








Statement 6: Expenses and Net Capital Investment
Table 13.1 provides further details of the natural resources development sub-function.

Table 13.1: Trends in the major components of natural resources development
sub-function expenses

Estimates Projections

2013-14 2014-15 2015-16 2016-17 2017-18

$m $m $m $m $m

Water reform(a) 719 890 1,041 830 825
Sustainable management - natural resources 33 11 6 2 1
Other 264 225 233 232 167
Total 1,016 1,126 1,280 1,064 993
(a) Water Reform includes the programmes: National Partnership Payments — Water and Natural

Resources; Water Reform; and Commonwealth Environment Water.
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Mining, manufacturing and construction

The mining, manufacturing and construction function includes expenses for
programmes designed to promote the efficiency and competitiveness of Australian
industries. The major components include the research and development tax incentive
and programmes specific to the automotive, textile, clothing and footwear industries.

Table 14: Summary of expenses — mining, manufacturing and construction

Estimates Projections
2013-14  2014-15 2015-16 2016-17  2017-18
$m $m $m $m $m
Mining, manufacturing and construction 3,139 2,740 2,580 2,595 2,504
Total mining, manufacturing
and construction 3,139 2,740 2,580 2,595 2,504

Total expenses under the mining, manufacturing and construction function are
expected to decrease by 14.6 per cent in real terms from 2013-14 to 2014-15 and by
15.1 per cent in real terms from 2014-15 to 2017-18.

The decrease in expenses in 2014-15 for the Research and Development Tax Incentive,
administered by the Australian Taxation Office, partially reflects the $70 million a year
estimate of the Government’s decision to reduce the refundable tax offset by 1.5
percentage points from 45.0 per cent to 43.5 per cent, effective from 1 July 2014, for
expenditure on eligible research and development activities. The increase from 2015-16
reflects an increase in the number and size of expected claims.

Expenses under the industry development and investment component of this function
are expected to decrease due to the Government’s decision to refocus industry policy
by terminating a range of industry and innovation programmes and establishing the
Entrepreneurs’ Infrastructure Programme. The decrease in expenses also reflects the
Government’s decision to terminate the Automotive Transformation Scheme from
1 January 2018 and not proceed with funding for the General Motors Holden next
generation vehicles project.

Table 14.1 provides further details of the major components of the mining,
manufacturing and construction sub-function.

Table 14.1: Trends in major components of mining, manufacturing and
construction sub-function expenses

Estimates Projections
2013-14  2014-15 2015-16 2016-17 2017-18
$m $m $m $m $m
Research and development tax incentive 2,246 1,940 2,000 2,062 2,126
Industry development and investment 679 611 381 332 213
Other 214 189 199 201 165
Total 3,139 2,740 2,580 2,595 2,504
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Transport and communication

The transport and communication function includes expenses to support the
infrastructure and regulatory framework for Australia’s transport and communication
sectors.

Table 15: Summary of expenses — transport and communication

Estimates Projections

2013-14  2014-15 2015-16 2016-17  2017-18

$m $m $m $m $m

Communication 732 675 636 580 577
Rail transport 1,602 946 961 566 319
Air transport 212 219 236 223 222
Road transport 5,360 4,805 7,270 8,998 5,773
Sea transport 351 340 349 359 369
Other transport and communication 239 299 244 224 208
Total transport and communication 8,495 7,286 9,697 10,949 7,469

Total expenses under this function are estimated to decrease by 16.1 per cent in real
terms between 2013-14 and 2014-15, and decrease by 4.8 per cent in real terms from
2014-15 to 2017-18.

The estimated expenses for the communication sub-function relate to communication
activities and support for the digital economy through the Department of
Communications and the Australian Communications and Media Authority. Total
expenses under the communication sub-function are estimated to decrease by
9.8 per cent in real terms between 2013-14 and 2014-15 and decrease by 20.6 per cent in
real terms from 2014-15 to 2017-18. These decreases primarily reflect the completion of
several digital productivity measures and the planned completion of activities related
to the sale of radio frequency spectrum.

Total expenses under the rail transport sub-function are estimated to decrease by
42.2 per cent in real terms from 2013-14 to 2014-15 and then decrease sharply each year
thereafter (a decrease of 68.7 per cent from 2014-15 to 2017-18) reflecting the
completion of projects announced in the 2009-10 Budget.

The estimated expenses for the air transport and sea transport sub-functions
predominantly relate to activities of the safety regulators — the Civil Aviation Safety
Authority, the Australian Maritime Safety Authority and the Australian Transport
Safety Bureau (ATSB). Total expenses under the air transport sub-functions are
estimated to increase by 1.1 per cent in real terms between 2013-14 and 2014-15 and
decrease by 5.8 per cent in real terms from 2014-15 to 2017-18 primarily due to the
completion of airstrip improvements under the Regional Aviation Access programme
by mid-2015. Total expenses under the sea transport sub-function are estimated to
decrease by 5.2 per cent in real terms between 2013-14 and 2014-15 and increase in real
terms by 0.8 per cent from 2014-15 to 2017-18 due to the expansion of the ATSB's safety
investigation responsibilities under the National Transport Reforms.
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The expenses under the road transport sub-function primarily consist of grants
provided under the Infrastructure Investment Programme. Expenses are estimated to
decrease by 12.3 per cent in real terms between 2013-14 and 2014-15 and increase by
11.6 per cent in real terms from 2014-15 to 2017-18. The increase in expenses over the
forward years is largely driven by additional funding for the Infrastructure Growth
Package announced in the 2014-15 Budget, in addition to the measures announced at
the 2013-14 MYEFO. Measures under the Infrastructure Growth Package include the
Infrastructure Growth Package — Asset Recycling Fund, Infrastructure Growth Package —
Asset Recycling Initiative — establishment, Infrastructure Growth Package — addition to the
Infrastructure Investment Programme for new investments, Infrastructure Growth Package —
Western Sydney Infrastructure Plan — Road funding, Infrastructure Growth Package —
Western Sydney Infrastructure Unit — establishment and the Infrastructure Growth
Package — WestConnex Stage 2 — provision of a concessional loan. Projects to be funded
under these measures include WestConnex in New South Wales, the East-West Link in
Victoria, priority roads around the Badgerys Creek future airport site in Western
Sydney, the North South Road in South Australia, the Perth Freight Link in Western
Australia and the Toowoomba Second Range Crossing in Queensland. Expense
estimates for this sub function fluctuate year on year based on the number and value of
projects funded, with payments corresponding to project timelines.

Total expenses under the other transport and communication sub-function are
estimated to increase by 22.4 per cent in real terms between 2013-14 and 2014-15 as
part of Australia’s contribution to the costs of the search for Malaysia Airlines flight
MH370 and decrease by 35.4 per cent in real terms from 2014-15 to 2017-18. This
sub-function primarily reflects departmental funding for the Department of
Infrastructure and Regional Development and is decreasing in real terms over the
forward estimates as a result of the expected reduction in activities in relation to
Malaysia Airlines flight MH370 and the cessation of the Indonesian Transport Safety
Assistance Package.
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Other economic affairs

The other economic affairs function includes expenses on tourism and area promotion,
labour market assistance, immigration, industrial relations and other economic affairs
not elsewhere classified (nec).

Table 16: Summary of expenses — other economic affairs

Estimates Projections

2013-14  2014-15 2015-16 2016-17  2017-18

$m $m $m $m $m

Tourism and area promotion 189 186 177 171 168

Total labour and employment affairs 4,064 3,904 4,224 4,361 4,433

Vocational and industry training 1,724 1,465 1,467 1,490 1,509
Labour market assistance to job seekers

and industry 1,579 1,631 1,978 2,100 2,168

Industrial relations 760 807 779 770 756

Immigration 4,656 4,172 3,663 2,862 2,621

Other economic affairs nec 2,355 2,408 2,302 2,253 2,263

Total other economic affairs 11,263 10,670 10,366 9,646 9,485

Total expenses under the other economic affairs function are expected to decrease by
7.3 per cent in real terms from 2013-14 to 2014-15 and by 17.4 per cent in real terms
from 2014-15 to 2017-18.

Tourism and area promotion sub-function expenses are expected to decrease from
2014-15 due to the finalisation of several tourism related initiatives, including the
T-QUAL Grants programme component of the Programmes to promote Australia’s
Tourism interest programme.

Expenses under the vocational and industry training sub-function are expected to
decrease in real terms by 16.9 per cent from 2013-14 to 2014-15 and by 4.3 per cent from
2014-15 to 2017-18. The decline largely reflects the net effect of the measure Tools For
Your Trade — cessation, with the Government instead providing financial assistance to
apprentices through Trade Support Loans — establishment, and Industry Skills Fund —
establishment which provides more targeted support to small and medium enterprises
to up-skill their workforce. Further information on these measures can be found in
Budget Paper No. 2, Budget Measures 2014-15.

Expenses under the labour market assistance to job seeker and industry sub-function
between 2014-15 and 2017-18 are expected to increase by 23.5 per cent in real terms due
to the net impact of the Job Commitment Bonus measure announced in the 2013-14
MYEFO and the measures Restart Wage — boosting the wage subsidy for mature age job
seekers and Stronger participation incentives for job seekers under 30 (see Budget Paper
No. 2, Budget Measures 2014-15).

Expenses under the industrial relations sub-function are expected to increase by

3.9 per cent in real terms between 2013-14 and 2014-15 due to forecast higher demand
for assistance to claimants under the Fair Entitlements Guarantee scheme (FEG).
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Expenses between 2014-15 and 2017-18 are expected to decrease by 13.0 per cent in real
terms, mainly due to the measure Fair Entitlements Guarantee — aligning redundancy
payments to national employment standards (see Budget Paper No. 2, Budget Measures
2014-15).

Table 16.1: Trends in major components of the immigration sub-function
expenses

Estimates Projections
2013-14 2014-15 2015-16 2016-17 2017-18
$m $m $m $m $m
lllegal maritime arrivals asylum

seeker management 3321 2935 2419 1651 1334
Migration, border management and citizenship 819 796 843 848 930

Refugee humanitarian assistance and
settlement services 322 285 252 262 255
Other 193 156 150 102 103
Total 4,656 4,172 3,663 2,862 2,621

The main components of the immigration sub-function relate to the management of
Illegal Maritime Arrivals and providing migration, border management and
citizenship services.

Expenses under this sub-function are expected to decrease by 12.3 per cent in real
terms between 2013-14 and 2014-15 and by 41.6 per cent in real terms from 2014-15 to
2017-18. This is mainly due to a reduction in actual and forecast numbers of Illegal
Maritime Arrivals. Expenses for migration, border management and citizenship
services are expected to increase in line with estimated growth in visas issued.

Expenses under the other economic affairs (nec) sub-function are expected to be
relatively stable in real terms from 2013-14 to 2014-15 and decrease by 12.7 per cent in
real terms from 2014-15 to 2017-18. This decrease is primarily due to the Government’s
decision to cease the Commercialisation Australia and Enterprise Solutions
programmes and reduce funding for the Cooperative Research Centres programme.
The terminated programmes will be replaced by the Entrepreneurs’ Infrastructure
Programme. Further information can be found in the measure Entrepreneurs’
Infrastructure Programme — establishment in Budget Paper No. 2, Budget Measures
2014-15.
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Table 16.2: Trends in major components of the other economic affairs nec
sub-function expenses

Estimates Projections
2013-14 2014-15 2015-16 2016-17 2017-18
$m $m $m $m $m
Promotion of Australia's export and other
international economic interests(a) 330 339 339 335 336
Innovative industry 254 216 176 157 141
Operating costs for:
Department of Industry 353 563 515 490 532
Australian Securities and Investments
Commission 399 351 334 334 332
Bureau of Meteorology 335 335 325 320 291
IP Australia 161 164 169 171 175
Australian Competition and Consumer
Commission 139 139 136 136 135
Australian Prudential Regulation Authority 120 122 125 125 129
Other 264 179 183 185 192
Total 2,355 2,408 2,302 2,253 2,263

(a) The programmes Export market development grants scheme and Trade, education and investment
development have been moved into the Promotion of Australia’s export and other international economic
interests.
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Other purposes

The other purposes function includes expenses incurred in the servicing of public debt
interest, and assistance to State, Territory and local governments. This function also
includes items classified to natural disaster relief, the Contingency Reserve, and
expenses related to the nominal interest on unfunded liabilities for government
superannuation benefits.

Table 17: Summary of expenses — other purposes

Estimates Projections

2013-14 2014-15 2015-16 2016-17 2017-18

$m $m $m $m $m

Public debt interest 13,454 14,708 16,134 17,157 17,876

Interest on Commonwealth Government's behalf 13,454 14,708 16,134 17,157 17,876

Nominal superannuation interest 8,320 9,275 9,630 9,979 10,333
General purpose inter-government

transactions 53,224 57,148 60,452 63,884 67,295

General revenue assistance -

States and Territories 52,056 54,861 58,165 61,598 64,909

Local government assistance 1,168 2,287 2,287 2,287 2,385

Natural disaster relief(a) 183 98 18 0 0

Contingency reserve -793 773 4,161 5,963 9,675

Total other purposes 74,388 82,002 90,395 96,984 105,178

(&) Amounts for the Natural Disaster Relief and Recovery Arrangements (NDRRA) reflect expenses being
recorded in the year in which the disaster occurs rather than when payments are made to State or
Territory governments in relation to Australian Government financial obligations under the NDRRA.

Total expenses under the other purposes function are estimated to increase by
7.9 per cent in real terms from 2013-14 to 2014-15, and by 19.1 per cent over the period
2014-15 to 2017-18. This increase in expenses is primarily driven by general revenue
assistance paid to State and Territory governments, nearly all of which comprise
payments of GST entitlements provided on an ‘untied” basis. Payments to State and
Territory governments tied to specific purposes are reported under the relevant
sections in this statement. Further information on general revenue assistance to the
States and Territories can be found in Budget Paper No. 3, Federal Financial Relations
2014-15.

The increase in expenses under the public debt interest sub-function in 2013-14 and
over the forward years is due to the increased issuance of Australian Government
Securities. Expenses under the nominal superannuation interest sub-function are
projected to increase over time, reflecting the growth in the Australian Government’s
superannuation liability. The Future Fund was established to assist in meeting the cost
of this liability. Further information on the Future Fund can be found in Statement 7 of
Budget Paper No. 1.

Expenses in the local government assistance sub-function relate to financial assistance
grants made to the States and Territories and consist of a general purpose component
and an identified local road component, both of which are untied, allowing councils to

6-45



Statement 6: Expenses and Net Capital Investment

direct the grants to local priorities. Expenses are reduced in 2013-14 reflecting the
decision in the 2013-14 Budget to pay the first two instalments of the 2013-14 grants in
2012-13. Expenses are estimated to remain constant in nominal terms in 2014-15,
2015-16 and 2016-17 as a result of the Government’s decision to pause indexation of the
grants for three years commencing in 2014-15. Expenses are expected to increase from
2017-18 onwards as indexation of the grants recommences. Further information on
Australian Government assistance to local governments can be found in Budget
Paper No. 3, Federal Financial Relations 2014-15.

The natural disaster relief sub-function reflects financial support provided by the
Australian Government to affected States and Territories under the Natural Disaster
Relief and Recovery Arrangements. The profile over the forward estimates reflects the
requirement under accounting standards to recognise the majority of expenses for a
disaster in the year in which it occurs. No provision is made for future disasters.
Actual (cash) payments expected to be made to States and Territories are outlined in
Budget Paper No 3.

The contingency reserve sub-function comprises the Contingency Reserve. The
Contingency Reserve is an allowance, included in aggregate expenses, that principally
reflects anticipated events that cannot be assigned to individual programmes in the
preparation of the Australian Government budget estimates. The Contingency Reserve
is used to ensure that the estimates are based on the best information available at the
time of the Budget. It is not a general policy reserve.

While the Contingency Reserve is designed to ensure that aggregate estimates are as
close as possible to expected outcomes, it is not appropriated. Allowances that are
included in the Contingency Reserve can only be drawn upon once they have been
appropriated by Parliament. These allowances are allocated to specific agencies for
appropriation closer to the time when the associated events eventuate.

The Contingency Reserve also contains an allowance for the tendency for estimates of
expenses for existing Government policy to be revised upwards in the forward years,
known as the conservative bias allowance (CBA). The increase in expenses in the
contingency reserve sub-function from 2014-15 is largely due to the CBA. Since the
2013-14 MYEFO, the allowance has been drawn down to:

+ zero in the Budget year (2014-15);

+ b of a percentage point of total general government sector expenses (excluding GST
payments to the States) in the first forward year (2015-16);

+ 1 per cent of expenses in the second forward year (2016-17); and
* a2 per cent provision has been included in the third forward year (2017-18).

The drawdown of the allowance reduced expenses by $910 million in 2014-15,
$971 million in 2015-16 and $2.0 billion in 2016-17. The drawdown of the allowance is
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consistent with long standing practice and does not represent a saving or offset to
Government spending measures.

In general, the Contingency Reserve can also include:

a provision for underspends in the current financial year reflecting the tendency for
budgeted expenses for some agencies or functions not to be met;

commercial-in-confidence and national security-in-confidence items that cannot be
disclosed separately and programmes that are yet to be renegotiated with State and
Territory governments;

the effect, on the budget and forward estimates, of economic parameter revisions
received late in the process and hence not able to be allocated to individual agencies
or functions;

decisions taken but not yet announced by the Government, and decisions made too
late for inclusion against individual agency estimates; and

provisions for other specific events and pressures that are reasonably expected to
affect the budget estimates.

The provision made for election commitments at the time of the 2013-14 MYEFO has
been removed as these decisions are included in the 2014-15 Budget, with the
exception of Paid Parental Leave scheme, the Paid Parental Leave Levy and a company
tax rate reduction. An adjustment has been made to the cost of the Paid Parental Leave
scheme, on the basis of a reduction on the payment threshold from $150,000 to
$100,000 per annum.
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General government net capital investment

Net capital investment is broadly defined as the sale and acquisition of non-financial
assets less depreciation expenses. It provides a measure of the overall growth in capital
assets (including buildings and infrastructure, specialist military equipment, and
computer software) after taking into account depreciation and amortisation as
previously acquired assets age.

Australian Government general government sector net capital investment is expected
to be $2.4 billion in 2014-15; $1.7 billion lower than the net capital investment in
2013-14. This change is largely due to the auction for most of the 700MHz and all the
2.5GHz spectrum conducted by the Australian Communications and Media Authority
in April and May 2013. Proceeds from the auction are recognised as revenue during
2014-15 when licences will be allocated to the successful bidders.

Details of movements are further explained in the following section.

Table 18: Estimates of total net capital investment
MYEFO Revised Estimates Projections
2013-14  2013-14  2014-15 2015-16  2016-17 2017-18

Total net capital
investment ($m) 3,706 4,027 2,359 708 2,630 3,962
Per cent of GDP 0.2 0.3 0.1 0.0 0.1 0.2

Reconciliation of net capital investment since the 2013-14 Budget

A reconciliation of the net capital investment estimates, showing the effect of policy
decisions and parameter and other variations since the 2013-14 Budget, is provided in
Table 19.
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Table 19: Reconciliation of net capital investment estimates

Estimates Projections
2013-14 2014-15 2015-16  2016-17 Total
$m $m $m $m $m
2013-14 Budget net capital investment 2,945 2,204 1,126 3,003 9,279
Changes from 2013-14 Budget to 2013 PEFO
Effect of policy decisions(a) 314 -3 -2 -2 307
Effect of parameter and other variations 711 1,631 -617 -678 1,046
Total variations 1,024 1,629 -619 -681 1,353
2013 PEFO net capital investment 3,970 3,833 507 2,322 10,631
Changes from 2013 PEFO to 2013-14 MYEFO
Effect of policy decisions(a) 283 285 -90 -161 317
Effect of parameter and other variations -547  -2,490 -237 217 -3,057
Total variations -263  -2,205 -327 56 -2,740
2013-14 MYEFO net capital investment 3,706 1,628 180 2,378 7,891
Changes from 2013-14 MYEFO to 2014-15 Budget
Effect of policy decisions(a) 460 388 688 216 1,753
Effect of parameter and other variations -139 343 -160 36 80
Total variations 321 731 528 252 1,833
2014-15 Budget net capital investment 4,027 2,359 708 2,630 9,724

(a) Excludes secondary impacts on public debt interest of policy decisions and offsets from the Contingency

Reserve for decisions taken.

Forecast net capital investment for 2014-15 has increased by $731 million since the
2013-14 MYEFO. This increase is driven by the effect of new policy decisions of
$388 million, and parameter and other variations of $343 million.

A discussion of changes between the 2013-14 MYEFO and the 2014-15 Budget, shown
in the table above, can be found in Statement 3. Further information on the capital
measures since MYEFO can be found in Budget Paper No. 2, Budget Measures 2014-15.
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Table A1: Estimates of expenses by function and sub-function (continued)

Other economic affairs

Tourism and area promotion

Total labour and employment affairs
Vocational and industry training
Labour market assistance to job
seekers and industry

Industrial relations

Immigration

Other economic affairs nec

Total other economic affairs

Other purposes

Public debt interest

Interest on Commonwealth
Government's behalf

Nominal superannuation interest
General purpose inter-government
transactions

General revenue assistance -
States and Territories

Local government assistance
Natural disaster relief(c)
Contingency reserve

Total other purposes

Total expenses

Actuals Estimates Projections
2012-13 2013-14 2014-15 2015-16 2016-17 2017-18
$m $m $m $m $m $m
190 189 186 177 171 168
4,156 4,064 3,904 4,224 4,361 4,433
1,628 1,724 1,465 1,467 1,490 1,509
1,727 1,579 1,631 1,978 2,100 2,168
801 760 807 779 770 756
3,533 4,656 4,172 3,663 2,862 2,621
2,752 2,355 2,408 2,302 2,253 2,263
10,631 11,263 10,670 10,366 9,646 9,485
12,521 13,454 14,708 16,134 17,157 17,876
12,521 13,454 14,708 16,134 17,157 17,876
6,729 8,320 9,275 9,630 9,979 10,333
51,480 53,224 57,148 60,452 63,884 67,295
49,244 52,056 54,861 58,165 61,598 64,909
2,236 1,168 2,287 2,287 2,287 2,385
1,893 183 98 18 0 0
0 -793 773 4,161 5,963 9,675
72,623 74,388 82,002 90,395 96,984 105,178
382,644 415,294 414,845 431,118 453,806 475,447

(@) The name of this sub-function has changed from the ‘National Health Reform Payment’ to the
‘Assistance to the States for public hospitals’.

(b) The hospital services sub-function includes payments from the Commonwealth to the States and
Territories for specific hospital improvement initiatives and is in addition to the bulk of hospital funding
provided under the former National Health Reform Payment sub-function (now called the ‘Assistance to
the States for public hospitals’ sub-function).

(c) Amounts for the Natural Disaster Relief and Recovery Arrangements (NDRRA) reflect expenses being
recorded in the year in which the disaster occurs rather than when payments are made to State or
Territory Governments in relation to Australian Government financial obligations under the NDRRA.
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