PART 4: FEDERAL FINANCIAL RELATIONS

This part provides information concerning goods and services tax (GST) revenue,
general revenue assistance, general purpose assistance to local government and
Specific Purpose Payments to the States and Territories (the States) in 2004-05. The
information supplements material provided in Budget Paper No. 3, Federal Financial
Relations 2005-06.

Under The New Tax System, which came into effect on 1 July 2000,
Commonwealth-State financial relations have been substantially reformed. All GST
revenue collected is paid to the States. This provides the States with access to a secure,
growing and broad-based revenue source. Subject to the Intergovernmental Agreement
on the Reform of Commonwealth-State Financial Relations (the IGA), the States can spend
the GST revenue according to their own budget priorities.

The implementation of The New Tax System has also enabled the abolition of a range of
narrow and inefficient state taxes. This includes accommodation (bed) taxes, which
were abolished on 1 July 2000, financial institutions duty and stamp duty on quoted
marketable securities, which were abolished on 1 July 2001, and bank account debits
tax, which ceased to be levied in any State on 1 July 2005.

The new system of Commonwealth-State financial relations has also provided for the
introduction of the First Home Owners Scheme.

In addition, the Australian Government has made a commitment to provide assistance
to the States in the transitional years to ensure that each individual State will be no
worse off than it would have been had the reforms not been implemented. To meet this
guarantee, the Australian Government pays the States Budget Balancing Assistance
(BBA) to cover any shortfall of GST revenue below the Guaranteed Minimum Amount
(GMA), which is a calculation of the amount of funding each State would have had
available to it under the previous system of financial relations. For the first time, in
2004-05, each State received more revenue from the GST than the amount of revenue it
would have received under the previous system of financial arrangements. Hence, the
payment of BBA was not required.

GST REVENUE PROVISION

The A New Tax System (Commonwealth-State Financial Arrangements) Act 1999 (the Act)
provides that the States receive all GST revenue. The GST revenue pool is distributed
to the States on the basis of recommendations of the Commonwealth Grants
Commission (CGC), which applies the principles of Horizontal Fiscal Equalisation to
help determine State revenue shares. Budget Paper No. 3, Federal Financial Relations
2005-06, provides more detail on Horizontal Fiscal Equalisation.

57



Part 4: Federal Financial Relations

Under the Act, the Commissioner of Taxation (the Commissioner) is required to make
a determination by 20 June each year of the estimated GST revenue collections for the
year. In accordance with the Commissioner’s determination of GST revenue on
15 June 2005, a total of $35,322.7 million in GST revenue was provided to the States in
2004-05. This reflects a GST revenue estimate for 2004-05 of $35,350 million less a
$27.3 million adjustment for the difference between the Commissioner’s determination
of 2003-04 GST collections and the 2003-04 GST outcome. The Commissioner’s estimate
of GST for 2004-05 was broadly consistent with both the estimate at Budget and the
final GST revenue outcome as reported in Appendix A and in Note 18 in Part 3.

The final provision of GST revenue to the States in 2004-05 is illustrated in Chart 1.

Chart 1: GST revenue provision to the States and Territories

VIC QLD
$7,346.4 million $7,328.7 million
WA
$3,623.9 million
SA
$3,293.3 million

TAS

NSW_ ACT  $1,435.5 million
$9,884.1 million NT  $680.4 million

$1,730.4 million

The calculation of the distribution of GST revenue to the States is shown in Table 31.
The distribution differs marginally from estimates shown in Budget Paper No. 3,
Federal Financial Relations 2005-06, reflecting final determinations made under the Act.

The 2004-05 GST revenue was distributed, in accordance with the Act, using GST
relativities recommended by the CGC.

Table 31 shows the per capita relativities applied to the States’ populations (as at
31 December 2004) in order to arrive at a weighted population share for each State. A
State’s share of GST revenue is equal to its weighted population share of the combined
GST revenue and unquarantined Health Care Grants (HCGs), less the unquarantined
HCGs it receives.
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GENERAL REVENUE ASSISTANCE

In 2004-05, general revenue assistance to the States comprised National Competition
Policy Payments, Compensation for GST Deferral and Special Revenue Assistance.

Budget Balancing Assistance

As previously noted, the Australian Government 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 not been implemented. This is given
effect to by the payment of transitional assistance in the form of Budget Balancing
Assistance (BBA).

In June 2005, it was determined that no State required BBA in 2004-05 as each State’s
share of GST revenue exceeded its Guaranteed Minimum Amount (GMA). Total GST
revenue payments to the States exceeded their combined GMAs by $2,001.2 million.
This is consistent with the Budget estimate, which also showed that no State would
require BBA in 2004-05.

The calculation of State GMAs and BBA entitlements for 2004-05 is shown in Table 32.
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National Competition Policy Payments (NCPPs)

NCPPs are distributed between the States on an equal per capita basis. Payment is
subject to each State achieving satisfactory progress in implementing specified reforms
under the Agreement to Implement the National Competition Policy and Related Reforms.
Out of a maximum level of payments in 2004-05 of $777.9 million, the National
Competition Council (NCC) recommended permanent deductions of $26.3 million and
suspensions of $114.1 million. The payments made to the States in 2004-05, as set out in
Table 33, reflect that the permanent deductions and suspensions recommended by the
NCC were agreed to by the Australian Government and applied accordingly. Actual
payments to the States of $724.4 million also included adjustments finalising 2003-04
competition payments.

Table 33: National Competition Policy Payments

NSW VIC QLD WA SA TAS ACT NT Total
$m $m $m $m $m $m $m $m $m
2004-05 2335 201.9 143.2 53.6 50.4 19.8 13.6 8.5 724.4

Compensation payments for GST revenue deferred

The Australian Government is compensating the States for the deferral of GST revenue
as a result of the Australian Government’s decision to allow certain small businesses
and non-profit organisations to pay GST annually. As part of these arrangements,
$219.4 million has been paid to the States in 2004-05 as an advance from their 2005-06
GST entitlements.

Consistent with the requirements of the A New Tax System (Commonwealth-State
Financial Arrangements) Act 1999, the Australian Government will deduct this advance
from GST payments to the States in 2005-06. However, the Australian Government
will pay a grant in 2005-06 to compensate for the estimated impact of the measure on
GST revenue collections in 2004-05 and 2005-06, ensuring that the full financial impact
of the measure is felt by the Australian Government and that the measure will have no
impact on State budgets.

Table 34: Compensation for GST deferral

NSW VIC QLD WA SA TAS ACT NT Total
$m $m $m $m $m $m $m $m $m
2004-05 63.7 47.0 449 22.3 20.1 8.2 4.0 9.2 219.4

Special Revenue Assistance

In 2004-05, in accordance with the recommendations of the CGC, Special Revenue
Assistance of $14.2 million was paid to the Australian Capital Territory.
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FINANCIAL ASSISTANCE GRANTS TO LOCAL GOVERNMENT

Table 35 provides details of the Australian Government payments to local government
authorities in 2004-05 for each of the six States and the Northern Territory, and an
analogous payment made to the Australian Capital Territory.

In 2004-05, local government Financial Assistance Grants were increased on the basis
of an annual escalation factor determined by the Treasurer. The payments made to the
States in 2004-05 and shown in Budget Paper No. 3, Federal Financial Relations 2005-06,
were based on an estimated escalation factor of 1.0310, estimated in June 2004, and
take into account an overpayment of $7.4 million in 2003-04.

On 29 June 2005, the Treasurer determined the final 2004-05 escalation factor to be
1.0360 on the basis of the Australian Statistician’s determination of population and the
All Groups Consumer Price Index number. The difference between the estimate and
the final escalation factor for 2004-05 has resulted in an underpayment of $7.5 million
in 2004-05 for which there will be an adjustment in 2005-06, as provided for under the
Local Government (Financial Assistance) Act 1995.
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SPECIFIC PURPOSE PAYMENTS (SPPS)

Tables 36 and 37 provide information on Australian Government SPPs ‘to’ and
‘through’ the States, and direct to local government, respectively.

Table 36 presents SPPs on a functional basis, and includes SPPs for current and capital
purposes. Payments are aggregated according to like purposes and are further divided
into those paid to the States and those paid through the States to be passed on to local
government and other bodies. Payments through the States are indicated in the table
with an asterisk and separate totals for payments to the States and payments through
the States are presented in the summary at the end of the table.

Australian Government advances (loans) to the States, including new advances,
interest on advances and repayments by the States are also detailed in Table 36. The
majority of these advances were funded from borrowing made on behalf of the States

under previous Australian Loan Council arrangements.

Table 37 presents information on Australian Government SPPs paid direct to local
government authorities for both current and capital purposes.

Tables 36 and 37 provide information prepared on an accrual basis.
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