Attachment D

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).

On 29 November 2008, the Council of Australian Governments agreed to a new
Intergovernmental ~Agreement on  Federal Financial Relations (Intergovernmental
Agreement) which provides the overarching framework for collaboration between the
Commonwealth and the States.

The Intergovernmental Agreement, which commenced on 1 January 2009, involves
significant reforms to payments for specific purposes. Under the new framework,
some payments for specific purposes under the previous arrangements have been:
incorporated into the new National Specific Purpose Payments (National SPPs);
deemed to be National Partnership payments; or paid as general revenue assistance
since 1 January 2009. The first full year of operation of the new framework is 2009-10.

More detailed information on the Intergovernmental Agreement and new payment
arrangements is provided in Budget Paper No. 3, Australia’s Federal Relations 2009-10.

Overview of payments to the States

The States receive significant financial support from the Commonwealth. In 2009-10,
total payments to the States will be $93.8 billion, or 27.6 per cent of total
Commonwealth expenditure. This represents an 11.7 per cent increase compared with
2008-09. The Commonwealth will provide the States with payments for specific
purposes of $51.1 billion and general revenue assistance, including all GST revenue, of
$42.7 billion.

Table 3.21 shows payments for specific purposes and general revenue assistance to the
States.

70



Part 3: Fiscal strategy and outlook

Table 3.21: Commonwealth payments to the States, 2009-10 to 2012-13

$million NSW VIC QLD WA SA TAS ACT NT  Total
2009-10

Payments for specific purposes(a) 16,194 11,482 10,273 5,448 4,386 1,336 883 1,012 51,095
General revenue assistance 12,718 9,600 7,781 4,026 3,881 1,562 892 2,284 42,744
Total payments to the States(b) 28,912 21,082 18,055 9,474 8,267 2,898 1,776 3,296 93,840
2010-11

Payments for specific purposes(a) 14,017 10,187 8,956 4,596 3,644 1,046 827 972 44,354
General revenue assistance 14,278 10,372 7,981 3,913 4,216 1,661 962 2,525 45,909
Total payments to the States(b) 28,296 20,559 16,937 8,510 7,860 2,707 1,789 3,497 90,263
2011-12

Payments for specific purposes(a) 13,268 9,868 8,752 4,371 3,338 975 602 887 42,087
General revenue assistance 15,330 11,106 8,303 3,888 4,531 1,757 1,011 2,749 48,675
Total payments to the States(b) 28,598 20,973 17,055 8,259 7,869 2,733 1,613 3,636 90,761
2012-13

Payments for specific purposes(a) 13,441 10,740 9,052 4,724 3,307 1,020 614 742 43,679
General revenue assistance 16,364 11,843 8,790 4,058 4,835 1,826 1,039 2,935 51,689
Total payments to the States(b) 29,805 22,583 17,842 8,782 8,142 2,847 1,652 3,677 95,367

(a) State allocations are not yet finalised for a number of payments.
(b) State totals do not include unallocated payments.

Chart 3.5 shows the state shares of total payments from the Commonwealth in 2009-10.

Chart 3.5: State shares of Commonwealth payments, 2009-10
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Payments for specific purposes

The Commonwealth provides payments to the States for specific purposes in order to
pursue important national policy objectives in areas that may be administered by the
States.
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Payments to the States for specific purposes will be 15.0 per cent of total
Commonwealth expenditure in 2009-10. The States will receive $51.1 billion in
payments for specific purposes, an increase of 22.7 per cent compared with the
$41.7 billion the States received in 2008-09.

The increase mainly reflects the full year effect of implementing the Building the
Education Revolution and Investment in Social Housing initiatives under the Nation
Building and Jobs Plan (announced in February 2009), the COAG reform package
(announced in November 2008) and the First Home Owners Boost (announced in
2008). As the Nation Building and Jobs Plan and First Home Owners Boost programs
unwind, payments are expected to return to a pre-economic stimulus level.

Since the 2009-10 Budget, payments to the States for specific purposes are estimated to
be higher by $1 billion in 2009-10. The main changes include:

* an increase in the primary schools for the 21st Century component of Building the
Education Revolution, mainly reflecting higher than estimated enrolments and the
higher take-up rate than originally expected;

» rephasing of payments for remote Indigenous housing, owing to implementation
plans for the National Partnership agreement being finalised later than expected,

with some milestone payments now becoming due in 2009-10; and

» lower than expected payments for 2008-09 on the social housing component of the
Nation Building and Jobs Plan, with the expenditure now expected to be in 2009-10.

Table 3.22 shows total payments for specific purposes by function.

Table 3.22: Payments for specific purposes, 2009-10 to 2012-13

Estimates Projections

$million 2009-10 2010-11 201112 2012-13
Health 12,183 13,055 13,992 15,076
Education 21,760 18,445 15,062 15,272
Community services 2,499 2,748 2,997 3,118
Housing 6,896 3,110 2,004 1,895
Infrastructure 5,221 4,390 5,255 5,435
Environment 466 293 174 154
Local govemment 1,449 2,016 2,097 2,180
Other 226 212 424 459
Contingent payments 394 84 81 90
Total payments for specific purposes 51,095 44,354 42,087 43,679
less payments 'through' the States 11,974 11,105 10,170 10,820
less payments direct 'to' local government 1,106 545 392 361
less financial assistance grants for

local govemment 1,449 2,016 2,097 2,180
Total payments 'to' States for

own-purpose expenses 36,566 30,688 29,428 30,318
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Of the $51.1 billion to be provided to the States for specific purposes in 2009-10:

* $36.6 billion will be provided ‘to” the States to help fund state government
functions;

* $13.4 billion will be paid ‘through’ the States, where the State governments
distribute the payments to other organisations — this includes payments for
non-government schools and financial assistance grants for local governments; and

* $1.1 billion will be paid direct “to” local governments.

Chart 3.6 shows the state shares of payments for specific purposes from the
Commonwealth in 2009-10.

Chart 3.6: State shares of payments for specific purposes, 2009-10
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Payments for specific purposes cover most functional areas of state and local
government activity — including health, education, community services, housing,
infrastructure and environment. Detailed tables of payments for specific purposes,
including state shares of each payment, are provided in Annex A.

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, total general revenue assistance to the States will be 12.6 per cent of total

Commonwealth expenditure. The States will receive $42.7 billion in general revenue
assistance from the Commonwealth, comprising $42.3 billion in GST payments and
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$444 million of other general revenue assistance. This is a 0.9 per cent increase in
general revenue assistance, compared with the $42.4 billion the States received in
2008-09.

Table 3.23 summarises general revenue assistance payments to the States. Detailed
tables of general revenue assistance, including state shares of each payment, are

provided in Annex A.

Table 3.23: General revenue assistance, 2009-10 to 2012-13

Estimates Projections
$million 2009-10 2010-11 2011-12 2012-13
GST payments 42,300 45,060 47,990 51,060
Other general revenue assistance
Residual adjustment amounts(a) 10 - - -
Royalties 600 590 542 488
Compensation
Climate change mitigation - 130 - -
Reduced royalties 53 47 60 57
GST policy decisions -300 - - -
Snowy Hydro Ltd tax compensation 47 47 47 47
ACT municipal services 35 35 36 37
Total other general revenue assistance 444 849 685 629
Total general revenue assistance 42,744 45,909 48,675 51,689

(a) This amount reflects the net impact of

the underpayment of the Commissioner of Taxation’s

determination of GST revenue in 2008-09 of $19 million less the resulting overpayment in budget

balancing assistance of $9 million.

GST payments

GST revenue variations since the 2009-10 Budget

Table 3.24 is a reconciliation of the GST revenue estimates since the 2009-10 Budget.
The reconciliation accounts for policy decisions, parameter and other variations. There
have been no policy decisions since Budget that have had a direct effect on GST
revenue.

GST revenue in 2009-10 has been revised up by $630 million since Budget, reflecting
higher forecast growth for taxable consumption.

Table 3.24: Reconciliation of GST revenue estimates since 2009-10 Budget

Estimates Projections
$million 2009-10 2010-11 2011-12  2012-13
GST revenue at 2009-10 Budget 43,630 45,960 48,670 51,880
Changes between 2009-10 Budget and MYEFO

Effect of policy decisions(a) - * * *
Effect of parameter and other variations 630 1,290 1,760 1,720
Total variations 630 1,290 1,760 1,720
GST revenue at 2009-10 MYEFO 44,260 47,250 50,430 53,600

(a) Refer the measure GST — Government response to Board of Taxation report — minor changes.
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Reconciling GST revenue and GST payments to the States

In accordance with the Intergovernmental Agreement, the Commonwealth administers
the GST on behalf of the States and all GST revenue is paid to the States.

Up until the end of 2008-09, the Commissioner of Taxation has estimated the level of
GST receipts in June, prior to the end of each financial year. That estimate formed the
basis of GST payments to the States for that financial year. A balancing adjustment was
subsequently made in the following financial year to ensure that the States received
their full entitlement of GST payments for a financial year. The last balancing
adjustment under these arrangements will be made in 2009-10.

From 2009-10, GST advances will be paid during the relevant financial year and the
Treasurer will determine the level of GST receipts based on the final budget outcome.
A balancing adjustment will still be made to ensure that the States receive their full
entitlement of GST payments for a financial year.

In addition to these balancing adjustments, GST revenue for a financial year also varies
from the amount of GST payments to the States for that year because of:

» GST revenues that are recognised on a Commonwealth whole-of-government basis,
but are not 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.

The reconciliation of GST revenue and GST payments to the States is provided in
Table 3.25.

Table 3.25: GST revenue and GST payments to the States

Outcome Estimates Projections
$million 2008-09 2009-10  2010-11 2011-12  2012-13
GST revenue 42,626 44,260 47,250 50,430 53,600
less change in GST receivables 1,291 1,748 2,090 2,330 2,420
GST receipts 41,335 42,512 45,160 48,100 51,180
less non-GIC penalties collected 97 100 100 110 120
less GST collected by Commonwealth

agencies but not yet remitted to

the ATO 79 112 0 0 0
plus variation from the Commissioner's -19

determination(a)
plus prior year balancing adjustment 49 19
GST payments to the States 41,189 42,319 45,060 47,990 51,060

(a) The Commissioner's determination for 2008-09 was $19 million lower than the final outcome. This
amount will be paid in 2009-10.
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Distribution of GST payments among the States

As agreed by all parties in the Intergovernmental Agreement, GST payments are
distributed 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 recommends state revenue sharing relativities (the GST relativities)
to be used in calculating each State’s share of GST payments 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.

The Intergovernmental Agreement provides that GST relativities are applied to
estimated state populations in order to determine an adjusted population for each
State. Each State’s share of the adjusted population is then used to distribute the GST
payments. The calculations for the distribution of the GST pool are shown in
Table 3.26.

Table 3.26: Distribution of the GST pool, 2009-10®

Estimated State Adjusted Share of Share of
31 December revenue population adjusted GST

population sharing (1) x(2) population
relativities per cent $million
M ) (©)] (4) ®)
NSW 7,130,713 0.93186 6,644,826 30.2 12,7741
VIC 5,460,472 0.91875 5,016,809 22.8 9,644.4
QLD 4,453,853 0.91556 4,077,770 18.5 7,839.2
WA 2,262,012 0.78485 1,775,340 8.1 3,412.9
SA 1,630,088 1.24724 2,033,111 9.2 3,908.5
TAS 504,955 1.62040 818,229 3.7 1,673.0
ACT 353,145 1.27051 448,674 2.0 862.5
NT 226,412 5.25073 1,188,828 5.4 2,285.4
Total 22,021,650 na 22,003,587 100.0 42,300.0

(a) The Commonwealth Grants Commission is currently undertaking a review of its fiscal equalisation
methodology. The outcome of the review may have a significant impact on the GST relativities and the
distribution of the GST pool in 2010-11.

State shares of GST payments for 2009-10 are shown in Chart 3.7.
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Chart 3.7: State shares of GST payments, 2009-10
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GST administration costs

Because the GST has a national tax base, the Intergovernmental Agreement provides
for the Australian Taxation Office to administer the GST on behalf of the States. As all
GST revenue is provided to the States, the States compensate the Commonwealth for
the agreed costs incurred by the Australian Taxation Office in administering the GST,
as shown in Table 3.27.

Table 3.27: GST administration budget, 2008-09 to 2012-13

Actual Estimates Projections
$million 2008-09 2009-10 2010-11  2011-12 2012-13
Australian Taxation Office budget 631.9 624.3 630.5 634.2 646.8
less prior year adjustment 1.4 29.9 0.0 0.0 0.0
equals State government payments 630.5 594 .4 630.5 634.2 646.8
less Australian Taxation Office outcome(a) 602.0
equals Commonwealth budget impact 28.5
plus prior year adjustment 1.4
equals following year adjustment 29.9

(a) Preliminary outcome for 2008-09 pending confirmation by the Australian National Audit Office.

The preliminary outcome for the 2008-09 GST administration expenses of $602 million
differs from the amount paid by the States and the prior year adjustment by
$29.9 million. Once the outcome for GST administration in 2008-09 is audited, this
difference will be incorporated into the States” administration costs for 2009-10.
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Annex A

PAYMENTS TO THE STATES

This annex provides accrual estimates of Commonwealth payments to the States and
local governments. 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.

Each table presents estimated payments to the States for the period 2009-10 to 2012-13
as follows:

A.1 — health;

A.2 — education;

A.3 — community services;

A4 — housing;

A5 — infrastructure;

A.6 — environment;

A.7 — other purposes;

A.8 — contingent liabilities;

A.9 — general revenue assistance;

A.10 — advances, repayment of advances and interest payments;
A.11 — local government payments included in tables above; and

A12 — payments presented on the Australian Bureau of Statistics
Government Finance Statistics (GFS) functional basis.
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