finance Statistics (GFS) functional basis.
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