


Issues in Public Finance

16

by States and Territories. This will
compensate new home buyers for the
impact of GST on house prices;

• business tax reforms including full
franking of dividends, the use of GST
input tax credits to remove the
cascading effect of indirect taxes on
production costs, the abolition of
provisional tax and the introduction of
the Australian Business Number
(ABN) to increase the administrative
efficiency of processing business tax
returns. The possibility of further
business tax reform is currently being
investigated by the Ralph Review of
Business Taxation;

• creation of a new reporting mechanism
for Fringe Benefits Tax (FBT) that will
require the recording of benefits in
excess of $1 000 provided to employees
on their group certificates. This reform
initiative is known as the Reportable
Fringe Benefits Amount; and

• major reform of Commonwealth-State
financial relations (refer Chapter 4)
which provides for the entire proceeds
of GST collections to be passed on to
the States and Territories, thus
guaranteeing their access to a stable and
growing tax base.

The principles of any tax system should be:

• equity, in that all individuals pay their
“fair share” of tax without undue
burden falling on particular sectors of
society;

• economic efficiency, in that the
purchasing, production and
investment decisions of individuals
and businesses are not distorted
leading to a misallocation of resources
throughout the economy; and

• simplicity, in terms of fulfilling tax

obligations and administration of the
tax system.

The problems with the existing tax system
within Australia have been well
documented (refer for example, to Northern
Territory Budget Paper No.3 1998-99,
National Tax Issues). The ANTS Package
addresses the issue of tax reform, adhering
to the principles outlined above.

EFFECT ON FAMILIES AND
INDIVIDUALS

A major initiative of ANTS is to reduce the
current reliance of the tax system on
personal income tax. In 1997-98 the
Commonwealth is estimated to have raised
around $70B in personal income tax, some
53% of all Commonwealth tax revenue,
and about 40% of the tax revenue raised by
all jurisdictions.

Figure 3.1 details the existing income tax
rates and Figure 3.2 provides the income
tax rates proposed under ANTS.

Figure 3.1

CURRENT INCOME TAX SCALES

Annual Income Range Tax Rate

$ %

0 to 5 400 0

5 401 to 20 700 20

20 701 to 38 000 34

38 001 to 50 000 43

Over 50 000 47

Source: A New Tax System

Personal income taxes are to fall 14% due
to the lowering of marginal tax rates, a
change in the range at which marginal
tax rates apply and an increase in the tax
free threshold. As a result of these
changes, an estimated 80% of taxpayers
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will have a marginal rate of 30 cents in
the dollar or less.

Figure 3.2

PROPOSED INCOME TAX SCALES

Annual Income Range Tax Rate

$ %

0 to 6 000 0

6 001 to 20 000 17

20 001 to 50 000 30

50 001 to 75 000 40

Over 75 000 47

Source: A New Tax System

High marginal tax rates discourage work
and encourage unproductive avoidance
effort. Lowering income tax rates should
redirect intellectual effort away from tax
minimisation into more productive
activity.

Income tax also discriminates against
saving in favour of consumption (since
returns on saving are taxed but
consumption is not). A shift towards
consumption taxes will provide a greater
incentive to save, which should help
improve Australia’s historically low
savings rates.

The interaction of the current tax system
and the social security system can produce
unsatisfactory outcomes. The combined
effects of marginal tax rates and the 50%
tapering of social security benefits has
created extremely high effective marginal
tax rates (sometimes in excess of 100%),
creating disincentives to increase earnings.

Along with the cuts to marginal income tax
rates, the reduction in the tapering of these
benefits from 50% to 30% will help
eliminate this ‘poverty trap’. The income
test for Family Allowance will also be
eased (to $28 000 a year) to allow families to
earn more income before benefits are
reduced.

Combined with these changes, the
Commonwealth will simplify the structure
of assistance for families, with effect from
1 July 2000. The new structure will reduce
the types of assistance through the tax and
social security systems from twelve to
three, by merging existing payments.
Further, rather than having to deal with
separate agencies for these payments (a
combination of Centrelink, the Australian
Tax Office (ATO) and the Health Insurance
Commission), a new Family Assistance
Office is to be established within the ATO
to deliver the new simplified set of family
assistance programs.

All social security benefits and pensions
are to increase by 4% from 1 July 2000. This
is to compensate recipients for the
introduction of GST. The Commonwealth
has further guaranteed that social security
and pension payments will be 1.5% greater
than the measured impact of GST on
prices.

Other benefits to individuals include an
aged persons savings bonus of $1 000 and
an additional bonus of up to $2 000 for
self-funded retirees. The Commonwealth
has also moved to reduce the cost of private
health insurance, by already passing
legislation to provide a 30% rebate on the
cost.

Overall, Australian families are expected to
be $40-50 per week better off from the
reforms, after including the impact of GST
on consumer prices.

INDIRECT TAX REFORM

Australia’s indirect tax system currently
relies on a range of narrowly based and
economically inefficient taxes levied by the
Commonwealth, States and Territories.
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ABOLITION OF SOME INDIRECT
TAXES

The major indirect tax currently levied by
the Commonwealth is Wholesale Sales Tax
(WST). It currently raises $14B in revenue
annually and is applied to a narrow range
of goods at different rates. As a result, only
some goods are taxed and the rate at which
they are taxed varies considerably.
Consumers generally have no idea what
amount of tax is applied and charged in the
goods they buy. All Australian exports
suffer from hidden wholesale taxes which
make our exports less competitive with
most other countries which have no such
tax. Only six other countries currently levy
WST, and these are all located in the Third
World.

The WST applies only to a range of goods,
whereas services, the fastest growing sector
of the economy, are only lightly taxed via
the impact of embedded indirect taxes.

As a result of the current arrangements,
decisions on the use of those items taxed
relative to those untaxed are distorted.
Resources are more likely to be
misallocated across the economy in
response to the different price signals
being transmitted to consumers and
investors.

To improve the efficiency of the taxation
system, the Commonwealth-levied WST
and nine indirect taxes currently levied by
the States and Territories will be
abolished as part of the tax reform
package.

The State and Territory taxes are listed
below. The figures in brackets show the
estimated amounts to be raised from these
taxes by the Territory in 1999-00:

• Tourism marketing duty (7.2M);

• Financial institutions duty ($11.9M);

• Debits tax ($7.4M);

• Stamp duty on marketable securities
($1.0M);

• Stamp duty on business conveyances
(excluding real property) ($1.7M);

• Stamp duties on credit arrangements,
instalment purchase arrangements and
rental (hiring) agreements ($2.2M);

• Stamp duties on leases ($1.3M);

• Stamp duties on mortgages, bonds,
debentures and other loan securities
(not levied in the Territory); and

• Stamp duties on cheques, bills of
exchange and promissory notes
(including electronic debits duty)
($1.7M).

Of these taxes, WST and tourism
marketing duty will be abolished from
1 July 2000, financial institutions duty and
debits tax will be abolished from
1 January 2001 and the remaining duties
will be abolished on 1 July 2001.

In addition, stamp duty on business
conveyances of real property ($13.6M) will
also be abolished from the business
conveyance stamp duty revenue base from
a time to be later determined.

THE GST

The indirect taxes to be abolished will be
replaced by a broad based consumption
tax, the GST, from 1 July 2000, levied at a
rate of 10%. This tax is a value added
(multi-stage) tax and is based on the final
selling price.

A broad-based consumption tax is
efficient, in that it delivers the desired level
of revenue at least cost to Government and
taxpayers and (importantly) without
introducing artificial distortions into the
economic decisions of consumers and
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investors. Consumption taxes have
relatively low administration costs (since
they are difficult to avoid) and relatively
low compliance costs, once appropriate
accounting systems have been installed.

Furthermore, GST will increase the
incidence of taxes on services, currently the
fastest growing, but most lightly taxed
sector of the economy.

Under ANTS, transactions in goods and
services will fall into three categories:

• taxable: involves applying a 10% GST
to a good or a service. Most goods and
services fall into this category.
Registered businesses paying GST
will be able to claim the amount of
GST paid back from the ATO as an
input tax credit;

• GST-free: goods and services upon
which GST is not levied, but GST paid
on inputs can still be claimed by
registered businesses; and

• input taxed: goods and services which
are not subject to GST and refunds for
GST paid on inputs cannot be claimed.

Health, education, exports, child care,
religious services and charitable activities
will not be included in the GST base. In
addition to the more evident social policy
considerations, making health and
education functions GST-free will ensure
competitive neutrality, since these services
are provided by both the public and
private sector.

The main input taxed categories will be
financial services and rental housing, the
former due to the difficulty in calculating
the amount of value added when it comes
to transactions in money, and the latter to
ensure neutral treatment between
owner-occupied and other housing.

The Commonwealth is progressively
introducing the ANTS legislation into the
Commonwealth Parliament. The first Bills
were introduced on 3 December 1998. The
final scope of GST will not be known until
after the passage of the legislation through
the Senate.

An estimated $27B is expected to be
collected in GST revenue by the
Commonwealth in 2000-01, rising to $30B
from 2001-02 and beyond. A key
component of ANTS is the distribution of
all GST revenue (less the annual
administration costs) to the States and
Territories. For more information, refer to
Chapter 4.

CHANGES TO FUEL EXCISE
ARRANGEMENTS

A further significant change affecting the
taxation arrangements of business,
especially in the Territory, concerns the
effective reduction in fuel excise.

Excises on petrol and diesel are to be
reduced at the time of the GST’s
introduction, so that pump prices need not
rise. Effectively, around seven cents a litre
in fuel excise will be replaced by GST.

All registered businesses will therefore pay
less for petrol and diesel as they will be
able to claim an input tax credit of the GST
paid on the fuel used for business
purposes.

A new comprehensive diesel fuel excise
credit delivered through the GST system
will replace the existing Diesel Fuel Rebate
Scheme. The scheme provides for:

• the effective excise payable on diesel
fuel used in heavy transport and rail to
be reduced from around
forty-three cents per litre at present, to
eighteen cents a litre; and

• all other off-road use of diesel
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(including marine business use) to
qualify for a full credit of all diesel
excise.

This will have a substantial impact on the
cost of transport to remote areas within
Australia, as well as the costs faced by
businesses where it has to supply its own
diesel-powered generation equipment due
to isolation from the electricity grid.

TRANSITIONAL ISSUES

In order to smooth the effect on business of
introducing GST, a number of transitional
measures are being undertaken:

• businesses holding stock for resale at
30 June 2000 on which WST has been
paid will be allowed a special GST
credit for the amount of WST. This is
to avoid the double taxation that
would occur if GST was placed on top
of the WST-inclusive price;

• costs of new motor vehicles are
expected to fall by 8% when the GST
replaces the WST. Such a price change
is likely to result in businesses and
consumers delaying the purchase of
vehicles until after 1 July 2000. To
ameliorate the change in consumption
patterns resulting from the price
changes, no input tax credits will be
allowed for businesses purchasing
motor vehicles in the GST’s first year
of operation while only half the value
of the input tax credit will be allowed
for purchases in the second year. Full
input tax credits will be available for
purchases from 1 July 2002; and

• to smooth out consumption patterns
for other goods currently subject to the
32% WST rate, the rate will be lowered
to 22% (with the exception of furs and
jewellery), from the date assent is
given to the GST legislation.

OVERALL BENEFITS

The replacement of many of the existing
indirect taxes with GST will greatly assist
in the removal of the ‘cascading’ effect that
the current indirect taxation regime has on
business input costs. Overall, business
costs are estimated to fall 3.2% as a result of
the introduction of the reforms, while costs
for Australian exporters are estimated to
decline approximately 3.5%. The Territory
is a net exporter and this should
particularly benefit the Territory’s export
industries (refer to the section Effect on the
Northern Territory).

On an economy wide level, removing the
distortions caused by the current tax
system should result in stronger,
productive investment and combined with
the increased incentives to work, lead to
higher economic growth, with potential
gains to employment.

REFORM TO BUSINESS TAX
ADMINISTRATION

The reforms will reduce the administrative
complexity of business tax collections
through the introduction of the Australian
Business Number (ABN) to identify each
entity for all government purposes.

The introduction of the ABN will enable
the use of a single tax compliance
statement, to be known as the Business
Activity Statement (BAS). As part of
ANTS, the Commonwealth will replace
five existing payment and reporting
systems: Pay As You Earn; Prescribed
Payments System; Reportable Payments
System; provisional tax; and company tax
instalments, with a single Pay As You Go
(PAYG) system. Industry and business will
benefit from this simplified taxation
system through a reduction in
administrative and compliance costs.
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Under PAYG, businesses with an annual
turnover of less than $20M that register for
the GST will pay their income tax in
quarterly instalments (on the twenty-first
day of the month following the end of each
period) at the same time they remit their
GST payments via the BAS. This will
allow provisional taxpayers with
fluctuating incomes to make payments
more closely aligned to their income
receipts and trading conditions. The
cashflow of most businesses (except for
those input taxed) should also improve, as
during each quarter GST collected on sales
should exceed GST paid on inputs. Large
firms with turnover exceeding $20M per
year will submit returns monthly.

Firms with annual turnover under $20M
can elect to submit their BAS monthly.
While that is a decision for each firm, those
entities that provide goods and services
that are GST-free will benefit from
monthly returns, due to being in a net
refund position for GST credits.

Since refunds for GST paid on inputs are
not available to businesses that do not
register for an ABN, the system is also
designed to make inroads into the cash
economy.

Businesses with annual turnover less than
$50 000 can elect to register with the ATO if
they wish. However, if they do not, they
will neither be required to charge GST on
their output, nor be able to claim GST
input credits. This enables small or
part-time businesses to escape the
administrative burden of complying with
GST requirements.

The Commonwealth has allocated $500M
Australia wide to assist small businesses
and non-profit organisations modify their
reporting processes to account for these
changes. Many small business operators in
the Territory will require assistance in the
transition period.

FURTHER BUSINESS TAX REFORM

A separate review of business taxation,
occurring concurrently with the reforms
outlined under ANTS, is the Review of
Business Taxation under the direction of
John Ralph. The second of its discussion
papers, released on 22 February 1999,
canvassed a range of options regarding
possible changes to the business taxation
regime. These proposals include:

• Company Tax reforms, either:

− a once-off reduction in the
company tax rate to 30%; or

− a phased reduction in the corporate
tax rate to 33% initially, with a
further reduction to 30%, offset
through reductions in other
business concessions, such as
accelerated depreciation
provisions.

• Capital Gains Tax (CGT) reforms,
either:

− a $1 000 a year tax free threshold;

− capping CGT at 30%; or

− reducing the amount of CGT the
longer an asset is held; and

• the introduction of a new entity
system, which would treat most rusts
as companies (although cash
management trusts, a preferred
investment vehicle of self-funded 

retirees, to continue to receive
preferential treatment).

The Ralph Committee will produce a final
report with recommendations on
30June 1999, after which the
Commonwealth is expected to announce
further changes to business tax
arrangements.
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EFFECT ON THE NORTHERN
TERRITORY

The impacts on the Territory are expected
to be far reaching, as they are for every
jurisdiction. While the overall effects are
expected to be positive, there will be a
range of different effects on families,
businesses and the Government.

FAMILIES AND INDIVIDUALS

The Territory’s different demographic
characteristics mean the impact of ANTS is
likely to vary from the Australian average.
These features include:

• Territory households have higher
incomes on average than those
interstate, a function of higher wages,
many two-income families and low
unemployment;

• the Territory has a much younger age
profile than all other States, with
relatively few aged people, and
significantly more young people of
school age or under. This affects both
welfare payments and health costs, and
the consumption patterns of
households; and

• 28.5% of the population are
Aboriginal, with different
consumption priorities to many other
Australians.

As a result of these factors, the income tax
cuts and changes to family allowance
payments and taper rates, are likely to be
of a significantly larger magnitude than for
the average Australian family.

Given that areas such as education, child
care and health expenditures are to be
GST-free (regardless of whether they are
publicly or privately provided), the costs to
the consumer should fall following the
flow through of input tax credits allowable

to service providers. These expenditure
areas are of relatively greater significance
in the Territory due to the age structure.

Data from the Australian Bureau of
Statistics (focussing on the Darwin region)
shows that Territorians spend more in
absolute terms than other Australians on
housing costs, food, alcohol, tobacco,
transport and recreation. However, relative
to total income, expenditure on food and
transport is less than in other jurisdictions,
although, this does vary depending on the
income level of the household.
Expenditure on clothing and footwear is
substantially less in absolute and relative
terms in the Territory than elsewhere,
although, there are also differences across
the income spectrum.

Thus, while the increase on Australia-wide
food prices is expected to be 4.4% and on
clothing and footwear 5.9%, the overall
impact on household expenditures in the
Territory of these increases will be
relatively less, given their lower share of
total expenditure and the high transport
component within existing prices.

Lower transport costs are expected to make
significant reductions in the pre-GST
prices of a wide range of goods and
services across the Territory, especially in
remote communities. However, it is
acknowledged that vigilance will be
required by consumers to ensure the
benefits of the reduced transport costs flow
through to all Territorians.

In overall terms, analysis of the impact of
the current WST has shown that the
average cost to Territorians will be $29 per
week. This is the second highest, just
below the Australian Capital Territory. The
flip side of this is that Territorians will
gain the second largest benefit from the
removal of WST. This will be particularly
evident in a wide range of recreational
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consumer purchases, including motor
vehicles (such as 4-wheel drive vehicles),
and household electronic equipment such
as stereos and videos.

A similar picture emerges for other taxes to
be abolished. Territory households
currently pay more in indirect taxes and
therefore have more to gain from their
removal.

BUSINESSES

The mining industry is the largest
contributor to Territory output and the
Territory’s biggest export earner. The
changes are significant and should lead to
an increase in activity, higher exports and
greater employment. As this is a high wage
industry, the flow-on effects to the rest of
the Territory economy are expected to be
substantial. Input costs on heavy
equipment, fuel and transport will fall as a
result of ANTS. As well as removing the
embedded indirect taxes, the tax reform
package provides further benefits by
extending the FBT exemption currently
available to primary producers providing
remote area housing, to housing provided
by the mining industry in remote locations.

For agriculture and fishing, the effects will
be similar to mining, although, not as great
as less output is exported compared to
mining. Nevertheless, the changes in road
transport costs and the complete removal
of excise on off-road diesel (including for
fishing fleets) will benefit these industries.

The effect on the tourism sector is more
complex. As tourism is a service industry
and services are lightly taxed under the
current tax system, some prices faced by
consumers of tourism products may rise
under a GST. However, the Territory
should be a more attractive and
competitive tourism destination, relative to
alternative destinations in Australia,

following the introduction of the tax
reform package.

Currently, accommodation taxes are only
levied in the Territory (at a rate of 5%) and
in the Sydney Central Business District.
Since these taxes are to be abolished as part
of the tax reform package, hotel room
prices will increase in the Territory, after
the introduction of GST, by less than they
will elsewhere in Australia.

Tour operators will benefit from the
introduction of GST credits for fuel used
by registered businesses. Diesel fuel used
in tour buses over 3.5 tonnes in weight will
be eligible for GST diesel fuel excise
credits, leading to a reduction of
twenty-five cents per litre.

Operators using smaller vehicles (as is the
case for all business) will be eligible to
claim GST credits in respect of fuel used
for business purposes, leading to a
reduction of approximately seven cents per
litre.

However, all vehicles for business use will
be significantly cheaper through the
abolition of WST and the use of GST
credits.

Tourism operators are facing some
difficulty, in that prices for tour packages
need to be set well in advance of when the
services are actually provided. The final
impact of the reforms on business costs can
only be reasonably assessed once the
relevant legislation is passed, and even
then, the detail will only become apparent
once the reforms are introduced after
1 July 2000. Operators run the risk of
setting charges that do not fully reflect
their GST liability from 1 July 2000, and
having no means of being able to recoup
this liability at the time.

Domestic airfares will be subject to GST
while international fares will not.
Therefore, holidays in the Territory from
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other parts of Australia will become less
attractive vis a vis holidays overseas.
However, international travellers visiting
the Territory will not have to pay GST on
the international leg of their journey, nor
on any domestic air travel booked from
overseas.

Restaurants, bars and tourist attractions
will be required to charge GST of 10% on
all services provided. However, registered
businesses will also be able to claim a
rebate for all GST paid on inputs. In net
terms, prices charged by these activities are
likely to rise moderately.

The increase in disposable income
resulting from changes to the income tax
rates should more than offset the overall
price increase resulting from the
implementation of the GST. As the tax
reform package will promote greater
economic growth throughout the
economy, the tourism industry should
ultimately benefit from this increased
growth and prosperity.

Activity from the Territory’s major
overseas tourist sources (mainly Europe
and North America) is not expected to be
detrimentally affected by the introduction
of the GST. Most of the countries from
which these tourists originate already
have GST regimes in place, generally at
far higher rates than that proposed for
Australia. The net impact on prices faced
by tourists from the reforms is
significantly less than the fluctuations
caused by movements in the Australian
dollar exchange rate. Further, GST paid by
foreign tourists on major purchases of
$300 or more made within
twenty-eight days of departure (excluding
accommodation and tours) can be claimed
back at the departure gate.

Given the reduction in fuel prices and the
WST on road transport vehicles, the
transport sector in the Territory is

expected to benefit substantially from the
reforms contained in ANTS. However,
managing the transitional period for
transport operators will be significant,
due to the reduction in the value of road
haulage vehicles implied by the switch
from WST at 22% to GST at 10%.

The manufacturing sector in the Territory
is relatively small, and by its nature,
highly varied. Like tourism, the effects on
the sector are complex, although, not as
significant for the Territory economy in
overall terms as tourism. However, as for
the rest of Australia, costs should fall as a
result of the ability to claim GST on
business inputs, combined with the
decline in transport costs.

The benefits to consumers of the tax
reforms on electricity are likely to be less
in the Territory than other States. This is
because natural gas, the main input into
local electricity production, is currently
lightly taxed. Offsetting this to some
degree, is the impact of significantly
reduced diesel costs used for operating
generating equipment, particularly in
remote communities. Nevertheless,
electricity costs will rise overall for
domestic consumers. For registered
businesses (except for those providing
input-taxed goods or services), there will
be little net impact due to the ability to
claim input tax credits on GST paid on
electricity charges.

In the construction sector, GST will be
levied on new house prices, but not on
“second hand” or subsequent sales. The
effect will be to raise all house prices. To
compensate for this impact, the
Commonwealth is introducing a national
first home-buyers scheme. Eligible
applicants will receive an up-front cash
payment of $7 000. The scheme is to be
administered by the States and
Territories, and will not be means tested.
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Existing home owners will not be eligible,
as they will benefit from the expected
general increase in house prices.

Given the current transport costs
associated with building materials in the
Territory, construction costs (before GST)
should fall, although, final prices will rise
once GST is included. However, the
construction sector is closely linked to the
overall level of economic activity. With
the expected boost to the economy of the
reforms, construction activity will benefit
from this growth.

EFFECT ON GOVERNMENT

The Territory Government will have the
same obligations as a business under the
tax reform package as it will pay GST on
its inputs, and charge GST on some of
the goods and services it provides. The
ability to use input tax credits will more
than offset the loss of the current WST
exemption due to the effective removal
of embedded taxes. This will result in
costs declining for most Agencies.

Some Agencies will require specific
attention due to the GST status of the
goods or services they provide, or
complexities arising from the structure of
the organisation. Territory Health
Services and the Department of
Education will not impose GST on most
of the services they provide, as health
and education are classified as GST-free.
NT Housing will experience some
increase in costs, as residential rents will
be subject to input taxation. However,
the Commonwealth has agreed to
additional funding in the transitional
period following the introduction of the
GST to offset States and Territories for
these impacts.

The Commonwealth has stated GST will
not be a tax on a tax. Therefore GST will
not be imposed on taxes, fines or

penalties levied by the Territory
Government. However, this does not
preclude the Territory Government from
imposing its taxes on top of a GST
inclusive price. For example, stamp duty
on new motor vehicle registrations is
based on the WST inclusive price of new
motor vehicles. It is expected that such
stamp duties will be levied on the GST
inclusive price after 1 July 2000.

Treasury officers are assisting the
Commonwealth in examining the range
of treatments appropriate for the fees and
charges levied by Territory (and all State)
Agencies, to determine whether or not
GST should apply to particular fees and
charges.

A range of accounting systems,
budgeting and cashflow consequences
arise from the proposed changes. These
are also being examined to ensure the
Territory is ready to adopt all the changes
effective from 1 July 2000.

The Government’s tax compliance costs
associated with Reportable Fringe
Benefits Amount requirements (but not
the FBT liability) are expected to rise,
with the need to track and accumulate
benefits data by individual employee.
Complications arise for shared benefits,
employees moving between Government
Agencies and making calculations using
FBT valuation methodologies. Fortunately,
some late amendments to the legislation
saw the exclusion of benefits related to
remote area living conditions. These
exclusions will reduce the impact on
employees providing essential
Government services (such as police
officers, nurses and teachers) in the many
remote localities in the Territory.

From 1 April 2000, the Government’s
liability with respect to employees in
public benevolent institutions (such as
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hospitals, rural community health centres
and the Legal Aid Commission) will rise,
following the capping of exemptions
under FBT. This change will constrain
the Government’s ability to recruit and
retain doctors and other specialised
personnel.

Overall, the effect of the reforms will be
to reduce costs for Government.
Embedded WST will be abolished and
replaced with GST. However, as any
GST can be claimed as a credit (except
for functions that are input taxed) there
will be a net reduction in the tax paid.
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Chapter 4

INTERGOVERNMENTAL AGREEMENT
ON THE REFORM OF COMMONWEALTH

– STATE FINANCIAL RELATIONS

The States and Territories have, for several
years been seeking fundamental tax reform
for a number of reasons:

• the Commonwealth has increasingly
retained a larger share of national
resources;

• a large proportion of the
Commonwealth payments to States and
Territories are in the form of tied grants
which significantly reduces the
budgetary discretion of the States and
Territories;

• these Commonwealth policies have
prompted the States and Territories to
increase revenue effort in areas that are
less desirable from a national economic
perspective; and

• the level of financial dependence of the
States and Territories on the
Commonwealth increased significantly
in August 1997 when the High Court
ruled that business franchise fees were
invalid.

Premiers and Chief Ministers have argued
for fundamental tax reform which would
give their jurisdictions access to a secure,
efficient and expanding tax base.

In constructing A New Tax System, the
Commonwealth has acknowledged the
arguments of States and Territories by
reforming Commonwealth-State financial
relations as well as the Australian tax
system. More details on A New Tax System
are provided in Chapter 3.

The central feature of the new tax system is
a goods and services tax to replace
wholesale sales tax and nine other State and
Territory taxes. All of the revenue from the
goods and services tax will be passed on to
the States and Territories thereby providing
them with access to a secure and growing
tax base.

The operation of the new arrangements has
been set out in the Intergovernmental
Agreement on the Reform of
Commonwealth-State Financial Relations
which was signed at Premiers’ Conference
on 9 April 1999.

A NEW TAX SYSTEM

The Commonwealth’s A New Tax System
provides for fundamental reform of
Commonwealth-State financial
arrangements. Broadly:

• the Commonwealth will abolish
wholesale sales tax and introduce a
Goods and Services Tax (GST);

• all revenue raised from the GST is to
be passed on to the States and
Territories;

• Financial Assistance Grants will cease;

• States and Territories will abolish nine
narrowly based and inefficient taxes;
and

• States and Territories will take on the
responsibility for funding local
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government and a new first home
owners scheme.

A comprehensive agreement setting out the
basis of the new arrangements was
considered essential by all parties. The
Special Premiers’ Conference in November
1998 determined the principles for the
agreement.

The Intergovernmental Agreement on the
Reform of Commonwealth-State Financial
Relations (Intergovernmental Agreement)
sets out the objectives of the reform
process, articulates the reform measures
and outlines administrative arrangements
for implementation of the reform. The full
document is reproduced in the appendix to
this chapter.

The Intergovernmental Agreement
identifies the obligations of the
Commonwealth and the State and
Territory Governments such that the goals
regarding Commonwealth-State financial
reform can be achieved.

The Commonwealth will legislate to pass
all the GST revenue to the States and
Territories and guarantees that no State or
Territory will be worse off under the new
arrangements in the transitional phase. All
jurisdictions will be better off in the
medium term.

The States and Territories will abolish
certain taxes and not reintroduce them or
similar ones, as follows:

• financial institutions duty;

• debits tax;

• stamp duty on marketable securities;

• conveyance duty on business property;

• stamp duty on credit arrangements,
instalment purchase arrangements and
rental (hiring) agreements;

• stamp duty on leases;

• stamp duty on mortgages, bonds,
debentures and other loan securities
(not levied in the Territory);

• stamp duty on cheques, bills of
exchange and promissory notes (not
levied in the Territory); and

• “bed taxes”.

The Intergovernmental Agreement also
provides for the establishment of a
Ministerial Council to oversee the
operation of the new arrangements. The
Agreement outlines the principles
governing the use of the Australian
Taxation Office as the collector of the GST
and payments by the States and Territories
to the Commonwealth for the costs of
administering the GST.

In accordance with clause 4, the
Intergovernmental Agreement will be
attached as a schedule to the A New Tax
System (Commonwealth-State Financial
Arrangements) Act 1999 and given force by
an operative clause. This will provide the
Agreement with greater weight and
demonstrates the significance of the
Agreement and the parties’ commitment to
the new arrangements.

Attaching the Agreement to such
legislation will also ensure that
Commonwealth Ministers exercise their
statutory responsibilities in accordance
with the Agreement. This is particularly
important with regard to determinations
by Commonwealth Ministers which may
affect the GST base. Accordingly, clause 34
of the Agreement states that proposals to
vary the base by way of Ministerial
Determination will require unanimous
agreement of the Ministerial Council.
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DISTRIBUTION OF GST REVENUE

It has been agreed that GST revenues will
be distributed in accordance with the
principles of horizontal fiscal equalisation,
based
on the recommendations of the
Commonwealth Grants Commission. This
is the same basis upon which Financial

Assistance Grants are presently distributed
and ensures that all jurisdictions will have
the capacity to provide the average level of
State-type services. As with Financial
Assistance Grants, the GST revenue will be
freely available for use by the States and
Territories for any purpose.

TRANSITIONAL ARRANGEMENTS

Implementation of A New Tax System is
expected to result in a revenue shortfall for
the States and Territories in aggregate from
2000-01 to 2002-03. This is to be offset by
transitional arrangements which are
outlined in the Intergovernmental
Agreement. These arrangements principally
involve a guarantee by the Commonwealth
that it will maintain the budgetary position
of all States and Territories such that they
are no worse off than if the reforms had not
been implemented and current
arrangements had remained in place.

When the package was released in August
1998, it was expected that the
Commonwealth would have to provide a
guarantee for three years with the States
reaching a positive budgetary position by
2003-04. This is shown in Figure 4.1.

Figure 4.1

STATES’ AND TERRITORIES’ POSITION UNDER
GST PACKAGE-AUGUST 1998
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Source: A New Tax System; Commonwealth, State and Territory
Treasuries.

Expected payments under the
Commonwealth’s guarantee at the time the
package was released are presented in
Figure 4.2.

Figure 4.2

COMMONWEALTH GUARANTEE PAYMENTS
AS AT AUGUST 1998

Year Guarantee Payments

$M

2000-01 Loans 692.0

2001-02 Grant (including amount
to repay  loans)

935.7

2002-03 Grants 330.4

Total Grants (not
including loans)

1 266.1

Source: A New Tax System.

The new arrangements will have a
different impact on each jurisdiction due to
the varying revenue raising efforts in the
State and Territory taxes to be abolished.
These taxes will be replaced with a
uniformly rated GST. If horizontal fiscal
equalisation principles were to apply
unfettered, those States which currently
levy above average taxation rates in the
taxes to be abolished (such as New South
Wales) would suffer a budgetary shortfall
and those States which impose below
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average taxation rates (such as
Queensland) would experience a budget
improvement.

However, the budget position of each
jurisdiction needs to be balanced against
the changed tax burden on its residents.
Upon implementation of the GST package,
residents of the previously higher taxing
States will pay less tax overall while the
converse is true for the lower taxing States.

Eventually, all State and Territory
positions are improved as the growth of
the GST pool will exceed that of the
own-source revenues and Financial
Assistance Grants which have been
foregone. However, until that occurs, the
Commonwealth has guaranteed that no
jurisdiction’s budget will be worse off.
During this period there will be a
departure from horizontal fiscal
equalisation principles in respect of the
guarantee payments resulting in a
redistribution of gains between States and
Territories to aid the ‘losers’ and the
provision of additional assistance from the
Commonwealth.

EFFECT ON THE NORTHERN
TERRITORY

The Territory requires guarantee payments
in the early years of the new arrangements
for two reasons.

Firstly, the Territory makes an above
average revenue raising effort in the taxes
that are to be abolished. In particular:

• only the Territory (the tourism
marketing duty) and New South Wales
presently raise “bed taxes”;

• the Territory presently provides a
lower rebate on fuel than other
jurisdictions under the revenue
replacement payment scheme; and

• the Territory presently receives an
additional amount of revenue
replacement payments to cover the
former liquor levy.

Consequently, when these arrangements
are discontinued, revenue lost to the
Territory budget will be greater. However,
it means taxes paid by Territory residents
will be lower.

Secondly, as the Territory receives a greater
than average share of the pool of
equalisation grants, it also bears a greater
than average share of the shortfall that
occurs in the early years.

IMPLEMENTATION OF THE
GUARANTEE

To implement its guarantee, the
Commonwealth will provide payments in
addition to the GST revenues to cover the
aggregate budgetary shortfall of the States
and Territories. There will also be a
redistribution between the States and
Territories to ensure that no jurisdiction is
worse off. After two years, the
Commonwealth will provide additional
grants to any jurisdiction that still
experiences a shortfall, without any need
for a redistribution of GST revenues from
other States.

The operation of the guarantee will involve
an interest free loan to each jurisdiction in
the first year, 2000-01. These will be repaid
in 2001-02 after which grants will be made
to cover any shortfalls.

The amount of the guarantee will be
determined in accordance with Appendix
C of the Intergovernmental Agreement.
The transitional loans and grants will also
be freely available to the States and
Territories to use for any purpose.
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REVISION TO THE GUARANTEE

Subsequent to the release of the tax
package, States and Territories were given
the opportunity to review the
Commonwealth’s estimates, particularly
estimates of the revenues to be abolished.
It was found that the amount of revenue to
be abolished had been underestimated,
mainly due to the Commonwealth not
having access to the latest State and
Territory data. When the estimates were
updated, the need for the guarantee had
increased, both in terms of size and
duration.

To address this issue, the Special
Premiers’ Conference in November 1998
decided to

delay the abolition of stamp duty on
non-residential realty conveyances until
such time as each State and Territory
would be in a position to abolish this type
of stamp duty without being worse off
than under the present arrangements. This
decision and the revised estimates of
revenue foregone resulted in a reduced
transitional guarantee as shown in
Figure 4.3.

Figure 4.3

COMMONWEALTH GUARANTEE PAYMENTS
POST NOVEMBER 1998

Year Guarantee Payments

$M

2000-01 Loans 1 093.4

2001-02 Grants (including
amount to repay loans)

998.9

2002-03 Grants 148.2

2003-04 Grants 11.2

2004-05 Grants 2.2

2005-06 Grants 0.0

Total Grants
(not including loans)

1 160.5

Source: A New Tax System; Commonwealth, State and Territory
Treasuries.

OMITTED ITEMS

Subsequent to the Special Premiers’
Conference, the States also raised several
issues that had not been accounted for
within the Commonwealth package.
These became known as the ‘omitted
items’ and are as follows:

• embedded tax savings for local
Government which had been
incorrectly attributed to State and
Territory Governments (estimated at
$210M over three years);

• increased public housing costs due to
the supply of residential premises
being input taxed and therefore credits
for

GST paid on inputs not being allowed
(estimated at $392M over three years);
and

• States and Territories would no
longer be able to collect wholesale
sales tax equivalent payments from
their trading enterprises (estimated at
$338M over three years).

DECISIONS TAKEN AT PREMIERS’
CONFERENCE

It was agreed at the Premiers’ Conference
in April 1999 that the Commonwealth
would recognise all these omitted items
and include them in the guarantee
arrangements. The final distribution
between States and Territories is still to
be agreed.

The Premiers’ Conference also discussed
the operation of the guarantee. The
estimates of the impact of the new
arrangements showed that Queensland
would benefit significantly from the
second year. However, the proposed
guarantee arrangements required that
Queensland’s surplus would be
redistributed to States and Territories in a
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deficit position to ensure that all States
and Territories could achieve budget
neutrality under the new arrangements.

In recognition of Queensland’s particular
circumstances, the Commonwealth agreed
that such a redistribution would only
occur in the second year but not in the
third year as had been agreed at the
Special Premiers’ Conference held in
November 1998. The Commonwealth
itself will meet the shortfall of each State
and Territory in the third and subsequent
years.

The most recent estimate of the position
of the States and Territories under the new
arrangements is illustrated in Figure 4.4.

Figure 4.4

STATES AND TERRITORIES’ POSITION UNDER
GST PACKAGE – APRIL 1999
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Source: A New Tax System; Commonwealth, State and Territory
Treasuries.

Payments under the Commonwealth
guarantee are outlined in Figure 4.5.

Figure 4.5

COMMONWEALTH GUARANTEE PAYMENTS

Year Guarantee Payments

$M

2000-01 Loans 1 283.6

2001-02 Grants (including amount
to repay loans)

1 535.6

2002-03 Grants 554.3

2003-04 Grants 8.5

2004-05 Grants 0.0

2005-06 Grants 0.0

Total Grants (not
including loans)

2 098.4

Source: A New Tax System; Commonwealth, State and Territory
Treasuries.

LOCAL GOVERNMENT
ARRANGEMENTS

Another element of tax reform outlined in
the Intergovernmental Agreement is the
agreement that the States and the Northern
Territory will assume responsibility for
providing ongoing Financial Assistance
Grants to local government from 1 July
2000.

Whilst the Commonwealth will repeal the
Local Government (Financial Assistance)
Act 1995, the States and the Northern
Territory will enact similar legislation to
give effect to the new arrangements.

The distribution of grants to local
government in each jurisdiction will
continue on the same basis as currently,
indexed for population and increases in
the Consumer Price Index. The method of
distribution within each State and the
Northern Territory, using the principles of
horizontal fiscal equalisation, will also be
maintained.

FIRST HOME OWNERS SCHEME

In addition to local government, the States
and Territories will put in place a new
uniform first home owners scheme. The
purpose of the first home owners scheme
is to offset the impact of the introduction
of the GST on first home buyers.

The principles governing the first home
owners scheme are contained in Appendix
E of the Intergovernmental Agreement,
and entitle eligible applicants to $7 000
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assistance (per application) with the
scheme not being subject to means
testing. The States and Territories are
required to make legislative provision for
the first home owners scheme that
incorporates these principles.

ROLE OF THE AUSTRALIAN TAXATION
OFFICE

The Commonwealth, States and
Territories have agreed that the
administration of the GST will be the
responsibility of the Australian Taxation
Office (ATO). The States and Territories
will compensate the Commonwealth for
the costs incurred by the ATO in
administering the new tax.

Outlined in Appendix G of the
Intergovernmental Agreement are the
principles that are to guide the
development of a GST Administration
Performance Agreement between the ATO
and its agents and the States and
Territories.

The GST Administration Performance
Agreement will provide accountability
between the ATO and the States and
Territories, as well as a basis for the GST
Administration Sub-committee to monitor
the performance of the ATO and its agents
in respect of GST-related activities. The
GST Administration Performance Agreement
is also designed to ensure compliance
maximisation, cost efficiency, simplicity for
taxpayers, and administrative
transparency.

It is the responsibility of the GST
Administration Sub-committee and
representatives from the ATO to complete
development of the GST Administration
Performance Agreement by the end of June
2002. However, the Ministerial Council’s
endorsement is required prior to
acceptance of the GST Administration
Performance Agreement.

Also specified in the Intergovernmental
Agreement is the required collaboration
between the ATO and State and Territory
Governments to explore options whereby
the States and Territories can benefit from
the use of the Australian Business Number
system.

MINISTERIAL COUNCIL

A key element of the Intergovernmental
Agreement is the establishment of a
Ministerial Council from 1 July 1999.

The Ministerial Council will be
comprised of the Commonwealth
Treasurer and Treasurers of all States
and Territories (or their designated
representatives) and is required to
convene at least once a year.

One of the functions of the Premiers’
Conference has been to determine the
amount of funding that the
Commonwealth will provide to the States
and Territories. However, negotiation will
no longer be required on this point as the
level of funding will be determined by
GST revenue.

The Ministerial Council will incorporate a
range of functions, principally overseeing
both the GST and the Intergovernmental
Agreement and considering the
Commonwealth Grants Commission
recommendations regarding the
distribution of the GST revenue between
States and Territories. The Council will
also monitor compliance in a number of
areas, such as financial assistance to local
government, assistance to first home
owners and the Commonwealth’s
undertaking not to reduce aggregate
levels of Specific Purpose Payments.

Another responsibility of the Council
will be the establishment of a GST
Administration Sub-committee to
monitor the operation of the GST and



Issues in Public Finance

34

make recommendations for possible
changes to the base or rate of the GST.
The Sub-committee will also monitor the

performance of the ATO in GST
administration and report their findings
to the Ministerial Council.
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Chapter 5

OUTCOMES OF THE COMMONWEALTH
GRANTS COMMISSION 1999 REVIEW

OF RELATIVITIES

The Commonwealth Grants Commission
is a statutory authority whose primary
role is to recommend the distribution of
untied Commonwealth financial
assistance grants between the States and
Territories. Each jurisdiction’s share of
the financial assistance grants pool is
determined on the basis of horizontal
fiscal equalisation.

The principle of horizontal fiscal
equalisation, as applied in Australia, is
that “State and Territory Governments
should receive funding from the
Commonwealth such that, if each made
the same effort to raise revenue from its
own sources and operated at the same
level of efficiency, each would have the
capacity to provide services at the same
standard.” The Commission’s
recommendations are expressed in terms
of per capita grant shares for each State
and Territory.

Major reviews of methods used to
determine per capita relativities are
generally undertaken every five years.
This is to ensure that relativities continue
to promote horizontal fiscal equalisation
over time. Annual updates, where methods
remain constant but the data used to
calculate relativities are updated, are
undertaken between major reviews.

The results of the latest major review were
released on 26 February 1999. The terms of
reference for this review required the
Commission to calculate two sets of
relativities: one set calculated on the basis
of data averaged over a three year
assessment period; and another set based
on a five year assessment period. The
Commission’s recommended relativities
also included, for the first time, an
assessment of capital needs through the
inclusion of a depreciation assessment.

At the Premiers’ Conference, held on
9 April 1999, it was decided that the five
year relativities would be adopted.

As a result of changes to assessment
methodologies, there have been
substantial variations for the Northern
Territory in specific functional categories,
both positive and negative. However, the
overall assessment resulted in a small
increase in the Territory’s relativity. This
is the first time such an increase has been
achieved in a major review and it reflects
the broader scope of equalisation adopted
by the Commission for the 1999 Review.

HORIZONTAL FISCAL IMBALANCE

As discussed in Chapter 7, the Australian
Federation is characterised by a
substantial degree of vertical fiscal
imbalance. Consequently, a proportion
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of national revenue is transferred from
the Commonwealth to the States and
Territories each year in order that
Australian Governments are able fulfil
their constitutional responsibilities.

The Australian Federation is also
characterised by a significant degree of
horizontal fiscal imbalance. Horizontal
inequities relate to the different
geographic, economic and demographic
factors evident in each jurisdiction which
influence the capacity to raise revenue
from State or Territory revenue sources
and the costs of, and demand for,
government services. For example, the
Territory has a relatively young
population, and consequently the
demand for aged services and pensioner
concessions is low in the Territory
relative to other jurisdictions.

The institutional response to horizontal
fiscal imbalance in Australia has been
the formation of the Commonwealth
Grants Commission in 1932 and the
increasing importance of its role in the
distribution of Commonwealth payments
to the States and Territories.

The primary role of the Commonwealth
Grants Commission is to recommend the
distribution of Commonwealth untied
financial assistance grants to the States
and Territories so that jurisdictions are
afforded the fiscal capacity to provide
average government service standards
across Australia.

In order to demonstrate the need for a
body such as the Commission, it is
necessary to highlight the extent of
horizontal fiscal imbalance in Australia.
A comparison of relative revenue
capacities and costs of service provision
illustrates these imbalances.

The relative revenue capacities of each
jurisdiction are presented in Figure 5.1.

Revenue capacity provides a policy
neutral measure of a jurisdiction’s
ability to raise revenues from its own
sources. It indicates potential revenue
levels if average tax rates and bases are
applied in each jurisdiction.

Figure 5.1

RELATIVE REVENUE CAPACITIES 1997-98
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Source: Commonwealth Grants Commission 1999 Review Report

Figure 5.1 presents each jurisdiction’s
revenue capacity as a percentage of the
Australian average and illustrates the
relative divergence of revenue
capacities. Each jurisdiction’s ability to
raise revenue from State-type sources
differs because of:

• differences in the structure and
performance of its economy; and

• differences in natural resource
endowments.

Due to the Territory’s relatively
productive economic base and the
comparatively high levels of economic
growth sustained over previous years,
the Territory’s revenue capacity
approaches the Australian average.
However, this is in stark contrast with
costs of service provision in the
Territory.

Costs of service provision are
influenced by such variables as:
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• the size, geographic dispersion and
demographic composition of the
population;

• the physical environment in which
services are provided; and

• the structure and performance of the
economy.

Figure 5.2 contrasts relative costs of
service provision across Australia. It
shows how much a jurisdiction needs to
spend in order to provide the average
level of service. Each jurisdiction’s cost
of service provision is expressed as a
ratio of the Australian average.

Figure 5.2

RELATIVE COSTS OF SERVICE PROVISION,
1997-98
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Source: Commonwealth Grants Commission 1999 Review Report

Figure 5.2 illustrates that service delivery
costs are relatively uniform across
Australia with the exception being the
Territory. The Territory is unique
because:

• it has a high proportion of
Aboriginal people (28.5% compared
to 3% nationally) who tend to use
government services more than the
non-Aboriginal population;

• it has a small population dispersed
over a large area which generates
high transport and communication
costs and diseconomies of small scale
in service provision;

• it has a harsh physical environment
which generates additional construction
and maintenance costs; and

• it is isolated from the main
population centres on the south
eastern seaboard of Australia which
imposes additional labour and
transport costs.

The influences described above are also
evident in Western Australia, South
Australia and Queensland; however, they
do not affect overall costs of service
provision to the same extent.

The divergence in revenue capacities and
costs of service provision between
jurisdictions requires a differential
distribution of Commonwealth funding if
States and Territories are to be afforded the
capacity to provide uniform service levels.
These divergent financial requirements are
reflected in the per capita relativities
calculated by the Commission each year. Per
capita relativities are simply a ratio of the
Australian average per capita share of the
untied financial assistance grants pool.

Figure 5.3 details per capita relativities
developed by the Commission for the
1999 Review.

Figure 5.3

1999 REVIEW PER CAPITA RELATIVITIES

New South Wales 0.89948

Victoria 0.86184

Queensland 1.00687

Western Australia 0.94793

South Australia 1.20680

Tasmania 1.60905
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Australian Capital Territory 1.10270

Northern Territory 4.84429

Australia 1.00000

Source: Commonwealth Grants Commission 1999 Review Report

Figure 5.4 defines each jurisdiction’s per
capita grant share resulting from the
application of the 1999 Review
relativities to the 1999 Financial
Assistance Grants pool (including
Health Care Grants).

Figure 5.4

1999 REVIEW PER CAPITA GRANT SHARES

New South Wales $1 090

Victoria $1 044

Queensland $1 220

Western Australia $1 148

South Australia $1 462

Tasmania $1 949

Australian Capital Territory $1 336

Northern Territory $5 867

Australia $1 211

Source: Commonwealth Grants Commission 1999 Review Report

As the aforementioned tables illustrate, the
relatively high costs of service provision in
the Territory are reflected in its assessed
relativity, while the comparatively lower
service delivery costs determine smaller
per capita grant shares for New South
Wales and Victoria. The comparatively
high revenue capacities of New South
Wales and Western Australia are also
reflected in the table.

THE COMMONWEALTH GRANTS
COMMISSION 1999 REVIEW

The Commonwealth Grants Commission
periodically (usually every five years)
undertakes a comprehensive review of
methods used to assess per capita
relativities. Major reviews are necessary to
ensure that relativities continue to reflect
the contemporary public administration,
service provision and revenue raising
environment of State and Territory
Governments.

The Commission released the findings of
its 1999 Review on 26 February 1999.

1999 REVIEW PERIOD

The terms of reference for the 1999 Review
required the Commission to produce two
sets of relativities, one set based on data
averaged over a three year period and
another set based on data averaged over
five years. Five year relativities have been
used since 1990, prior to which three year
relativities were utilised. The Commission
was asked to develop these two sets of
relativities and comment on which
assessment period is more consistent with
the objectives of equalisation.

In submissions to the Review, New South
Wales, Victoria, Queensland and Western
Australia argued that a five year
assessment period provides stability
without significantly compromising
equalisation. Conversely, South Australia,
Tasmania and the Territory claimed that a
five year period is too long and that
relativities are too far out of date when
applied.

The Commission found that in the long
term either assessment period can promote
equalisation; however, what does detract
from equalisation is frequent changes to
the assessment period. The Commission
concluded that the perceived benefits of
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moving back to a three year assessment
period must be weighed against the
detriment to long term equalisation of
changing the period of review.

As discussed in Chapter 6, the 1999
Premiers’ Conference decided to adopt the
Grants Commission’s recommendation
(five year depreciation in relativities).

1999 REVIEW RELATIVITIES

The outcome of the 1999 Review of
relativities has been positive for the
Territory. If the 1999 Review relativities had
been applied to the 1998 Financial
Assistance Grants pool, the Territory’s share
of the pool would have increased by $6.2M.
Figure 5.5 contrasts the 1998 Update
relativities and the 1999 Review relativities.

Figure 5.5

1998 UPDATE AND 1999 REVIEW RELATIVITIES

1998 Update 1999 Review

NSW 0.87765 0.89948

Vic 0.88042 0.86184

Qld 1.02186 1.00687

WA 0.98252 0.94793

SA 1.22194 1.20680

Tas 1.55086 1.60905

ACT 0.95145 1.10270

NT 4.81869 4.84429

Source: Commonwealth Grants Commission 1999 Review Report

Figure 5.6 details changes to per capita
grant shares resulting from the
application of the 1999 Review
relativities to the 1998 Financial
Assistance Grants pool.

Figure 5.6

CHANGES TO GRANT SHARES

($M) ($pc)

NSW 165.3 26.21

Vic -99.9 -21.56

Qld -59.7 -17.42

WA -73.8 -40.68

SA -25.6 -17.26

Tas 32.4 68.54

ACT 55.1 179.04

NT 6.2 32.91

Source: Commonwealth Grants Commission 1999 Review Report

Figure 5.6 indicates that New South
Wales, Tasmania and the two Territories
will receive increased grant shares
under the 1999 Review relativities
compared to the previous method.

CHANGES TO ASSESSMENT
METHODS

Significant changes to assessment
methodologies as a result of the 1999
Review include:

• the introduction of a revised
expenditure assessment framework
which has led to significant changes
in the way disability factors are
calculated;

• the inclusion of the operating costs
of capital through a new
depreciation assessment;

• a more simple and transparent
treatment of Public Trading
Enterprises; and

• the inclusion of State and Territory
expenditure on universities.
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The Territory has consistently argued
for an assessment of capital needs. The
inclusion of the recurrent costs of capital
through a depreciation assessment
represents a major gain for the Territory.

REVISED EXPENDITURE
ASSESSMENT FRAMEWORK

Significant changes have been made in
the way disability factors are assessed.

Disability factors measure, for each
jurisdiction, particular geographic and
demographic characteristics that
influence the costs of, and demand for,
State government type services (for
example, dispersion of the population,
diseconomies of small scale and
demographic composition). Disability
factors are then applied to the standard
(national average) expenditure in order to
obtain standardised expenditure.
Standardised expenditure indicates how
much, according to the Grants
Commission’s assessment, a jurisdiction
needs to spend in each expenditure
category in order to provide a standard
level of government services.

More than one disability is usually
assessed for each expenditure category. In
previous reviews, factors were multiplied
to produce an overall category factor and
then applied to the standard expenditure.
This process assumed that some factors
interacted. However, it was acknowledged,
for the Territory in particular, that the
compounding of factors also implicitly
took into account other cost influences
which were not captured in the
Commission’s assessments.

In this review, the Commission changed
the method of calculating expenditure
category factors endeavouring to better
capture the association between
expenditure and disabilities. Assessment

categories are now partitioned into
expenditure components and factors are
applied only to those expenditure
components where they are determined to
be relevant. The Commission considers
that this new method will eliminate any
unintended interactions between factors
and improve the accuracy and transparency
of assessments.

The compounding of factors was
advantageous to the Territory with its
relatively high level of expenditure
disabilities. Consequently, under the
revised assessment framework, the
Commission’s assessment of the
Territory’s overall relative expenditure
needs has fallen. In particular,
assessment of disabilities for
socio-demographic composition and
diseconomies of small scale has resulted
in a decline of $180M across the
expenditure categories.

DEPRECIATION

Recurrent expenditure needs related to the
provision of fixed capital have been
brought into the scope of Grants
Commission assessments for the first time.

Prior to the 1999 Review, the Commission’s
Terms of Reference excluded the
assessment of State capital needs. In
previous years, other mechanisms were
available to address capital needs of the
States and Territories. In particular, general
purpose capital grants from the
Commonwealth provided differential
capacities to meet capital expenditure
requirements. Commonwealth State
Housing Agreement funding and
Commonwealth capital specific purpose
payments also enabled the Territory to
meet its capital needs.

General Purpose Commonwealth capital
grants ceased in 1994 after declining
significantly during the late 1980s. Capital
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assistance is still provided under the
Commonwealth State Housing Agreement,
although, payments are now distributed on
an equal per capita basis across Australia
and therefore differential needs are not
taken into account.

After considering submissions from all
parties to the Review, the Commission
concluded that the inclusion of the
recurrent effects of capital in its
assessments is appropriate in order to
achieve  equalisation. It is also consistent
with the use by the Commission of the
Australian Bureau of Statistics financial
database and the moves by Australian
jurisdictions towards accrual based
reporting.

Given the Territory’s relatively high
infrastructure needs, the Territory has
actively supported the inclusion of
capital in the horizontal fiscal
equalisation process.

At Victoria’s request, the Commission
developed an alternative set of
relativities excluding depreciation. If
the “depreciation out” relativities were
applied, the Territory would be $15M
worse off. Figure 5.7 contrasts grant
share changes through the application of
the 1999 Review five year “depreciation
in” and “depreciation out” relativities to
the 1998 Financial Assistance Grants
pool.

Figure 5.7

GRANT SHARE EFFECTS - DEPRECIATION IN

AND OUT

Depreciation

In

Depreciation

Out

($M) ($M)

NSW 165.3 79.6

Vic -99.9 -79.2

Qld -59.7 -11.2

WA -73.8 -60.0

SA -25.6 -17.3

Tas 32.4 41.6

ACT 55.1 61.1

NT 6.2 -14.5

Source: Commonwealth Grants Commission 1999 Review Report

As Figure 5.7 demonstrates, the
Territory would suffer a decline in grant
share under the “depreciation out”
relativities. In the Territory’s case, this
most likely reflects the relatively high
demand for, and cost of, providing fixed
capital.

DEBT CHARGES

The debt charges category comprises
expenditure on interest payments and
government loan arrangements.

Due to the Territory’s relatively early stage
of development and significant debt
liabilities inherited from the
Commonwealth at the time of
Self-Government, the Territory is assessed
as having relatively high expenditure needs
in this area.

The debt charges assessment is intrinsically
related to the depreciation assessment.
However, the Commission noted that there
are important differences between the
assessment of debt and depreciation being
that:

• assets are revalued for the purposes of
depreciation, while debt incurred in
the purchase of assets, once raised,
does not change in dollar terms; and
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• depreciation is applied to all assets no
matter how they are financed,
whereas debt charges only apply to
borrowed funds.

These differences led to different
approaches in the two assessments
including:

• the use of a stock approach for
depreciation while a historical
approach was applied to debt charges;
and

• the deduction of Commonwealth
specific purpose payments for capital
purposes from the debt charges
assessment but not the depreciation
assessment.

The combined impact of the 1999 Review
on the depreciation and debt charges
assessments has been beneficial for the
Territory. This is indicative of the
Territory’s relatively high demand for
capital infrastructure and borrowing
requirements.

CHANGED TREATMENT OF
PUBLIC TRADING ENTERPRISES

The ongoing developments arising from
the micro-economic reform agenda and the
implementation of National Competition
Policy mean that jurisdictions have
changed the way many services are
provided. General Government Agencies
are no longer directly providing services
now provided by Public Trading
Enterprises (PTEs), but are either
subsidising the service provider or
providing concessions for end users of the
service. The Commission has decided that
an assessment based on subsidies and user
concessions would now better reflect
service provision by PTEs, as opposed to
the previous method of assessing all PTE
outlays and revenues.

The Territory is assessed as having around
average needs for the provision of these
services. This is primarily because
expenditure on essential services provided
to Aboriginal people living in remote
communities is included in another
assessment category.

EXPENDITURE ON HIGHER
EDUCATION

In this review, the Commission decided
that, for the fiscal equalisation process to
be comprehensive and transparent, the
standard budget should include all
operating transactions of the States and
Territories. Consequently, State and
Territory expenditure on universities is
now included in the Commission’s
assessments.

1999 REVIEW OUTCOMES FOR THE
TERRITORY

As discussed previously, the Territory’s
grant share of the Financial Assistance
Grants pool has increased through the
application of the 1999 Review
“depreciation in” relativities. The
significant methodology revisions that
have contributed to the Territory’s
improved relative position include:

• greater recognition of the influence of
Aboriginality in the hospitals,
community health, welfare and
vocational education and training
categories;

• the development of a depreciation
assessment;

• an increased allowance for the impact
of the Territory’s physical environment
in the roads category;

• improved assessments in the pay-roll
tax and mining revenue categories;
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• recognition of greater dependence on
public health and welfare providers in
the Territory than private providers;
and

• an improved assessment of costs
associated with providing services to
widely dispersed populations.

However, these positive outcomes were
partially offset by a substantial reduction
in the assessed impact of diseconomies of
small scale and socio-demographic
influences on the costs of service provision.
Revisions to the assessment of these two
disability factors have resulted in a $180M
decline in the Territory’s grant share.

These developments are discussed in
greater detail below. The figures in
brackets next to the sub-headings represent
the grant redistribution resulting from
changes to that particular function.

It is important to note that the grant share
changes are not additive. Disability factors
are applied to most assessment categories,
and consequently changes attributed to
factors are also included in changes in
specific assessment categories.

THE GAINS: DISABILITY FACTORS

ECONOMIC ENVIRONMENT
(+ $56.5M)

The economic environment factor
measures the different impacts of the
structure and nature of a State or
Territory’s economy on the cost of service
provision. The Territory has benefited
from the Commission’s revised assessment
of the economic environment factor in the
hospitals and community health categories.
The updated assessment now recognises
the greater dependence on public health
providers in the Territory and the more

diverse nature of services provided in the
community health categories.

DISPERSION (+ $43.5M)

This factor measures the costs of servicing
populations that are dispersed over a wide
geographical area. The Territory argued
that the Commission’s previous
assessment of dispersion did not fully
account for additional costs of servicing
populations residing in island
communities, regions that are isolated by
road for a significant period each year or
costs associated with unproductive travel
time and subsidising staff housing in
remote areas.

The Commission has accepted these
arguments. Expenditure on housing
subsidies and unproductive travel time
associated with road travel between regions
are now included in the dispersion
assessment. Additionally, allowances are
now made for population centres that are
located on islands or in rainfall affected
areas.

THE GAINS: ASSESSMENT
CATEGORIES

COMMUNITY HEALTH (+ $55.1M)

The Territory has been critical of the
Commission’s previous assessment of this
category, particularly the inadequate
recognition of the effects of relatively
fewer private health service providers in
the Territory, the influence of
Aboriginality and the diverse nature of
community health services provided
compared to the States.

The Commission appears to have
addressed some of these concerns in the
new assessment framework which allows
for greater identification of influences
specific to subgroups of the population.
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Additional cost weightings are now
applied to remote area patients and
Aboriginal demand influences are now
more adequately recognised.
Consequently, the assessment of the
community health categories is now more
representative of actual conditions
experienced in the Territory.

HOSPITALS (+ $44.4M)

This category comprises expenditure on
the provision of acute medical care and
treatment. Concerns raised by the Territory
included the under-enumeration of
Aboriginal patients, and the use of national
data that understates the Territory’s public
share of hospital separations and costs of
transporting patients.

The Commission has decided to adjust
notional Diagnostic Related Group
cost-weighted utilisation rates to account
for the under-recording of Aboriginal
patients, the longer length of stay of
Aboriginal people, the increased costs
associated with treating Aboriginal people
in hospital and the lower costs of private
patients in public hospitals.

The combined effects of these changes
have resulted in a substantial improvement
in the Territory’s hospital assessment.

DEPRECIATION (+ $29.5M)

As discussed earlier, the scope of
Commonwealth Grants Commission
assessments has been broadened to
recognise the operating effects of capital
for the first time. This has been achieved
through the inclusion of the recurrent
impact of capital outlays, that is
depreciation, in the ambit of Grants
Commission assessments.

The size of the depreciation assessment
partly recognises the Territory’s relatively
high infrastructure needs and the high cost
of providing that infrastructure.

MINING REVENUE (+ $15.4M)

This category includes collections of
royalties or rent equivalents levied on
minerals. The Commission, prior to the
1999 Review, had used an adjusted value
added measure as an indicator of policy
neutral revenue capacity. The Territory had
argued that economic rent, or long run
profitability of the mining industry was a
more appropriate measure of capacity. The
Commission has decided to retain the
existing approach; however, revisions to
the value added adjustments were
introduced. These revisions have resulted
in an increased grant share for the
Territory.

THE LOSSES: DISABILITY FACTORS

SOCIO-DEMOGRAPHIC
COMPOSITION (-$78.9M)

The socio-demographic composition factor
reflects the effects of differences in the
composition of State and Territory
populations on demand for, and cost of,
providing services.

The reduction in the Territory’s overall
socio-demographic composition factor has
come about through the use of 1996 Census
data in the revised assessment framework,
and the new method of combining
socio-economic and demographic variables
to reduce their interaction.

The release of the 1996 Census revealed a
dramatic increase of 36% in the Aboriginal
population between 1991 and 1996. The
largest increase in Aboriginal populations
occurred in New South Wales, the
Australian Capital Territory and Tasmania.
The smallest increase was in the Territory.
This increase is thought to reflect an
increased propensity to identify as
Aboriginal, rather than natural population
increase or migration.
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The substantial increase in Aboriginal
populations interstate has resulted in a
decline in the Territory’s assessed
socio-demographic needs relative to other
States.

ADMINISTRATIVE SCALE
(- $101.4M)

The Commission assesses cost disabilities
associated with diseconomies of small
scale in administration. The Territory has
argued that the Commission’s assessment
method for administrative scale
understates the Territory’s needs.
Additionally, the Territory considered that
socio-demographic influences should be
incorporated into any administrative scale
assessment because these variables have a
significant effect on policy development.

The Commission has decided to discount
the Territory’s views, and as such,
socio-demographic influences have not
been included in the administrative scale
calculation. This means that, in the
Territory’s view, the extent of scale related
disabilities continues to be understated in
the Commission’s assessments.

The Commission has used a considerable
degree of judgement in the development
of the revised administrative scale
assessment. Consequently, given the
starting presumption implicit in the
Commission’s approach that all have
equal per capita needs, the onus is on the
Territory to provide further evidence to
demonstrate the deficiencies in the
Commission’s approach.

THE LOSSES: ASSESSMENT
CATEGORIES

POLICE AND CORRECTIVE
SERVICES (- $93.6M)

There has been a substantial reduction in
the Territory’s assessed needs in these
categories. A continuation of the

previous methodology was difficult to
justify because the Territory’s assessed
expenditure needs were significantly
greater than actual expenditures, without
much lower standards of service being
evident.

The availability of detailed Census data
and more comprehensive and timely
crime related information for the 1999
Review has led the Commission to revise
downwards the cost weightings for
Aboriginal people. This is the primary
contributor to the Territory’s lower
outcome in the police and corrective
services categories.

The Commission increased allowances
for higher crime rates in Melbourne and
Sydney and comparatively more high
security prisoners in New South Wales
and Victoria which also contributed to
the

decline in the Territory’s assessed needs
for police and corrective services.

It is worth noting that the Commission
finds it difficult to develop a robust model
of policing activity (and therefore
expenditure patterns) for any jurisdiction.

CONCLUSION

The Commonwealth Grants Commission’s
1999 Review of Relativities was significant
in the pursuit of fiscal equalisation, with
the introduction of the revised expenditure
assessment framework, and the recognition
of capital needs through the new
depreciation assessment.

The Review was comprehensive and
detailed, and States and Territories were
afforded many opportunities to debate
Commission proposals, make formal
submissions and demonstrate workplace



Issues in Public Finance

46

conditions through on-site visits by the
Commission over a period of more than
three years.

The Territory necessarily applied
significant resources in contributing to the
Review as the impact of any change will
affect the Territory the most of all
jurisdictions, due to the extent of its
dependence on Commonwealth funding.

The validity of many of the Territory’s
arguments were recognised by the
Commission and resulted in an overall
improvement in the Territory’s grant share.

The face of intergovernmental financial
relations is set to change markedly in the
next few years and the Commission’s
1999 Review provides a good basis from
which to move forward into the new
millennium.
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Chapter 6

1999 PREMIERS’ CONFERENCE

The annual Premiers’ Conference is the
forum in which the Commonwealth, States
and Territories agree to the distribution of
Financial Assistance Grants and other
Commonwealth general revenue payments.
It is the formal mechanism for the equitable
distribution of that proportion of nationally
raised revenue that the Commonwealth has
determined should be provided as untied
assistance to the States and Territories. The
redistribution of nationally raised revenue
is necessary due to the degree of vertical
fiscal imbalance that exists in Australia.

The distribution of tied funds (specific
purpose payments) is not determined at the
Premiers’ Conference.

Commonwealth grants represent 77% of
total Northern Territory budgetary
resources of which 61 percentage points is
untied. Thus the outcome of the Premiers’
Conference has a direct bearing on the level
of services able to be provided in the
Territory.

At the 1999 Premiers’ Conference, the
Commonwealth agreed to maintain the real
per capita growth of the Financial
Assistance Grants pool and the
Commonwealth Grants Commission’s new
1999 Review relativities were adopted.

The 1999 Premiers’ Conference was also
significant for the signing of the
Intergovernmental Agreement on the Reform
of Commonwealth-State Financial
Relations.

The Territory is expected to receive an
increase in General Revenue Assistance of
5.5% in 1999-00 offset by an estimated

decline in specific purpose payments of
11.6%.

Overall, the Territory is expected to receive
an increase in total Commonwealth grants
of 2.0% in 1999-00, compared with an
increase for the combined States and
Territories of 4.0%.

Estimates of Commonwealth grants
presented in the body of this chapter are
based solely on the Commonwealth’s Offer
Document. Specific purpose payments
estimates are indicative only as detailed
estimates were not provided in the Offer
Document. These estimates will not be
available until after the Commonwealth
Budget is delivered.

PREMIERS’ CONFERENCE AGENDA

The 1999 Premiers’ Conference saw the
culmination of two significant events in
intergovernmental financial relations.
Firstly, the Commonwealth Grants
Commission’s 1999 Review relativities
were considered and adopted by the
Conference as the basis for the
distribution of the pool of Financial
Assistance Grants and Health Care
Grants. These were released by the
Commonwealth Grants Commission
after six years of research and
consultation with the States, Territories
and the Commonwealth.

Secondly, the Intergovernmental
Agreement on the Reform of
Commonwealth-State Financial Relations,
detailing the intergovernmental financial
arrangements to be adopted following
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the introduction of the Commonwealth’s
tax reform package, was signed by all
States and Territories. Details of the
Commonwealth’s tax reform package are
discussed in Chapter 3.

It is anticipated that, once the new tax
arrangements are implemented,
Premiers’ Conference will take on a
different form. As the States and
Territories will receive all the goods and
services tax (GST) revenue, the absolute
level of assistance will no longer be
subject to the Commonwealth’s
discretion. Distribution of the GST
collections will be based on
recommendations by the Commonwealth
Grants Commission. Details of the new
arrangements are discussed in Chapter 4.

Further discussion of the Commonwealth
Grants Commission’s 1999 Review
results can be found in Chapter 5.

THE OFFER DOCUMENT

The Commonwealth’s Offer Document
outlines the level of Financial Assistance
Grants and other payments that the
Commonwealth proposes to make to
States and Territories in the 1999-00
financial year.

Even though they comprise a significant
proportion of Commonwealth funding to
States and Territories, specific purpose
payment details were not provided.
Indicative estimates of specific purpose
payments were again based on the
Commonwealth’s updated forward
estimates, and cannot be taken as firm
commitments.

The following analysis is undertaken on
the basis of the Offer Document as
presented to the Premiers’ Conference
and the subsequent agreement by State
and Territory Governments to accept the
amounts proposed in the Offer
Document unchanged. At this stage,

there is no indication that the proposed
amounts it contains will vary. However,
there may be some variation in the detail
for individual Specific purpose
payments from that presented in Budget
Paper No. 2 (the latter is based on the most
recent advice).

WHICH RELATIVITIES?

The Offer Document was based on the
Commonwealth Grants Commission's 1999
Review recommendations. The Grants
Commission's 1999 Review was the first
major review undertaken since 1993, and as
with every major review, there was robust
debate at the Premiers’ Conference on
whether the recommendations should be
adopted. The debate centred on two issues:
the inclusion of an assessment for
depreciation; and the base period that
should be used.

DEPRECIATION IN OR OUT?

Prior to the 1999 Review, the
Commonwealth Grants Commission’s
Terms of Reference precluded it from
making any assessment of State and
Territory needs for capital expenditure. Its
assessments were based on recurrent
expenditure only. This recognised the fact
that relative capital needs were met outside
of the equalisation process, primarily
through the Commonwealth’s General
Purpose Capital Payments and, to a lesser
degree, through Commonwealth State
Housing Agreement untied assistance.

As Figure 6.1 shows, General Purpose
Capital Payments consisting of grants and
concessional loans were a significant form
of capital assistance during the 1980s. The
loan element was included in the
Commonwealth State Housing Agreement
payments from 1989-90. Commonwealth
State Housing Agreement untied
assistance was distributed on a needs
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basis until 1991-92 when it was changed
to a per capita distribution.

Figure 6.1

GENERAL PURPOSE CAPITAL PAYMENTS

NORTHERN TERRITORY SIX STATES

Loans Grants Total Loans Grants Total

$M $M $M $M $M $M

1983-84  86  43 129  979  490 1 469

1984-85  92  46  137 1 043  522 1 565

1985-86  110  61  171 1 007  558 1 565

1986-87  85  47 132  775  429 1 204

1987-88  57  31  88  357  176  533

1988-89  44  44  88  267  267  533

1989-90  0  44  44  0  267  267

1990-91  0  44  44  0  253  253

1991-92  0  44  44  0  294  294

1992-93  0  44  44  0  253  253

1993-94  0  44  44  0  253  253

1994-95  0  0  0  0  0  0

Source: Commonwealth Budget Papers.

In 1994, the Commonwealth ceased the
General Purpose Capital payment program
on the basis that it was an “anachronism”.
Since that time, there has been no means
by which differential capital needs are met.
Figure 6.1 illustrates the significant
reduction in untied capital funds available
to the Territory and the States.

The 1999 Review Terms of Reference did
not preclude an assessment of capital
needs and several jurisdictions including
the Territory argued that such an
assessment should be introduced.

The Grants Commission concluded that a
capital assessment must be included if
equalisation is to be achieved. Its Report on
General Revenue Grant Relativities 1999,
Vol 1, p8 states:

One constraint upon equalisation is that it
has until now been confined to recurrent
transactions (even though there were links
with capital in the assessment of the
differential needs of the States to meet debt

charges). This restriction, reflected in previous
terms of reference for Commission inquiries,
was mainly because the distribution of
capital raising between the States was
regarded as the responsibility of the Loan
Council, and the distribution of capital SPPs
was a matter for the relevant portfolios. Over
the years, however, the role of the Loan
Council has become less prescriptive and
capital payments to the States have declined
in importance. At the same time, the
distinction between the recurrent and capital
aspects of State budgets has become more and
more blurred as States have consolidated
their accounts. A number of developments
have contributed to this.

• Capital outlays on social infrastructure
(assets that do not offer a financial
return — schools, welfare centres and
the like) are now usually financed from
taxation and other recurrent receipts.

• New devices affecting the recurrent
budget (including various kinds of
leasing arrangements) have been
adopted for the financing of capital
assets, both equipment and buildings.
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• Governments have introduced accrual
accounting, so that (among other
things) the operating effects of capital
are better reflected in the recurrent
budget.

In the light of all this, we believe that
equalisation would be improved if we were to
widen its scope by fully assessing the
recurrent effects of capital on State budgets
(assessing both depreciation and interest on
debt).

The Commission decided that the most
appropriate method to assess capital needs
would be through recognition of the
‘recurrent impact of capital’, or
depreciation, which represents the
apportionment of the expenditure over the
estimated life of the capital asset.

This assessment recognises that a
jurisdiction such as the Territory must
spend more per capita to meet capital
needs due to its growing population and
higher costs in remote areas.

The assessment that has been constructed
by the Commission is detailed and
comprehensive and was developed in
consultation with all jurisdictions. The
Commission also unreservedly
recommended that relativities
incorporating this assessment should be
applied to achieve equalisation.

THREE OR FIVE YEAR
ASSESSMENT PERIOD?

The second issue of contention was the
choice of assessment period. The
Commission was directed by its Terms of
Reference to prepare two sets of
relativities, one based on five years and
one based on three years.

Five year averaging was adopted at the
1990 Premiers’ Conference on the basis that
it should smooth fluctuations in year to
year outcomes. Previously, a three year
average had been used.

Several jurisdictions including the
Territory argued during the 1999 Review
that relativities based on a five year
average were becoming too far out of date,
particularly in light of the pace of change
in fiscal management practices and the
financial circumstances of the States and
Territories. A longer averaging period
means that permanent changes in State and
Territory fiscal capacities take longer to be
fully recognised in the relativities.

Alternative arguments were that there was
not a significant difference to the
achievement of equalisation in the choice
of averaging period, but a change in the
period would compromise equalisation as,
over the long term, not all years would
receive an equal weight in the calculation
of relativities. Analysis suggested that
there was not a significant difference in
volatility between a three and five year
average.

In its Report on General Revenue Grant
Relativities 1999, Vol 1, p44, the
Commission expressed its view as follows:

In the long term, both three-year and
five-year assessment periods can be
consistent with the principle of fiscal
equalisation. What would not be consistent is
frequent changes in the length of the
assessment period.

Thus the advantages, if any, of changing back
to a three-year assessment period need to be
weighed against the detriment to long term
equalisation of changing the period.

DECISIONS OF PREMIERS’
CONFERENCE

There were different views expressed at
the Conference regarding the inclusion of
capital needs and the Commission’s
assessment period. However, as an
alternative view to the Offer Document
was not expressed unanimously by the
States and Territories, the Commonwealth
determined that there should be no change
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to the Offer Document and the Grants
Commission ‘depreciation in’ five year

relativities were adopted.

GENERAL REVENUE ASSISTANCE

The key features of the 1999 Offer
Document with regard to General Revenue
Assistance are:

• the Commonwealth will continue the
rolling guarantee to increase the
Financial Assistance Grants pool in
real per capita terms until it is
abolished in July 2000;

• the second tranche of the National
Competition Policy payments will
commence, and along with the per
capita guarantee of the Financial

Assistance Grants pool, will be
dependent upon compliance with
National Competition Policy reforms;

• State Fiscal Contributions will cease;
and

• the Commonwealth Grants
Commission five year, ‘depreciation
in’ relativities will be used to
distribute Financial Assistance
Grants.

Figure 6.2 is drawn from the Offer
Document, and provides a comparison of
General Revenue Assistance to States and
Territories in 1998-99 and 1999-00.

Figure 6.2

GENERAL REVENUE ASSISTANCE TO STATES AND TERRITORIES, 1998-99 AND 1999-00

Financial
Assistance

Grants

Special
Revenue

Assistance

National
Competition
Payments

General
Revenue

Assistance

Change
 from

Previous Year

State
Fiscal

Contributions

Net of
State Fiscal

Contributions

Change Net of
State Fiscal

Contributions

$M $M $M $M $M % $M $M %

1998-99

NSW 4 737.0 73.1 4 810.1 2.0 0.0 -101.5 4 708.7 2.6
Vic 3 535.6 53.7 3 589.4 -44.8 -1.2 -74.5 3 514.8 1.1
Qld 3 200.5 39.9 3 240.5 101.9 3.2 -55.4 3 185.1 5.4
WA 1 617.3 21.2 1 638.5 49.7 3.1 -29.4 1 609.1 5.4
SA 1 671.1 17.1 1 688.2 120.2 7.7 -23.7 1 664.5 9.7
Tas 737.9 5.4 743.3 57.4 8.4 -15.6 727.7 7.3
ACT 279.7 25.0 3.5 307.6 32.7 11.9 -10.2 297.4 10.2
NT 1 025.0 2.2 1 027.2 54.9 5.6 -3.0 1 024.2 6.0

Total 16 803.6 25.0 216.2 17 044.8 374.1 2.2 313.4 16 731.4 4.3

1999-00

NSW 5 080.9 149.8 5 230.8 420.6 8.7 5 230.8 11.1
Vic 3 562.6 110.1 3 672.7 83.3 2.3 3 672.7 4.5
Qld 3 268.0 82.2 3 350.3 109.8 3.4 3 350.3 5.2
WA 1 609.4 43.7 1 653.1 14.6 0.9 1 653.1 2.7
SA 1 697.0 34.8 1 731.8 43.6 2.6 1 731.8 4.0
Tas 789.1 10.9 800.1 56.8 7.6 800.1 9.9
ACT 344.7 13.2 7.2 365.1 57.5 18.7 365.1 22.7
NT 1 079.5 4.5 1 084.0 56.8 5.5 1 084.0 5.8
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Total 17 431.3 13.2 443.3 17 887.8 843.0 4.9 0.0 17 887.8 6.9

Source: Commonwealth Offer to the States and Territories 1999.

Total General Revenue Assistance is
expected to increase by 4.9% in 1999-00
compared with a 2.2% increase in 1998-99.

State Fiscal Contributions, which
commenced in 1996-97 as the State and
Territory contribution to the
Commonwealth’s deficit reduction
program, ceased in 1998-99.

If the State Fiscal Contributions are
taken into account, the increase in
1999-00 can be said to be 6.9%. This
however, overstates the increase because
the base in 1998-99 is reduced by the
$313M State Fiscal Contribution
payment.

For the Territory, General Revenue
Assistance is estimated to increase by 5.5%
or 5.8% taking into account the State Fiscal
Contribution.Financial Assistance Grants

The Territory’s Financial Assistance
Grants are estimated to increase by $54M
in 1999-00. The share of the Financial
Assistance Grants pool is calculated by
applying the per capita relativities for
each State and Territory arising from the
Commonwealth Grants Commission
Report on General Revenue Grant
Relativities 1999, weighted by estimates of
each State and Territory population as at
December 1999, to the combined pool of
Financial Assistance Grants and
unquarantined Health Care Grants. The
Health Care Grant is then subtracted to
determine the actual level of Financial
Assistance Grants.

The $54M increase in the Territory’s share
of the Financial Assistance Grants pool is
due to:

• the real per capita growth in the pool
(+$31M);

• the increase in the pool which results
from growth in the Australian Health
Care Agreement funding (+$10M);

• a higher rate of population growth
relative to the Australian average,
resulting in a greater share (+$7M);
and

• an increase in the Territory’s
underlying assessed need for
assistance (+$6M).

Figure 6.3 summarises these influences.

Figure 6.3

EXPLANATION OF THE TERRITORY’S INCREASE
IN FINANCIAL ASSISTANCE GRANTS 1999-00

Influence Effect
$M

Real Per Capita Escalation of FAGs Pool +31

Growth in AHCA Payments +10

Equals: Effect of Changed Pool +41

Northern Territory Population Growth
Relative to National Increase

+7

Underlying Growth in Territory Needs +6

Equals: Effect of Territory Data +13

Total Change in Territory's Share +54

FAGs: Financial Assistance Grants
AHCA: Australian Health Care Agreement

SPECIAL REVENUE ASSISTANCE

Special Revenue Assistance of $13.2M
will continue to be paid to the
Australian Capital Territory in 1999-00.
This payment relates to transitional
allowances agreed at the time of
Self-Government and also reflects the
Commonwealth Grants Commission’s
advice that the Australian Capital
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Territory requires a further $3.9M for
national capital influences.

NATIONAL COMPETITION
PAYMENTS

National Competition Payments are
made in accordance with the agreement
entered into between the States,
Territories and the Commonwealth in 1995.

Most of the benefits of competition reform
carried out by the States and Territories
accrue to the Commonwealth in the form
of additional taxation revenue.
Consequently, the Commonwealth
distributes dividends to States and
Territories as a means of sharing the
benefits of reform.

In addition to the dividend, the
Commonwealth has also tied the
population increase component of the
Financial Assistance Grants pool to the
successful implementation of National
Competition Policy reforms.

The first tranche of the dividend payments
was made in 1997-98 and 1998-99, and for
1999-00, these will double (in real terms) to
$443.3M in line with the Agreement. The
payments are distributed on a per capita
basis and the Territory is expected to
receive a National Competition Policy
dividend of $4.5M in 1999-00.

STATE FISCAL CONTRIBUTIONS

At the 1996 Premiers’ Conference, it was
agreed that States and Territories would
contribute to the Commonwealth’s deficit
reduction strategy, in return for the
Commonwealth abandoning a proposed
application of sales tax to State and
Territory government activity.

Effectively, the States and Territories
accepted a reduction in real terms of
payments from the Commonwealth to
assist the Commonwealth to reduce its

debt burden. The last “contributions” were
made in 1998-99.

HEALTH CARE FUNDING

Health care funding constitutes
quarantined and unquarantined Health
Care Grants. Unquarantined Health Care
Grants are included with Financial
Assistance Grants for distribution by the
Commonwealth Grants Commission’s
relativities. Quarantined Health Care
Grants are subject to different
distribution arrangements.

Because of the link between Health Care
Grants and Financial Assistance Grants,
the Australian Health Care Agreements
have a significant impact on the level of
Financial Assistance Grants paid to each
jurisdiction as well as the overall level of
combined Health and General Revenue
Grants.

In 1999-00, the Territory is estimated to
receive $65M in unquarantined Health
Care grants and $2M in quarantined
funds. This represents a 9.2% increase
over 1998-99 (excluding the effect of a
transitional grant paid in 1998-99). This
unquarantined amount is subtracted
from the combined share of Financial
Assistance Grants and Health Care
Grants to determine the level of
Financial Assistance Grants received.

SPECIFIC PURPOSE PAYMENTS

The 1999 Offer Document foreshadowed
little change in total specific purpose
payments to States and Territories.
However, there are significant variations
for individual jurisdictions. It is
acknowledged that these figures are based
on Commonwealth forward estimates and
hence are likely to change as a result of
Commonwealth policy decisions and new
initiatives before its Budget is finalised.
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States and Territories expressed their
dissatisfaction at the Premiers' Conference
regarding the poor quality of data on
specific purpose payments.

On the basis of the Offer Document,
specific purpose payments to the Territory
Government show a decrease from
$236.9M in 1998-99 to $203.4M in 1999-00,
a fall of 14.1%. This compares with an
overall increase in grants to the States
and Territories of 0.3%.

Specific purpose payments are being
reviewed on a regular basis and the
figures in the Commonwealth Budget
will be different to those in the Offer
Document.

Full details will not be available until the
Commonwealth Budget is brought down.
However, a large share of the Territory’s
reduction can be explained by the cessation
of Australian Health Care Agreement
transitional funding ($19M), which was
provided in 1998-99, but will not continue
in 1999-00. Similarly, there are expected
variations across a range of other
payments. If these influences are removed,
the reduction is $4.5M or 2.2%.

Figure 6.4 provides estimates of specific

purpose payments to and through
jurisdictions. Payments made through a
jurisdiction are non-discretionary and
the Territory’s role is effectively as an
agent for the Commonwealth. Specific
purpose payments provided through the
Territory are estimated to increase by
0.4%, from $53.2M in 1998-99 to $53.4M
in 1999-00. This compares with an
increase in payments through the States
and Territories of 2.7%.

As with all other jurisdictions, the
Territory remains dissatisfied with the
imposition of Commonwealth priorities
through an increasing reliance on
specific purpose rather than general
purpose funding. Furthermore, specific
purpose payment arrangements can be
extremely complex. The administrative
burden, duplication, overlap and
intrusion into State and Territory areas
of responsibility means that this area of
funding is in need of reform.
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Figure 6.4

SPECIFIC PURPOSE PAYMENTS TO AND THROUGH THE STATES AND TERRITORIES 1999-00

To States
Through
States

Direct to Local
Government Total Change from 1998-99

$M $M $M $M $M %

NSW 3 844.7 1 274.0 80.0 5 198.8 22.8 0.4

Vic 2 644.6 996.4 95.8 3 736.9 101.5 2.8

Qld 2 122.8 707.7 22.6 2 843.1 30.6 1.1

WA 1 323.7 412.1 21.5 1 757.2 14.4 0.8

SA 1 041.0 285.0 8.6 1 334.6 -14.5 -1.1

Tas 348.6 100.7 12.5 461.8 4.4 1.0

ACT 207.2 87.9 0.0 295.0 19.5 7.1

NT 203.4 53.4 1.5 258.4 -34.0 -11.6

Total 11 726.0 3 917.2 242.5 15 885.7 144.7 0.9

Source: Commonwealth Offer to the States and Territories 1999.

To this end, the States and Territories are
developing a consultative process with the
Commonwealth which it is hoped will lead
to reforms to address some of these
difficulties in the near future.

Further discussion on this aspect of
intergovernmental relations is presented in
Chapter 7.

TOTAL COMMONWEALTH PAYMENTS

Total Commonwealth payments to the
Territory are expected to be $1 342M in
1999-00, a nominal increase of 2.0% from
1998-99. Figure 6.5 details the change in
Commonwealth Assistance provided to the
States and Territories.

Whilst the Commonwealth is maintaining
Financial Assistance Grants and National
Competition Payments in real terms,
known specific purpose payments
continue to

reduce in real terms by over 1% in 1999-00.

Excluding the effect of the State Fiscal
Contribution, the Territory is expected to
receive an increase of 5.5% in General
Revenue Assistance. This is primarily due
to the real per capita escalation of the
Financial Assistance Grants pool
complemented by increased health
funding and higher than national
population growth in the Territory.

This 5.5% increase in General Revenue
Assistance is substantially offset by an
11.6% reduction in specific purpose
payments paid to and through the
Territory. Together, these result in an
estimated increase in Commonwealth
grants to the Territory of 2.0%.

As Figure 6.5 demonstrates, total
Commonwealth assistance to all States and
Territories is expected to increase by 4.0%
in 1999-00.
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Figure 6.5

TOTAL REVENUE ASSISTANCE TO THE STATES AND TERRITORIES, 1998-99 AND 1999-00

Net General
Revenue Assistance

Specific Purpose
Payments Total Change from Previous Year

$M $M $M $M %
1998-99
NSW 4 708.7 5175.9 9 884.5 563.0 6.0
Vic 3 514.8 3635.3 7 150.2 365.5 5.4
Qld 3 185.1 2812.5 5 997.5 297.6 5.2
WA 1 609.1 1742.9 3 352.0 149.9 4.7
SA 1 664.5 1349.1 3 013.6 149.9 5.2
Tas 727.7 457.4 1 185.0 36.4 3.2
ACT 297.4 275.6 573.0 33.7 6.2
NT 1 024.2 292.3 1316.4 30.2 2.3
Total 16 731.4 15 741.0 32 472.3 1 626.1 5.3
1999-00
NSW 5 230.8 5 198.8 10 429.6 545.0 5.5
Vic 3 672.7 3 736.9 7 409.6 259.4 3.6
Qld 3 350.3 2 843.1 6 193.3 195.8 3.3
WA 1 653.1 1 757.2 3 410.3 58.3 1.7
SA 1 731.8 1 334.6 3 066.4 52.8 1.8
Tas 800.1 461.8 1 261.9 76.8 6.5
ACT 365.1 295.0 660.1 87.1 15.2
NT 1 084.0 258.4 1 342.3 25.9 2.0
Total 17 887.8 15 885.7 33 773.6 1 301.2 4.0

Source: Commonwealth Offer to the States and Territories 1999.
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Chapter 7

REFORM OF INTERGOVERNMENTAL
FINANCIAL RELATIONS

Financial relations between the levels of
Government in the Federation are
characterised by vertical fiscal imbalance.
The Commonwealth raises more than three
quarters of the total revenue collected by the
Commonwealth and all State and Territory
Governments, but requires only 60% for its
own services. This contrasts with the States
and Territories who raise only 21% of total
revenue, but require 40% to fund their
services.

Over the past decade, the Commonwealth
has increased expenditure on its own
functions at the expense of grants to the
States and Territories. Hence, State and
Territory expenditure on core functions has
been restricted by a decrease in the share of
national resources passed on by the
Commonwealth.

While the demand for services at all levels
of government has increased significantly in
the last two decades, there is no strong
evidence to suggest that Commonwealth
responsibilities have grown more rapidly
than those of the States and Territories.
Thus the Commonwealth’s decision to
restrict grants to the States and Territories
in favour of its own purpose expenditure
cannot be justified. Whereas States and
Territories received 36% of Commonwealth
revenue in 1983-84, this has reduced to 25%
in 1998-99. Perhaps more starkly in real
terms, Commonwealth payments to the
States and Territories have increased by
only 16% since 1983-84, while
Commonwealth revenue has increased by
67% over the same period.

Over time, this has resulted in a shift in
priorities from State and Territory functions
to Commonwealth functions. Relative
priorities in the States and Territories have
also changed to give greater emphasis to
areas that are of immediate concern to the
public such as law and order, and health.
Lower priority has been given to those
functions where the immediate implications
of this reduced priority are less obvious and
take some years to analyse and understand.
In the States, this includes education, in
particular, while in the Territory aggregate
non-social service functions have declined in
both absolute and relative terms.

The need for major reform in this area has
been recognised by the current
Commonwealth Government and partially
addressed in its tax reform package, A New
Tax System, where the Commonwealth will
introduce a Goods and Services Tax and
provide all of the revenue from that source
to the States and Territories. While this will
arrest the present deterioration in the States
and Territories’ position and provide a
source of revenue which is growing more
rapidly than present arrangements, it will
not restore to States and Territories their
previous share of national resources.
Furthermore, unless Specific Purpose
Payments are linked to growth in
Commonwealth revenue, the States’ and
Territories’ share of total public sector
revenue will continue to decline.

VERTICAL FISCAL IMBALANCE

Vertical fiscal imbalance is a defining
feature in intergovernmental relations in
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Australia. Because of its dominance of the
financial arrangements of the States and
particularly the Northern Territory, it is
referred to regularly throughout this
Budget Paper.

Vertical fiscal imbalance occurs where the
Commonwealth raises more revenue than
it needs for its own purposes and the States
and Territories raise less than their
responsibilities require. The assumption
by the Commonwealth Government of
income tax powers from the States in 1942,
under its emergency wartime powers
compounded the level of vertical fiscal
imbalance in Australia significantly.

This situation was exacerbated in
August 1997 when the High Court
determined that business franchise fees
levied by States and Territories were
invalid, and as a result, State and Territory
own source revenue was reduced by some
$5B. This resulted in the Commonwealth
extending its wholesale sales tax and excise
duties to recover the lost revenue and then
passing it on to the States and Territories in
the form of revenue replacement
payments.

Figure 7.1 shows the level of vertical fiscal
imbalance in Australia. In broad terms, the
Commonwealth raises 79% of the
combined revenue collected by the
Commonwealth, States and Territories, but
only accounts for 60% of combined own
purpose expenditure. The States and
Territories raise 21% of the combined
revenue, but account for 40% of combined
own purpose expenditure.

EFFECT OF COMMONWEALTH POLICY
ON VERTICAL FISCAL IMBALANCE

Vertical fiscal imbalance affords the
Commonwealth a large degree of budget
flexibility as the revenue that it raises
exceeds its expenditure requirements. This
allows the Commonwealth to increase its
own expenditure without compromising
its budgetary position, by restricting grants
to the States and Territories. This is an
option that the Commonwealth has
exercised regularly since the early 1980s.

Figure 7.1

VERTICAL FISCAL IMBALANCE 1998-99
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Note: Revenue Replacement Payments are treated as Commonwealth
grants.

Figure 7.2 dramatically illustrates how the
Commonwealth has used its dominant
position to increase its control over a
greater share of resources. In particular:

• Commonwealth expenditure on its
own functions has grown by 55% in
real terms since 1983-84 compared with
State and Territory expenditure which
has grown by only 28%; and

• Commonwealth revenue has grown by
67% in real terms since 1983-84, yet
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grants to States (including specific
purpose payments) have only
increased by 16%.

Consequently, while the Commonwealth
has relaxed its own fiscal discipline by
retaining a greater share of nationally
raised revenue, the States and Territories
have had to operate within an increasingly
tighter fiscal environment. As a result, the
States and Territories have increased their
own source revenue effort and restrained
their expenditure by significantly more
than the Commonwealth.

Figure 7.2

REVENUE, OWN PURPOSE EXPENDITURE
AND GRANTS
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A similar picture emerges when the
information is examined on a real per
capita basis (Figure 7.3) Real per capita
own purpose expenditure by the States and
Territories has only risen by 5% since
1983-84. However, real per capita own
purpose expenditure by the
Commonwealth has risen by 27%.

Figure 7.3

OWN PURPOSE EXPENDITURE AND GRANTS
REAL PER CAPITA BASIS

0

1000

2000

3000

4000

5000

6000

7000

83-84 86-87 89-90 92-93 95-96 98-99

$ pc

Commonwealth Own Purpose Expenditure

State and Territory Own Purpose Expenditure

Grants to States and Territories (incl. RRPs)

Source: Government Financial Estimates, ABS Cat. No. 5501.0; and
Northern Territory Treasury.

The net result is that since 1983-84, the
proportion of total Commonwealth
revenue passed on to the States and
Territories has fallen from 36% to 25% as
shown in Figure 7.4. This is the result of
explicit decisions by the Commonwealth
made possible by the present arrangements
where the Commonwealth has control over
the total amount of revenue raised
nationally, and also the proportion of that
revenue which is provided to States and
Territories.

Figure 7.4

GRANTS TO STATES AS A PROPORTION OF
COMMONWEALTH REVENUE

0

10

20

30

40

50

60

83-84 86-87 89-90 92-93 95-96 98-99

%

Source: Government Financial Estimates, ABS Cat. No. 5501.0; and
Northern Territory Treasury.



Issues in Public Finance

60

Since the early 1990s, the Commonwealth
has maintained Financial Assistance
Grants to the States and Territories in real
per capita terms. This has produced
relative stability in financial arrangements.
However, there is no obligation on the
Commonwealth with respect to the level of
Financial Assistance Grants. In the 1980s,
reductions in Financial Assistance Grants
was one means by which the
Commonwealth’s own budget outcome
was improved.

While this decade has seen growth in
payments to the States and Territories of
between 1% and 2% per year in real terms,
growth in the Commonwealth’s revenue
generally reflects economic conditions (in
the order of 4% per year in real terms).
Consequently, the States and Territories do
not share the benefits of economic growth
and the Commonwealth keeps a
disproportionate share of the increasing
wealth in Australia.

Over time, this has resulted in a shift in
priorities from State and Territory
functions to Commonwealth functions.

The analysis below compares expenditure
in real terms at two points in time, 1983-84
and 1997-98. Over this period, the
population has increased by 34% in the
Territory and 21% in the States. Thus, any
increases in expenditure greater than
population changes imply higher
standards of service while lower increases
imply reduced standards of service.

Figure 7.5 compares the proportion of the
Territory budget allocated to particular
functions in 1983-84 with the allocation
in 1997-98, while Figure 7.7 shows the
changes for the six States.

Figure 7.6 (Northern Territory) and
Figure 7.8 (States) show the actual
expenditure on these functions and the
remainder of the public sector.

Figure 7.5

PROPORTION OF TERRITORY BUDGET BY
FUNCTION, 1983-84 AND 1997-98
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Northern Territory Treasury.

Figure 7.6

NORTHERN TERRITORY EXPENDITURE
BY FUNCTION

Function 1983-84 1997-98 Change

$M $M %

Public Order and Safety 100 166 65.8

Education 237 326 37.8

Health and Community
  Services

211 404 91.4

Other 769 652 -15.2

Total 1 317 1 549 17.6

Source: Government Financial Estimates, ABS Cat. No. 5501.0; and
Northern Territory Treasury.
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Figure 7.7

PROPORTION OF SIX STATES BUDGET BY
FUNCTION, 1983-84 AND 1997-98
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Northern Territory Treasury.

Figure 7.8

SIX STATES EXPENDITURE
BY FUNCTION

Function 1983-84 1997-98 Change

$M $M %

Public Order and Safety 3 385 5 733 69.4

Education 16 908 16 617 -1.7

Health and Community
  Services

10 309 19 200 86.2

Other 19 539 23 227 18.9

Total 50 141 64 777 29.2

Source: Government Financial Estimates, ABS Cat. No. 5501.0; and
Northern Territory Treasury.

The conclusions that can be reached for the
Territory are:

• all social service categories have
increased as a proportion of the
budget;

• all social service categories have
significantly increased expenditure in
real terms, though the increase is lower
in education;

• this increase has significantly exceeded
the rate of population growth; and

• these increases have been financed by
both relative and absolute declines in
other areas.

In the States:

• only health, and law and order have
increased as a proportion of the
budget;

• health, law and order and “other” have
had real expenditure increases;

• these increases have significantly
exceeded the rate of population growth
for health, and law and order, but have

been slightly below population growth
in “other”; and

• the increases in health, and law and
order have been financed by relative
and absolute declines in education.

It would appear that standards of service in
health, and law and order have increased.
However, there is no benchmark defining
the appropriate standards of service for a
given level of national economic capacity.
Nevertheless it can be argued that, had the
States and Territories received a fairer
share of the nation's resources, standards
would have been higher than they are at
present. Perhaps of more importance is
how these higher standards were financed.

In the Territory, it is clear this came from
reduced expenditure in the “other”
category which includes public sector
administration and economic services
such as roads, regulatory functions,
electricity functions and research. While
some of this transfer can be related to
greater efficiency, for example reduced
electricity subsidies, the major part is
believed to be attributable to lower
standards of service. As with health, and
law and order, there is no set benchmark
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for determining the appropriate standard,
and hence, there is no certainty of what
the implications are for lower standards.

However, to the extent Australia is now
doing less than other western countries in
areas such as mapping and research, it is
probable that this will have an adverse
effect on Australia's long term future.

Perhaps more disturbing is the reduced
emphasis on education in the States.
Education is another service where it is
difficult to grasp the immediate
significance of a decline in effort. It can
take years for poor policy to become
apparent. It is, therefore, an area that is
prone to lower priority.

The decline in relative and absolute terms
in education in the States is partly a
function of the declining proportion of
the population in the school aged sector,
but there is still a real decline in the
expenditure per capita in the five  to
nineteen years age group. Furthermore, as
in law and order and health, standards
should be expected to be rising given
Australia’s growing economic strength.

The relative decline in education is less
obvious in the Territory where there has
been a larger increase in the school age
population (15%) over the analysis period
compared to the States (3%). Even so, the
increase in education is still well below
that in health, and law and order.

This analysis will be pursued further in the
next twelve months. The overriding
conclusion remains that Commonwealth
functions have received more of the
nation's resources than State functions as a
result of the Commonwealth abrogating its
responsibilities to equitably distribute the
taxes it collects on the nation's behalf.

It is therefore of tremendous importance
that this decline be not only arrested, but

reversed. This is further discussed later in
this chapter.

CHANGE IN COMMONWEALTH
RESPONSIBILITIES

It is reasonable to examine whether the
growth in Commonwealth own purpose
expenditure or its retention of a greater
proportion of nationally raised revenue can
be explained by increases in the
Commonwealth’s responsibilities
compared to the States and Territories.

An analysis of Commonwealth spending
since 1983-84 shows that the bulk of the
increase in Commonwealth expenditure
has been in the areas of social security,
health and general public services.

However, in the areas of health and general
public services (such as legislative and
financial affairs), the States and Territories
are subject to the same demands as the
Commonwealth, and have also increased
their expenditure significantly in these
areas. Consequently, increasing demand
for these services provides no basis for a
position that a greater share of revenue
should be retained by the Commonwealth.

Further, growth in Commonwealth health
expenditure has mainly occurred in the
limited areas for which it has chosen to
assume responsibility, such as medical and
pharmaceutical benefits, while grants to
States and Territories for their health
responsibilities (hospitals and community
care) have not increased to the same
degree. The proportion of State and
Territory expenditure allocated to health
has, as outlined above, increased
significantly.

With regard to social security, it is accepted
that increases in the proportion of aged and
unemployed persons since 1980 would
explain a need for increased
Commonwealth expenditure in this area.
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However, States and Territories have
experienced similar growth in demand for
social services programs that they provide
as well in the area of law and order.

In summary, there is no compelling
evidence that justifies a greater retention of
national resources by the Commonwealth
and it appears that a significant proportion
of the increases in Commonwealth own
purpose expenditure has been driven by
policy choice rather than necessity.

REFORM OF INTERGOVERNMENTAL
FINANCIAL RELATIONS

Vertical fiscal imbalance is not, of itself, a
problem if the Commonwealth
Government distributes to States and
Territories an equitable share of nationally
raised revenue. However, as this chapter
has argued, over time, the Commonwealth
has used its dominant tax raising position
to increase expenditure on its own
functions.

The Commonwealth has been able to do
this because its tax revenue has increased
significantly through economic growth and
fiscal drag. However, it has kept growth in
untied payments to the States and
Territories at or below levels of population
growth and inflation.

As a result, States and Territories have had
to rely to a greater degree on their
relatively inefficient and narrow tax bases
in order to maintain a sufficient level of
revenue. Greater reliance on State and
Territory tax bases has had more
detrimental economic consequences than if
the revenue had been raised by the
Commonwealth and shared equitably with
the States and Territories.

A significant step towards addressing
these issues was taken when the
Commonwealth released its proposals for

taxation reform in August 1998 (discussed
in Chapters 3 and 4).

The provision of 100% of GST revenue to
the States and Territories means that the
Commonwealth will no longer have
discretion to restrict general purpose grants
to the States and Territories or transfer
general purpose funding to specific
purpose payments.

Implementation of the package will
substantially arrest the deterioration in the
States and Territories’ position. However,
it will not restore them to receiving the
share of national resources previously
enjoyed.

It is estimated that the share of
Commonwealth revenue that will be
passed on to the States and Territories will
rise by approximately one percentage point
after the transitional period as agreed in
the Intergovernmental Agreement on the
Reform of Commonwealth-State Financial
Relations, (Intergovernmental Agreement)
signed at Premiers’ Conference in April
1999, but will continue to decline slowly
after that. The decline will be due to the
relatively low estimated growth in specific
purpose payments included in the
Commonwealth’s forward estimates which
are not projected to increase by the same
rate as Commonwealth revenue.

The level of expenditure on specific
purpose payments is at the policy
discretion of the Commonwealth.
However, given the structure of
Commonwealth-State financial relations
and the current balance between tied and
untied payments, the Commonwealth is
not relieved of its responsibility to provide
equitable shares of the nation’s growth and
it must do so through an appropriate
allocation to specific purpose payments.
The Commonwealth will have a direct
detrimental effect on the financial capacity
of States and Territories if it decides to
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improve its own budget outcome by
reducing specific purpose payments.
Figure 7.9 shows the projected situation
before and after the new tax package.

Figure 7.9

GRANTS TO STATES AND TERRITORIES AS A
PROPORTION OF COMMONWEALTH REVENUE
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The Commonwealth has agreed in the
Intergovernmental Agreement that it has
no intention of cutting specific purpose
payments as part of the tax reform process.
However, even if specific purpose
payments are not cut, but are simply
maintained in real terms, the States’ and
Territories‘share of the nation’s public
sector resources will still decline unless
there are to be further tax reductions. This
can only be redressed if specific purpose
payments rise at the same rate as
Commonwealth tax receipts.

The Commonwealth is particularly well
placed to pursue this reform as current
estimates show that it will be enjoying an
increasing budget surplus. Accordingly,
there is no better time for the
Commonwealth to implement new
arrangements to ensure the States and
Territories have sufficient funds available
to meet their increasing responsibilities.

SPECIFIC PURPOSE PAYMENTS

The Commonwealth, States and Territories
should also turn their attention to
reforming the administrative arrangements
related to specific purpose payments to
increase flexibility and transfer the focus
from inputs to outputs.

The problems with specific purpose
payments have been well documented but
broadly are that specific purpose
payments:

• result in overlap and duplication – as
they entail Commonwealth
bureaucrats monitoring State and
Territory bureaucrats and overseeing
State and Territory policies;

• create a large administrative burden in
negotiating and acquitting relatively
small parcels of funding;

• remove incentives to achieve
efficiencies by requiring minimum
amounts of funding to be provided to
programs;

• place undue risk on the States and
Territories when the Commonwealth
implements a program then withdraws
funding or provides insufficient
funding, leaving the States and
Territories to meet the expectations of
clients; and

• result in inappropriate programs that
have been designed in Canberra and
do not reflect local needs or priorities.



Intergovernmental Financial Relations

65

Unfortunately, specific purpose
payments are now entrenched in
Commonwealth-State arrangements and
could not be withdrawn without causing
severe financial hardship and a reduction
in services for the States and Territories.
However, the need for reform in this area is
obvious.

The most appropriate solution would be
for the Commonwealth to convert these
tied payments into untied payments. This
would realise large savings in reduced
administration and efficiencies as the
specific purpose programs are incorporated
into existing State and Territory programs.
One thing that would not result is a
reduction in services.

A next best solution would be to
‘broadband’ many of the smaller specific

purpose payments into larger payments,
and remove many of the onerous
reporting and acquittal requirements.
This should also be coupled with a new
focus on measuring outcomes from
specific purpose payment programs, such
as improved health status, rather than
focusing on inputs (usually the amount
of State and Territory funding).

The Intergovernmental Agreement
commits all governments to future reforms
in intergovernmental relations and, to this
end, the States and Territories have
commenced work which will lead to a
consultative process with the
Commonwealth to initiate reform in this
area.



Intergovernmental Financial Relations

66

DATA APPENDIX

The data in this chapter has been prepared
on a non-financial public sector basis for
both the Commonwealth and the
combined States and Territories. Where
possible, data from Government Financial
Estimates ABS Cat. No. 5501.0 has been
used.

The charts in this chapter all show own
purpose expenditure. To derive own
purpose expenditure, the effects of
transfers between the Commonwealth,
and States and Territories have been
removed. Payments through the States
and Territories have been retained within
Commonwealth outlays as they reflect

Commonwealth, rather than State and
Territory, expenditure priorities. Specific
purpose payments to the States and
Territories have been included as State
and Territory own purpose outlays.

Figure 7.3 shows real per capita figures.
The values presented are in constant
1998-99 prices and calculated using the
non-farm GDP implicit price deflator
from ABS Cat. No. 5206.0. Population
figures are as at 31 December each year
and from ABS Cat. No. 3101.0.
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Chapter 8

GOVERNMENT BUSINESS DIVISION
REFORM

The Northern Territory’s government
business enterprises (except for the Territory
Insurance Office) and significant
government business activities have been
established as Government Business
Divisions (GBDs).

GBDs are substantial users of resources,
accounting for around one-quarter of the
Territory Government’s gross outlays. In
addition, many of the services provided by
GBDs, such as electricity, are inputs into
other production processes. Consequently,
the performance of GBDs has a significant
impact on the cost of providing Government
services and on the Territory economy
generally.

The Government has been actively pursuing
improvements in the efficiency of operation
of GBDs. The objectives have been to reduce
Government and business costs and to free
up Government resources for other
expenditure priorities, such as retiring debt.

The first stage of GBD reform focused on
establishing uniform commercial practices
and improving the cost efficiency of service
delivery. It included full cost attribution for
GBDs (such as payment of tax equivalents),
the development of cost reflective prices, the
identification of limited Community Service
Obligations (CSOs) and the introduction of
formal performance monitoring.

Further reform of GBDs commenced in 1998.
The principal aim of the current reforms is
to enhance the commercial focus of GBDs by
refining four key elements of the
arrangements:

• CSOs;

• dividend policy and capital structures;

• performance monitoring; and

• budget treatment and financial
management.

REFORMS TO DATE

In April 1995, the Territory Government
commenced reform of its commercial
activities. The aim was to improve
efficiency and productivity, and reduce
costs. The principal reform mechanism was
to establish GBDs under the Financial
Management Act 1995 and subject these
entities to policies aimed at increasing their
commercial focus.

Within this framework, the following
commercial practices were implemented:

• full attribution of costs, with GBDs
required to pay the full costs of service
provision including the cost of leasing
premises, auditing and legal costs,
corporate overheads and taxation
equivalents;

• cost reflective pricing, with GBDs
pricing goods and services in relation
to the actual costs of their provision;

• commercial accounting, with all GBDs
required to prepare accrual accounts,
operate under a charter of operations,
and establish an audit committee;

• the identification and budget funding
of CSOs, to compensate GBDs for
undertaking non-commercial activities
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at the direction of the Government;
and

• performance monitoring, with GBDs
monitoring financial and non-financial
performance and reporting results in
annual reports.

To date, the implementation of GBD
reform has meant that both providers and
users have been much better informed
about the costs of government business
services. By fostering competitive
neutrality between government and
private sector businesses, the amount of
resources controlled by GBDs is
increasingly being determined by their
relative efficiency rather than any special
advantages they enjoy.

CURRENT REFORM INITIATIVES

To build on the initial benefits the
Government announced, in October 1998,
further refinement and extension of GBD
reform. The aim is to create a framework
for GBDs that encourages greater
commercial focus, further improves
management practices and generates
additional efficiency and productivity
gains.

The current GBD reforms focus on
refinements in four interrelated areas:

• CSOs;

• dividend policy and capital structures;

• performance monitoring; and

• budget treatment and financial
management.

The Government has endorsed formal
statements of policy on CSOs, dividends
and performance monitoring. Changes
have also been made to the budget
treatment of GBDs. Changes in these
areas were implemented for the 1999-00
Budget. A review of appropriate capital

structures for GBDs is expected to be
conducted during 1999.

COMMUNITY SERVICE OBLIGATIONS

CSOs are activities conducted by GBDs, at
the direction of Government, that have an
identifiable community or social benefit
and that would not be undertaken if only
commercial considerations applied.

The identification and budget funding of
CSOs was introduced as part of the initial
GBD reforms. CSO funding was provided
to the relevant Government Agency, with
that Agency then ‘purchasing’ the
community service from the GBD.

To a large extent, the new CSO Statement
of Policy (see the Appendix) reiterates the
Government’s existing policy and practice
in relation to CSOs. For example, it retains
the same definition of a CSO. Other
existing requirements are simply made
more explicit, such as the preference for
budget funding (rather than funding via
cross subsidies) and the
purchaser-provider framework.

However, there are several significant
changes from the existing approach.

The ‘avoidable cost’ approach has been
formally adopted as the preferred method
of measuring the cost of providing CSOs.
Avoidable cost covers all of the costs —
including capital costs, return on capital
and overheads — that would be avoided if
the CSO was not carried out by the GBD.

To encourage efficiency in the provision of
CSOs, wherever possible funding is to be
based on an agreed unit price for each
CSO. The price is to be agreed between the
purchaser and provider, and is to represent
the difference between the avoidable cost
of providing the service and the revenue
received, expressed on a per unit basis. For
example, in relation to uniform electricity
tariffs, the CSO is to be based on the
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difference between the cost of providing
electricity to areas such as Tennant Creek
and the Power and Water Authority’s
(PAWA) income from those areas,
expressed in terms of c/kWh.

That per unit price, rather than the actual
cost of provision, is to form the basis of
compensation to the GBD for providing
the CSO. As a result, any efficiencies
achieved by a GBD in delivering CSOs
will improve its financial performance.
Conversely, any inefficiencies will impact
adversely on performance.

The process for obtaining approval for
CSO funding has also been improved. The
Government Agency that has
responsibility for the GBD, or for the social
outcomes associated with the CSO, is now
responsible for applying for CSO funding,
rather than the GBD. In addition to
existing requirements, written
submissions for CSO funding are required
to include other details such as:

• how the proposed services and
benefits would achieve the defined
social objectives;

• whether other service delivery options
are available and have been examined;
and

• how performance of the CSO is to be
assessed.

A template has been developed to
facilitate provision of this information.
The template was trialed as part of the
1999-00 Budget process.

Accountability for delivery of CSOs has
also been improved. For example, CSO
funding submissions need to be supported
by information on the performance of the

CSO. The purchasing Agency, in
consultation with the GBD, is required to
develop

output-based measures for assessing
performance in the delivery of CSOs. This
will facilitate review of the performance of
CSO functions as part of assessing bids for
continued funding. In addition, purchasing
Agencies and GBDs are now formally
required to report on the performance of
CSO functions in their annual reports.

As part of the 1999-00 Budget process,
several existing measures have been
explicitly recognised as CSOs. These
include the existing pensioner
concession scheme for electricity and
water tariffs, with Territory Health
Services ‘purchasing’ the provision of the
concessions by PAWA. Figure 8.1
presents information on the Territory
Government’s CSOs for 1997-98, 1998-99
and 1999-00.

Consistent with the CSO Statement of
Policy, the Government has also
approved full budget funding of
PAWA’s uniform tariff CSO. Previously,
this CSO had been partly funded from
the Budget and partly by cross subsidies
among PAWA’s electricity and water
consumers. Fully funding this CSO will
increase budget funding to PAWA in
1999-00.

However, the change has no impact on
the Territory’s net debt. The increase in
Government expenditure is fully offset
by an increase in PAWA’s cash balances.
If the CSO had not been fully funded,
PAWA’s cash balances would have been
lower by the extent of the under-funding.
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Figure 8.1

COMMUNITY SERVICE OBLIGATIONS

1997-98 1998-99 1999-00

PURCHASER  /  Provider  /  Description Actual Estimate Budget

$000 $000 $000

NORTHERN TERRITORY TREASURY 51 443 51 359 62 024
PAWA

Uniform Tariffs 14 426 11 626 21 822

Aboriginal Essential Services 37 017 39 733 40 202

NORTHERN TERRITORY TOURIST COMMISSION 658 1 007 2 427

Darwin Port Authority

Cruise Ship Support 417 607 607

Cruise Ship Support Fendering 241 400 100
Territory Discoveries

Tourism Marketing n/a n/a 1 720

TERRITORY HEALTH SERVICES n/a 3 899 4 006

PAWA

Pensioner Concession Scheme – Electricity n/a 3 228 3 317

Pensioner Concession Scheme – Water n/a 458 470

Pensioner Concession Scheme – Sewerage n/a 213 219

DEPARTMENT OF TRANSPORT AND WORKS 3 766 4 997 4 742

Darwin Port Authority

Marine Industry Support 482 576 451

Wharf Precinct 592 583 583
East Arm Port Debt Servicing 1 841 3 320 3 320

NT Fleet
Disposals 326 388 388

Vehicles Damaged in Katherine Floods 525 130 n/a

DEPARTMENT OF HOUSING 8 678 7 961 21 429

NT Housing

Rent Subsidies n/a n/a 13 968

First Home Buyer Stamp Duty Forgone 3 450 4 650 4 650

Low Interest Home Loans 4 411 648 648

Early Start - Deposit Assistance Scheme 397 790 790

Fringe Benefits Tax (FBT) on Employee Loans 420 173 173

Assist, Interest Subsidy n/a 200 200

Stamp Duty Differential n/a 1 000 1 000

Community Infrastructure (Yambah) n/a 500 n/a

(Continued)
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COMMUNITY SERVICE OBLIGATIONS - Continued

1997-98 1998-99 1999-00

PURCHASER  /  Provider  /  Description Actual Estimate Budget

$000 $000 $000

PARKS AND WILDLIFE COMMISSION 2 918 2 825 6 629

Wildlife Parks

Territory Wildlife Park 2 918 2 825 3 539

Alice Springs Desert Park n/a n/a 3 090

DEPARTMENT OF CORPORATE AND INFORMATION
SERVICES: GENERAL SERVICES

72 133 33

ITMS

Disposals 23 23 23

Government Printing Office

Print Centre at Berrimah Police Centre 49 n/a n/a

Government Publication Unit n/a 100 n/a

Print Centre at Parliament House - 10 10

Total 67 535 72 181 101 290
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DIVIDEND POLICY AND CAPITAL
STRUCTURES

The Territory Government provides equity
capital to its GBDs and is the sole
shareholder. As owner, the Government
may decide to appropriate profits earned
by a GBD as a dividend payment or permit
the GBD to retain the funds as additional
equity capital. In the latter case, the returns
accrue to the Government as capital gains.

Under the Financial Management Act 1995,
the Treasurer may determine that a GBD is
to pay a dividend if the Treasurer is
satisfied that the GBD has the resources to
do so. Dividends have generally been set
annually as part of the budget process.

To some extent, CSOs and dividends were
designed to be broadly revenue neutral for
the GBD in the introductory stages. This
has led to dividend outcomes that do not
reflect commercial practice. For example,
the 1998-99 Budget estimated dividend
receipts from PAWA of $14.3M even
though PAWA’s net profit (before
extraordinary items) was only $7M in
1997-98. A similar situation has applied to
NT Housing.

Other GBDs (such as the Government
Printing Office, NT Fleet and the
Construction Agency) have not been
required to pay dividends even though
they have made after-tax profits.

In conjunction with improved CSO
arrangements, the Government’s dividend
policy for GBDs has been refined. The new
Statement of Dividend Policy (see the
Appendix) adopts a commercial approach
to the determination of dividends.

The main changes from previous policy
and practice are:

• dividend payments made by a GBD
are to be determined independently

from CSO funding received by the
GBD;

• ordinary dividends are to be based on
a benchmark of 50% of after-tax profit,
but with scope for a higher or lower
figure depending on factors such as the
liquidity and capital requirements of
the GBD;

• GBDs are required to make provision
for payment of an ordinary dividend in
their annual financial accounts. GBDs
are to pay the ordinary dividend,
provided for in the preceding financial
year, by 30 November in the current
financial year; and

• there is provision for the payment of
special dividends (out of retained
profits or as a return of equity) in
certain circumstances.

The new dividend policy should assist
with improving the commercial focus of
GBDs. The new policy has been applied in
determining the revised estimates of
dividends to be paid by GBDs in 1998-99
and subsequently. Dividend payments by
GBDs for 1997-98, 1998-99 and 1999-00 are
reported in Figure 8.2.

Initially, the Government will receive
lower dividend payments in aggregate
from GBDs than in 1997-98.

However, as with the changes to CSO
arrangements, the change in dividends
received from GBDs will have no impact
on the Government’s net debt. To the
extent that the Government receives
lower dividends from its GBDs, higher
GBD cash balances will offset this. These
cash balances would be available to fund
approved capital works, to retire GBD
debt or to pay a special dividend.

To complement the improved dividend
arrangements, the capital structures for
GBDs are expected to be reviewed during
1999. The aim is to ensure that GBDs have
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an appropriate balance between debt and
equity.
Figure 8.2

GBD DIVIDEND PAYMENTS

1997-98
Actual

1998-99
Estimate

1999-00
Budget

$000 $000 $000

Construction Agency - 139 -
Darwin Bus Service 37 93 106
Darwin Port Authority 1 064 1 374 759
Government Printing

Office
- 230 176

Information Technology
Management Services

- 378 846

NT Fleet - 1 265 1 537
NT Housing 9 273 - -
PAWA 14 819 3 506 6 745
Territory Discoveries (a) n/a n/a -
Wildlife Parks - - -

Total (b) 25 193 6 985 10 169

Note: (a) Territory Discoveries will be established as a Government
Business Division on 1 July 1999. Consequently there are no
comparative figures available for 1997-98 and 1998-99.

(b) Excludes NT TAB.

PERFORMANCE MONITORING

The aim of formal performance monitoring
of GBDs is to ensure that the financial and
non-financial performance of GBDs is
measured and analysed over time.

The Territory’s initial performance
monitoring regime for GBDs was based on
that used by the Steering Committee on
National Performance Monitoring of
Government Trading Enterprises. It
focused on GBDs reporting annually on a
core group of accounting measures,
supplemented by various non-financial
indicators. However, the regime lacked
consistency, with GBDs required to report
only against their preferred selection of
measures.

The Government has approved changes to
the performance monitoring regime to

improve consistency in reporting and to
increase the use of indicators that have an
ownership focus. The new Performance
Monitoring Statement of Policy is
reproduced in the Appendix.

ANNUAL PERFORMANCE REPORT

A key element of the revised performance
monitoring regime is an annual GBD
performance report to be prepared by
Treasury and submitted to Government.

The performance report will comprise an
analysis of each GBD’s performance. This
will include a description of the GBD’s
business activities, a time series of the
relevant economic, financial and
non-financial performance indicators, and
detailed analysis and interpretation of
these indicators.

Consistent reporting on GBD performance
by Treasury will enable GBDs to have
autonomy in deciding which performance
measures to include in their annual reports.

PERFORMANCE MEASURES

The indicators on which Treasury will
report include several measures that are
more market based:

• economic rate of return;

• the weighted average cost of capital;
and

• shareholder value added.

Economic rate of return is a measure of the
economic performance of the GBD. It is
calculated by dividing economic income
(for a given period) by the asset base.
Economic income is a GBD’s net annual
earnings (in cash flow terms) plus the
change in the market value of the GBD’s
assets.

There are a variety of methods for
calculating the economic rate of return. The
method typically used for government
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businesses is that recommended by
the Steering Committee on National
Performance Monitoring of Government
Trading Enterprises. It relies on extracting
accounting data from GBD financial
statements, rather than on discounted cash
flow analysis.

This method of calculating the economic
rate of return has some problems:

• Asset revaluations – Where asset
revaluations are not undertaken
annually, the accuracy of the capital
component of economic income may
be undermined. However, given the
cost, it is generally not appropriate to
conduct annual revaluations. There is a
trade-off between the accuracy of the
calculation and the cost of the required
data; and

• Backward looking – Economic rate of
return essentially measures past
performance. Ideally, it would be
preferable to measure the expected
impact of current decisions on future
cash flows and capital values.
However, forecasting cash flows is a
costly exercise and involves difficulties
with estimation.

Nevertheless, use of the economic rate of
return concept will represent a significant
improvement on previous partial measures
of GBD performance.

The weighted average cost of capital is
effectively the minimum target economic
rate of return for each GBD. The capital
employed in a business reflects the funds
contributed by both debt holders and
shareholders. The weighted average cost of
capital is a weighted average of the
required returns to debt holders and
shareholders. The minimum rate of return
demanded will vary with the inherent
riskiness of the business.

While calculating the cost of debt is
relatively simple, for government
businesses the appropriate cost of equity is
less clear. Funds provided as equity have an
implicit opportunity cost. For example,
government funds invested in a GBD could
alternatively have been used to retire debt.
The minimum return required is therefore
set by the cost of government borrowing.

However, a premium also needs to be
factored into the required return to reflect
the additional risk of investing in a
business activity rather than a virtually
risk-free government bond. As an initial
approximation of an appropriate return on
equity, it is proposed to use the
Commonwealth ten-year nominal bond
rate as the risk-free rate and a risk margin
of 4% for all GBDs. This approach will be
further refined over time.

Shareholder value added effectively
represents the difference between a GBD’s
economic rate of return and its weighted
average cost of capital, expressed as a
dollar value. Shareholder value added is
the difference between a GBD’s total
income and its total costs, including the
opportunity cost of capital. If total income
exceeds total costs, shareholder value is
created. Conversely, if total income is less
than total costs, shareholder value is
diminished.

An existing indicator, the return on equity,
will supplement the three new economic or
market-oriented measures.

To provide the Government with a
comprehensive picture of the performance
of its GBDs, the report will also include a
range of non-financial indicators. These
will be used to measure GBD performance
in areas such as operational efficiency and
to ensure service quality is not
compromised in improving financial
performance. The non-financial indicators
are to include measures such as unit cost
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and revenue, and customer satisfaction. As
non-financial measures tend to be more
GBD-specific, each GBD will determine, in
consultation with Treasury, the
non-financial
indicators to be included in the report to
the Government.

Treasury will consult with GBDs in
preparing the report to ensure the accuracy
of the information presented and to
identify key factors affecting performance.

BUDGET AND FINANCIAL
MANAGEMENT REFORMS

An essential element of the current GBD
reforms is the differential treatment of
GBDs in the Budget to better reflect their
commercial nature and operations. This
involves greater focus on CSO
arrangements, levels of profitability,
financial targets, dividends, capital
structures and capital requirements. These
initiatives are largely dependent on the
preparation of reliable commercial budget
information. An enhanced GBD budget
framework, which incorporates accrual
based budget information, has been
developed for the 1999-00 Budget.

Previously, GBDs managed in a cash
budgeting environment where the total
cash allocation was the aspect of the GBD’s
financial operations that received the most
scrutiny. The new enhanced framework
seeks to shift the emphasis to other aspects
of the GBD’s business performance (for
example, profitability and net asset
position) and promote financial
management over the longer term.

The main aspects of the revised budget
framework are:

• accrual budgeted financial statements
are prepared for the GBD;

• allocation equates to the total cash
outflows contained in the GBD’s cash
flow statement (the ‘legal’ budget
under the Financial Management Act
1995);

• supplementary accrual budget
information will be provided to
Cabinet for all new GBD initiatives;
and

• performance monitoring will include
GBD’s accrual based financial
statements.

In line with changes to the GBD budget
framework, the 1999-00 Budget Paper No. 2
includes accrual budget information
supporting each GBD’s total approved
allocation. The information is consistent
with that used in the private sector and is a
combination of flow-based data (Operating
Statement and Cash Flow Statement) and
stock data (Balance Sheet or Statement of
Financial Position). The presentation also
closely aligns with the budgeted
information generated by GBDs for
internal management purposes and
therefore is less onerous than the previous
detailed cash reporting requirements.

In terms of published cash information,
gross outlays and economic transactions
for each GBD are still presented in Budget
Paper No. 2. In addition, to make the link
between the cash and accrual budget
information more explicit, a reconciliation
schedule has been incorporated. However,
because it is not possible to disaggregate
the Budget into both cash and accrual
Activities and programs, each GBD
becomes a single Budget Activity.
Disaggregated information is available in
an accrual format.

CONCLUSION

The performance of GBDs has a significant
impact on the cost of providing
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Government services and on the Territory
economy generally. Improving the
efficiency of operation of GBDs is an
important element of overall reforms
aimed at reducing costs and freeing up
Government resources for other
expenditure priorities.

The first stage of GBD reform focused on
creating a framework for establishing more
commercial practices and improving the
cost efficiency of service delivery.

The most recent reforms seek to build on
the benefits to date. For GBDs, the aims are
to encourage greater commercial focus,
further improve management practices and
generate additional efficiency and
productivity gains, by creating an operating
environment that is more akin to private
sector operations. For the Government, the
objectives are to ensure value for money
from expenditure on CSOs, and to focus
more closely on the performance of GBDs
and the returns the Government receives
from its substantial investment in them.



Government Business Division Reform

77

APPENDIX

COMMUNITY SERVICE OBLIGATIONS
STATEMENT OF POLICY

The Northern Territory Government may
direct Government Business Divisions
(GBDs) to undertake non-commercial
functions. Such functions are designated as
Community Service Obligations (CSOs).

This CSO policy is aimed at clearly
identifying the non-commercial functions
performed by GBDs, making the functions
transparent, and making their delivery
accountable to the community. To ensure
that non-commercial functions do not
impact on the financial performance of
GBDs, the policy also provides for GBDs
to be recompensed for the provision of
CSOs wherever possible.

DEFINITION

When deciding whether a function is a
CSO the following definition is employed:

Community Service Obligations arise when
the Northern Territory Government
specifically requires a Government Business
Division to carry out activities relating to
outputs or inputs which it would not elect
to do on a commercial basis, and which the
Government does not require other
businesses in the public or private sectors to
generally undertake, or which it would only
do commercially at higher prices.

The CSO must be the result of a specific
government policy or directive to a GBD
and must be provided for some
identifiable community or social benefit.
Instances of ‘good corporate citizenship’,
such as sponsorship, are not included as
CSOs.

This approach to defining CSOs is in
accordance with that recommended by
the Steering Committee on National

Performance Monitoring of Government
Trading Enterprises.

COSTING

The avoidable cost approach is the
preferred method of measuring the cost of
providing CSOs. Avoidable cost includes
all of the costs — including capital costs,
return on capital and overheads — that
would be avoided if the CSO was not
carried out by the GBD. Those fixed costs
which would be incurred in the absence of
the CSO are not classed as avoidable and
are not included in the cost of providing
the CSO.

The financial cost of a CSO to a GBD is
measured as the difference between the
revenue received for a service and the
avoidable cost of providing that service.

FUNDING

The preferred method of funding CSOs is
direct funding from the Budget. This
enhances transparency and accountability,
by making clear the cost to the community
of providing social and community
programs.

CSO funding is provided to the relevant
government department, with that
department ‘purchasing’ the community
service from the GBD (the ‘provider’). The
purchasing department is generally the
department most directly responsible for
the GBD or for the social outcomes
associated with the CSO.

To aid transparency, the purchasing
department is generally required to
identify CSOs paid to different GBDs as
separate Activities. If a department
purchases several CSOs from one GBD,
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the department would have one CSO
Activity and a number of CSO Programs.

To encourage efficiency in the provision of
CSOs, wherever possible funding is based
on an agreed unit price for each CSO. The
price is agreed between the purchaser and
provider and represents the difference
between the avoidable cost of providing
the service and the revenue received,
expressed on a per unit basis.

The budget for each CSO is determined
using the agreed unit price and the
estimated quantity to be provided, with
actual funding dependent on the actual
quantity provided. By basing funding on a
unit price GBDs have an incentive to
achieve efficiencies in the delivery of
CSOs. Any efficiencies achieved improve a
GBD’s financial performance. Conversely,
any inefficiencies impact adversely on
performance.

Where CSOs are funded by other means,
such as by cross subsidies from other
GBD customers or lower GBD rates of
return, the long-term objective is to move
to direct Budget funding. In the
meantime, the cost of providing the CSO
is to be identified and made transparent.

ESTABLISHING NEW CSOS

If a GBD considers that it should receive
CSO funding for a specific service not
currently classified as a CSO, it should
liaise with the government department
which has responsibility for the GBD or
for the social outcomes associated with the
proposed CSO. The relevant government
department assesses the proposed CSO. If
the department supports the CSO, to
obtain

funding it provides a written submission
approved by its Minister for consideration
by Budget Cabinet.

The submission is required to detail:

• the nature of the CSO, including the
social need, objective or outcome that
the CSO is seeking to address;

• how the proposed services and
benefits will achieve the defined social
objectives;

• the reasons why the particular function
would not be provided as part of the
GBD’s normal commercial operations
and should be classified as a CSO;

• the government directive or policy
under which the function is currently
being performed;

• the estimated price of the CSO and the
basis on which it was derived;

• whether other delivery options are
available and have been examined;

• how performance of the CSO will be
assessed;

• the Activity/Program, the funding
required, whether capital or recurrent,
and for what period of time; and

• the proposed purchasing department.

Treasury (Economic Policy in consultation
with Budgets Division) analyses the CSO
submission and makes a recommendation
for consideration by Budget Cabinet.

Final acceptance of a function as a CSO is
dependent on Cabinet approval. Cabinet
also determines the appropriate
purchasing department and allocation of
funds.

ANNUAL REVIEW OF CSOS

For existing CSOs, the designated
purchasing department negotiates with the
GBD for continued provision of the CSO.
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The purchasing department, with
Ministerial approval, applies for continued
funding of the CSO as part of the annual
Budget process. The funding submission
should be supported by information on the
performance of the CSO. Treasury
(Budgets Division in consultation with
Economic Policy) analyses the CSO
submission, including evidence of the
performance of CSO functions, and makes
a recommendation for consideration by
Budget Cabinet.

Monitoring of CSO functions is primarily
the responsibility of the purchasing
department, as CSO funding is part of its
Budget allocation. The purchasing
department, in consultation with the GBD,
is to develop output-based measures for
assessing performance in the delivery of
CSOs.

Purchasing departments and GBDs report
on the performance of CSO functions in
their annual reports. Treasury reports on
overall CSO performance in the Budget.

STATEMENT OF DIVIDEND POLICY

INTRODUCTION

The Northern Territory Government, as
owner, is entitled to appropriate a dividend
from its GBDs. The key elements
underlying dividend payments are:

• after tax profit;

• liquidity and capital requirements of
the GBD;

• the appropriate capital structure of the
GBD;

• the views of the Portfolio Minister; and

• the Territory’s budgetary
requirements.

The dividend policy is intended to provide
GBD management with a consistent,

transparent framework that strengthens
their accountability to the Northern
Territory Government.

DIVIDEND REGIME

Dividends are classified into two
categories – ‘ordinary’ dividends and
‘special’ dividends.

Ordinary dividends are paid on an annual
basis from after tax profits. Profit is
defined as the operating profit, including
abnormal items but before extraordinary
items, as reported in the audited financial
statements of the GBD. Tax is defined as
the income tax equivalent liability in
accordance with the Northern Territory
Government’s tax equivalents regime.

Ordinary dividends are generally
determined as part of the Budget process.
GBDs make provision for payment of an
ordinary dividend in their annual financial
accounts. GBDs pay the ordinary dividend,
provided for in the preceding financial
year, by 30 November in the current
financial year.

Special dividends refer to dividends paid
out of accumulated profits or capital
reserves. They are appropriated
infrequently, and separately from ordinary
dividends.

ORDINARY DIVIDENDS

Under the Financial Management Act 1995,
the Treasurer may determine that a GBD is
to pay a dividend if the Treasurer is
satisfied that the GBD has the resources to
do so.

In deciding whether there are sufficient
resources to pay a dividend, the Treasurer
refers to a primary benchmark and
secondary considerations.

Primary Benchmark

Governments generally prefer a balance
between dividends and capital gains. In
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recognition of this, the Territory
Government’s primary benchmark is an
ordinary dividend payment of 50% of after
tax profit.

However, a dividend payout ratio of 50%
may not always be appropriate,
particularly where:

• a GBD’s capital structure is
inappropriate – for example, if a GBD
has a potentially unsustainable level of
debt it may be inadvisable to withdraw
funds that could be used to reduce that
debt; and

• where a GBD has significant future
capital expenditure commitments – for
example, if a GBD is expected to
initiate a major project in the near
future, it may be inappropriate to
withdraw funds that could be devoted
to that project.

The shortcomings of applying a strict
numerical target are addressed by
incorporating secondary considerations
into the policy framework.

Secondary Considerations

Secondary considerations provide
additional flexibility in the determination
of dividend payments. In determining the
ordinary dividend, the Treasurer may
consider the following:

• the liquidity requirements of the GBD,
that is, whether funds may be required
for current or future projects;

• the appropriate capital structure of the
GBD, that is, whether a GBD’s debt to
equity ratio is sustainable;

•  the views of the Portfolio Minister;
and

• the Territory’s budgetary
requirements.

SPECIAL DIVIDENDS

The Treasurer may determine that a GBD
is required to pay an additional special
dividend if the Treasurer is satisfied that
the GBD has the resources to do so.

In deciding whether there are sufficient
resources to pay a special dividend, the
Treasurer refers to the secondary
considerations listed above.

PERFORMANCE MONITORING
STATEMENT OF POLICY

INTRODUCTION

The Northern Territory Government will
monitor the performance of GBDs using a
range of financial and non-financial
indicators. The key financial indicators
will focus on an ownership perspective
and include Economic Rate of Return
(ERR), Shareholder Value Added (SVA)
and the Weighted Average Cost of Capital
(WACC). Complementary non-financial
indicators will also be used to measure
efficiency and service levels.

The complete range of financial and
non-financial indicators will provide
Government, as owner, and GBD
management with appropriate tools for
measuring performance and improving
decision making.

PERFORMANCE MONITORING
REGIME

The key element of the performance
monitoring regime will be an annual
report to Cabinet by Treasury detailing and
explaining each GBD’s financial and
non-financial performance. GBDs may still
publish performance measures in their
annual reports. However, GBDs will have
autonomy in deciding on the performance
measures to be included in their annual
reports.
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Treasury, on behalf of the Territory
Government as owner, will conduct
performance monitoring of GBDs
annually. Under Part 2, Section 10 of the
Financial Management Act 1995, GBD
financial statements are to be prepared and
audited within 5 months of the end of the
financial year (30 November). Accordingly,
audited financial statements and
non-financial performance measures
relating to the previous financial year are
to be reported to Treasury by 15 December
of the current financial year.

Treasury will use the audited financial
statements and non-financial performance
measures to compile a performance report
on all GBDs. This report will be submitted
to Cabinet before the end of February of
the current financial year. Treasury will
consult with GBDs in preparing the report.

The performance monitoring regime
administered by Treasury will focus
primarily on three indicators:

• ERR;

• SVA; and

• WACC.

These performance measures aim to
provide an indication of the overall
performance of each GBD. The measures
focus on total returns arising from the
activities of each GBD. For GBDs, all
returns accrue to the Government as both
sole shareholder (owner) and provider of
debt.

The Treasury performance report to
Cabinet will comprise an analysis of each
GBD’s performance. This includes a
description of the GBD’s business
activities, statistics on the relevant financial
and non-financial performance measures,
and analysis and interpretation of these
measures.

PERFORMANCE INDICATORS

The performance monitoring regime will
be an amalgam of financial and
non-financial indicators.

Financial Indicators

When reporting to Cabinet, Treasury
will report the following financial
indicators for each GBD:

• ERRERR — a measure of the economic
performance of a GBD. It is the ratio of
economic income to a GBD’s capital
base. Economic income is defined as a
GBD’s annual earnings plus the
change in the value of assets during
the year;

• WACCWACC — measures a GBD’s average
cost of capital, expressed as a
percentage of the capital base. It is the
returns to the various classes of capital,
weighted by their relative
contributions to the asset base;

• SVASVA — measures a GBD’s true
economic profit from employing
capital. It is the earnings that exist after
subtracting from revenue all costs,
including the opportunity cost of
capital. It is equivalent to economic
income minus the product of the
capital base and the WACC;

• Return on Equity (ROE)Return on Equity (ROE) — measures
the return that Government receives
from providing shareholder equity. It
is equal to operating profit after
income tax divided by average owner’s
equity; and

• Net ProfitNet Profit — is the net operating profit
after abnormal items and tax
equivalents, but before extraordinary
items.
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Non-financial Indicators

Non-financial indicators will complement
the financial measures. They will be used
to measure GBD performance in areas such
as operational efficiency and to ensure
service quality is not compromised in
improving financial performance. In
addition, non-financial indicators will be
used to capture GBD-specific performance
that is not reflected in conventional
financial reporting. The Steering
Committee on National Performance
Monitoring of Government Trading
Enterprises has published a
comprehensive range of non-financial
indicators in its annual reports. Many of
these are suitable for adoption by GBDs.

Non-financial indicators are generally
narrow in their application. The
heterogeneity of GBDs prevents a blanket
application of non-financial indicators.
Consequently, each GBD will determine,
in consultation with Treasury, its
non-financial indicators for Treasury’s
report to Cabinet. The categories of
non-financial indicators will include:

• EfficiencyEfficiency — used to measure the
efficiency of producing outputs from
inputs. Key performance measures

include labour and capital
productivity. For example, labour
productivity could be measured using
revenue per employee;

• Service QualityService Quality — used to measure the
quality of services provided. Key
performance measures could include
client satisfaction, measured using a
customer survey, and measures of
services delivered on time. An example
is PAWA’s measure of electricity
supply reliability using the System
Average Interruption Duration Index
(SAIDI);

• Cost and RevenueCost and Revenue — used to measure
general cost and revenue levels. Key
performance measures could include
real price indexes, average revenue per
unit or average cost per unit. An
example is operation and maintenance
costs per MWh of electricity sold; and

• Miscellaneous IndicatorsMiscellaneous Indicators — used to
measure activity-specific performance
in areas such as the environment,
safety, and research and development.
Key performance measures could
include the level of CO2 emissions and
injuries sustained.
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Chapter 9

REFORM OF THE POWER AND WATER
AUTHORITY

In 1998, the Northern Territory
Government announced a comprehensive
review of options available for
improving the performance of the Power
and Water Authority (PAWA). The
efficient delivery of electricity, water and
sewerage services is fundamental to
business competitiveness and
employment opportunities throughout
the Territory.

The Government announced a range of
reforms to PAWA in a statement by the
Treasurer to the Legislative Assembly on
1 December 1998. The Government has
decided to give PAWA the opportunity to
achieve significant efficiency
improvements under Government
ownership. However, if the efficiency
improvements are not achieved, the issue
of privatisation will be revisited.

In response to the review of PAWA,
reforms are proceeding in several areas.
These include: reductions in commercial
electricity tariffs; improvements in
operational efficiency; the removal of
regulatory and policy functions from
PAWA; the development of
Territory-based arrangements to
progressively open the electricity
generation and retail markets to
competition; greater private sector
involvement in service provision; and
consideration of economic regulation for
the electricity, water and sewerage
industries.

The chapter outlines the direction of
reform and reviews progress to date.
Because of the many issues being

considered, and the complexities of some
elements of the reform program, it is
anticipated that full implementation will
take two to three years.

BACKGROUND

PAWA is a publicly owned provider of
electricity, water and sewerage services in
the Territory. As a Government Business
Division (GBD) (see Chapter 8), PAWA
provides services on a commercial basis to
around 60 000 electricity customers, 35 000
water customers and 40 000 sewerage
customers. These are primarily in Darwin,
Katherine, Alice Springs and Tennant
Creek. It also delivers the Aboriginal
Essential Services (AES) program. Under
this program, electricity and water services
are provided to around eighty remote
communities and sewerage services to
thirty-four.

In 1997-98, PAWA generated over
1 500 GWh of electricity and had a peak
demand in the Darwin-Katherine grid of
around 220 MW. It also sold almost 50 GL
of water and treated 19 GL of effluent.

From its total revenue of over $320M,
PAWA recorded a net profit of $5.3M in
1997-98. This was an increase of $3.3M on
the previous year. With assets of almost
$1.1B at 30 June 1998, PAWA’s overall
return on assets was low at just over 3.5%
in 1997-98. However, this was a significant
improvement on the 2.5% recorded in
1996-97.

Compared with electricity and water
suppliers in other States, PAWA is a high
cost producer. For example, in 1996-97, its
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operating and maintenance costs for
electricity distribution were almost 50%
higher per MWh than the Australian
average.

This is not surprising given PAWA’s
smaller scale and the dispersed nature of
the Territory’s population. Nevertheless,
the cost differences have also been shown
to reflect a lack of technical efficiency,
with substantial scope for improvements
in productivity and financial
performance.

COMPREHENSIVE REVIEW

In 1998, the Territory Government
commenced a comprehensive review of
PAWA. The review covered all aspects of
PAWA including: its future direction;
structure; operations; governance; the
separation of regulatory and commercial
functions; and development of
appropriate regulatory arrangements,
including a regime for providing access to
PAWA’s electricity networks.

As part of the review, consultants Merrill
Lynch and Fay, Richwhite (MLFR) were
contracted to identify and evaluate
potential options for improving PAWA’s
performance.

In October 1998, MLFR reported that the
Government would best achieve its
objectives by privatising PAWA,
involving sale of some assets and
management outsourcing of other
functions. However, MLFR also identified
significant improvements that could be
achieved under continuing government
ownership.

MLFR considered that the most effective
competition model for PAWA was a
regulated core business with a
competitive periphery. The competitive
periphery was considered to involve the

establishment of arrangements to provide
competing electricity generators with
access to customers and competitive
tendering for inputs and system
augmentation.

Given the small size of the Territory market,
MLFR found no compelling commercial or
economic argument for PAWA to
relinquish its ability to benefit from
economies of scale or scope. In particular,
MLFR considered there was merit in
PAWA’s electricity, water and sewerage
network and retailing businesses
remaining integrated. The consultants also
found that it would be inappropriate to
disaggregate PAWA along geographical
lines.

REFORM AGENDA

The Government’s initial response to the
MLFR report was announced in a
statement by the Treasurer to the
Legislative Assembly on 1 December 1998.

The Government has decided to give
PAWA the opportunity to achieve
significant efficiency improvements under
Government ownership. The aim is to
achieve a financial improvement
amounting to $30M per annum after three
years. However, the Government has
indicated that, if the efficiency
improvements are not achieved, the issue
of privatisation will be revisited.

Reforms are proceeding in several areas.
These include: a reduction in commercial
electricity tariffs and a broadening of tariff
options; improvements in operational
efficiency; the removal of regulatory and
policy functions from PAWA; the
development of Territory-based
arrangements to progressively open the
electricity generation and retail markets to
competition; greater private sector
involvement in service provision; and
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consideration of an economic regulatory
regime for the electricity, water and
sewerage industries.

ELECTRICITY TARIFFS

There has traditionally been a mismatch
between PAWA’s costs and its tariffs for
commercial electricity customers. On
average, commercial users have been
charged about 20% more than domestic
customers. However, for many commercial
users in the Territory, the cost per unit to
produce and deliver electricity is lower
than for other customers. In effect,
domestic customers have been
cross-subsidised by commercial customers.

Under PAWA’s 1998-99 tariffs, the general
purpose tariff rate was 16c/kWh compared
with the standard domestic tariff of
12.9c/kWh. The government tariff was even
higher at 17c/kWh.

Retention of non-domestic tariffs at levels
that are not cost reflective would hinder
PAWA’s ability to compete in a more
competitive electricity retail market.
Alternative suppliers entering the market
could ‘cherry-pick’ PAWA’s larger
commercial customers. Were this to occur,
PAWA’s sales revenue could fall
dramatically, while costs, which are largely
fixed, would only fall slightly. This
outcome would not be in the public
interest.

Adopting cost reflective commercial tariffs
is estimated ultimately to involve a loss of
revenue for PAWA of over $20M. To offset
the revenue loss, PAWA will embark on a
broad program of cost reductions and
efficiency improvements (see next section).

Under the announced tariff changes,
electricity tariffs for commercial customers
are to become progressively cost reflective
over the next three years. The reductions
commenced in April 1999 with a fall in the

general purpose tariff of 0.5c/kWh to
15.5c/kWh. This represents an initial
reduction of over 3%. The tariff for
Commonwealth and local government
customers was also reduced to this level.

At the same time, a new ‘demand’ tariff
was introduced for large customers. The
new tariff takes into account both the
customer’s maximum demand, measured
in kilovolt amps (kVA), and the customer’s
energy consumption, measured in kWhs. It
more closely reflects PAWA’s costs of
servicing larger customers.

For a large hotel in Darwin, the demand
tariff is estimated to result in savings of
about 10% on its current power bill, or
around $60 000 a year. A large supermarket
in Darwin is estimated to save around 14%,
or more than $120 000 a year. There will
also be scope for further cost savings if
businesses alter their peak demands and,
where possible, improve the power factor
of their electrical systems.

The lower cost of electricity will enhance
the competitiveness of Territory businesses
and therefore lead to greater employment
opportunities. It also means that PAWA,
which currently provides any essential
services on behalf of the community at
large, will be operating within a tariff
framework that is appropriate for the
future, rather than having to respond in an
ad hoc manner to competitive pressures as
they emerge. Further tariff reductions are
anticipated in the coming year.

OPERATIONAL EFFICIENCY

As a Government-owned monopoly, work
practices have developed at PAWA that are
less efficient than industry best practice
and there is evidence of overstaffing.

The strategic review has identified many
areas of PAWA’s operations where cost
savings should be possible. Improvements
can be achieved by having staffing levels
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comparable to best practice and by
pursuing opportunities to reduce costs
through competitive tendering.

The review’s findings in relation to
opportunities to improve efficiency are
being implemented. Efficiencies will be
pursued across the board. The consultants
advised 300 positions would be abolished
with privatisation. However, the
Government considers that the desired
cost savings can be achieved with less
than half that reduction in jobs at PAWA.

Currently, in some regions, PAWA has
contracted out services such as street
lighting, tree trimming, legal services,
engineering advice, meter reading and
some maintenance. Where possible, the
focus of such contracts will be changed
from an input-based specification (for the
supply of labour and materials) to an
output-based specification. For example,
in future, contracts for tree trimming
would focus on keeping trees out of
powerlines rather than on just trimming
branches.

In March 1999, to improve the
transparency of PAWA’s costs, its
business was reorganised along product
lines. These comprise: power generation;
transmission and distribution networks;
retail services; water and sewerage
services; AES; and internal support
services. Within PAWA, this effectively
separates the natural monopoly elements
of transmission and distribution from the
contestable elements of power generation
and retail services. Apart from
encouraging business unit managers to
focus on ‘bottom line’ performance, the
reorganisation is an essential prerequisite
for the introduction of competition.

COMMERCIAL FOCUS

To improve PAWA’s commercial focus
and create an environment conducive to

competition, all regulatory functions
performed by PAWA are to be transferred
to relevant Government Agencies. This
will prevent PAWA from having any
regulatory advantage over potential
competitors. For example, it would be
inappropriate for PAWA to retain
responsibility for issuing licences for
generating and selling electricity in a
competitive environment.

The functions of water resource
management and regulation were
transferred from PAWA to the Department
of Lands, Planning and Environment in
1996.

The process of transferring other such
functions has commenced with, for
example, electrical inspectors and
associated staff currently being transferred
to the Department of Industries and
Business.

Two other significant changes should also
facilitate an increased focus on commercial
performance. PAWA’s current
management advisory board structure is to
be made more commercial by establishing
it as an executive board. In addition, as a
GBD, PAWA will be subject to the full
range of further GBD reforms. The GBD
reforms focus on refining Community
Service Obligations (CSOs), dividend
policy and performance monitoring (see
Chapter 8).

From 1999-00, PAWA’s uniform tariff CSO
will be fully funded from the Budget.
Previously, this CSO had been partly
funded from the Budget and partly by
cross-subsidies among PAWA’s electricity,
water and sewerage customers. Fully
funding this CSO will result in an increase
in Budget funding to PAWA in 1999-00.
Consideration will also be given to how
best to deliver the substantial AES CSO.
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In addition, PAWA’s dividend payment to
the Government will be determined
independently from the CSO funding it
receives. Ordinary dividends will be based
on a benchmark of 50% of after-tax profit,
but with scope for a higher or lower figure
depending on factors such as PAWA’s
liquidity and capital requirements. Special
dividends can be paid if considered
appropriate.

COMPETITION

Opening the electricity generation and
retail markets to competition should
provide a significant incentive for PAWA
to improve its performance.

A Territory-based electricity network
access regime is currently being
developed by an interdepartmental
committee chaired by Treasury. The
regime will permit other electricity
suppliers to have access to PAWA’s
transmission and distribution networks to
service customers.

The objective of the Territory-based
access regime is for the electricity
generation and retail markets to be
progressively opened to competition,
commencing in 2000. It is currently
intended that a schedule will be
published setting out when customers
will be able to purchase electricity from
suppliers other than PAWA. The schedule
will be based on a customer’s electricity
consumption, with the largest customers
being the first to become ‘contestable’.

Developing the access arrangements
requires detailed consideration of many
complex technical and pricing issues.
While permitting competition is
important, it is necessary to do so in a way
that does not compromise the integrity
and reliability of PAWA’s networks.
Setting access prices at the correct level is
also important. If prices were set too low,

in effect taxpayers would be subsidising
third party access to the electricity
network. Conversely, if prices were set too
high, customers would not receive the full
benefits of competition.

Apart from these changes to permit
private sector participation in the
electricity generation and retail markets,
there is also to be greater private sector
involvement in service delivery by
PAWA. Scope for increased use of
competitive tendering on the input side
was discussed above. In addition,
competitive bids are to be sought
whenever the PAWA electricity, water
and sewerage systems require
significant augmentation. This process
has already commenced.

As an integral part of facilitating
competition in the electricity generation
and retail markets, any potential
restrictions on competition are to be
removed from PAWA’s legislation. In
addition, as noted above, regulatory
functions will be transferred to other
Territory Government Agencies. These
changes will also meet the Territory’s
National Competition Policy legislation
review commitments.

ECONOMIC REGULATION

The MLFR report favoured establishing
formal economic regulation of electricity,
water and sewerage services in the
Territory. Economic regulation generally
involves the regulation of prices and
service quality for the monopoly
components of such industries. The aim
of economic regulation is to encourage
better price and service quality outcomes
by simulating more competitive market
conditions.

Regulation of pricing interstate has
generally involved setting medium term
caps on the prices charged, or the total
revenue received, by the monopoly
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service providers, based on a ‘CPI-X’
formula. That is, prices charged to users of
the monopoly service have been
permitted to change by ‘X’% less than the
general rate of inflation. The size of ‘X’
has been a major driver of the extent of
efficiency improvements achieved by the
monopoly service provider. Such an
approach is also ‘incentive compatible’
because the benefits of efficiency
improvements are effectively shared
between the monopoly service provider
and users.

In addition to regulating monopoly prices
and service quality, interstate regulators
often have a role in administering
electricity network access arrangements.
This role may include determining terms
and conditions of access, in the absence of
commercial agreement between the
network owner and the access applicant,
and arbitrating disputes.

The extent and form of economic
regulation that would be appropriate in the
Territory is currently being considered.
The small size of its electricity, water and
sewerage markets may mean that the
approaches to economic regulation
adopted in the larger jurisdictions need to
be modified for application to the
Territory. There is a need to balance both
the costs and benefits of such regulation.

CONCLUSION

The reform program for PAWA, and for the
markets in which it operates, is broad
ranging and substantial.

Successful implementation of the reforms
will deliver significant benefits, with
PAWA to achieve a financial
improvement amounting to $30M per
annum after three years. Commercial
customers are already benefiting from
lower electricity tariffs.

The introduction of competition in the
electricity generation and retail markets,
and appropriate regulation of electricity,
water and sewerage services, offer scope
for customers to benefit further. In turn,
lower costs for business should flow on
 to enhanced competitiveness and
employment opportunities throughout the
Territory.

However, the difficulties in implementing
the reform program should not be
underestimated. Some reforms, such as
the introduction of economic regulation
and the network access regime, involve
complex technical and economic issues.
Others, such as changes to outdated work
practices to improve PAWA’s operational
efficiency, involve complexities of a
different nature.

For these reasons, reform of PAWA and
full implementation of an appropriate
regulatory regime may take two to three
years.
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Chapter 10

GOVERNMENT SUPERANNUATION

On 14 October 1998, the Treasurer
announced the closure of the Territory’s two
main superannuation schemes, the Northern
Territory Government and Public
Authorities Superannuation Scheme
(NTGPASS) and the Northern Territory
Supplementary Superannuation Scheme
(NTSSS), to new entrants from 1 July 1999.

Consultations between the Government and
the Trades and Labor Council have resulted
in the delay of the schemes’ closure to
10 August 1999. The Government has
guaranteed that the rights and entitlements
of existing members in the NTGPASS and
NTSSS will be fully protected.

From 10 August 1999, new entrants will
have their employer superannuation
contributions set at the superannuation
guarantee level and paid to a complying
superannuation fund or Retirement Savings
Account of their choice. The superannuation
guarantee is the minimum employer
contribution level prescribed by
Commonwealth legislation and is currently
7% of salaries per annum rising to a
maximum of 9% of salaries per annum from
1 July 2002.

The Government has also decided that it
will not be involved in scheme
administration for new employees. As a
result, a private sector fund will be selected
as a default superannuation fund for those
employees who fail to nominate a fund or
Retirement Savings Account within 28 days
of commencing employment.

EXISTING SUPERANNUATION
SCHEME ARRANGEMENTS

The main schemes covering general public
sector employees are the NTGPASS, the
Commonwealth Superannuation Scheme
(CSS) and the NTSSS. The NTGPASS is a
defined benefit contributory lump sum
scheme covering permanent and certain
fixed term employees commencing
Territory public sector employment from
1 October 1986. Most of the Territory
public sector employees not in the
NTGPASS are members of the CSS, which
is a contributory pension scheme and has
been closed to new employees from
October 1986.

NTGPASS and CSS members are also
entitled to a wholly employer-financed
benefit from the NTSSS of 3% of final
salary for each year of service since
1 October 1988. Where the
employer-financed benefit payable from
the NTGPASS and CSS do not meet the
superannuation guarantee level, the
NTSSS benefit is topped up to satisfy the
minimum requirement.

Employees who are not members of either
the NTGPASS or the CSS receive a
superannuation guarantee benefit from the
NTSSS unless alternative superannuation
arrangements have been made.

The NTGPASS comprises over 12 000
members and the CSS covers over 2 200
members. Membership of the NTSSS,
which includes NTGPASS and CSS
members, is over 16 000.
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FACTORS INFLUENCING CHANGE

The main factors which have influenced
the Government’s decision to introduce
new superannuation arrangements for new
entrants are as follows:

• rising public sector superannuation
costs;

• public sector trends for simplification
of scheme designs;

• trend towards increased member
choice and flexibility;

• adequate retirement benefits generated
by an accumulation account; and

• further development of private sector
industry.

RISING PUBLIC SECTOR
SUPERANNUATION COSTS

The actuarially estimated notional
employer contribution rates for the
NTGPASS and CSS (including the
NTSSS) are 13.2% of salaries and 21.9% of
salaries respectively which are
considerably higher than the maximum
superannuation guarantee rate of 9% of
salaries. These schemes would therefore be
regarded as more generous than most other
public and private sector superannuation
schemes.

In addition, as the employer-financed
component of benefits payable from the
schemes are defined benefits, actual
employer superannuation costs are
difficult to determine as they are
dependent on factors such as length of
membership and final average salary, and
in the case of the NTGPASS, elected
contribution rates.

The employer-financed component of
benefits from the schemes are unfunded
and paid on an emerging cost basis. That
is, the employer-financed component is not

paid to the superannuation fund until a
benefit becomes payable to a member at
exit.

Actuarial projections are made of
estimated annual employer-financed
benefit payment costs as well as values of
accrued liabilities (the present value of
expected future benefit payments
attributable to membership of the various
schemes up to the year against which
liabilities are measured). The projections
apply to all Territory schemes except for
the Legislative Assembly Members’
Superannuation Scheme, which is a
funded scheme, and the Administrators’
Pensions Scheme.

The annual benefit payment cost or
emerging cost, for the 1998-99 year is
estimated to be $55M and the value of
accrued liabilities is estimated to be $976M
as at 30 June 1999 for the various Territory
schemes. Assuming that the NTGPASS
and NTSSS remained open schemes for
new entrants, emerging costs would
continue to rise and would have peaked at
$122M in the year 2018-19, while the value
of accrued liabilities would have regularly
risen to a peak of $1 346M at 30 June 2012
(amounts are in today’s values).

The budgeted emerging cost attributable to
the new accumulation scheme arrangement
for the 1999-00 and 2000-01 years are
estimated to be $2.5M and $6.0M
respectively.

The cost in relation to the new
accumulation scheme arrangement is based
on 9% of salaries per annum, which is the
superannuation guarantee rate applying
from 1 July 2002 and onwards. The
application of this rate is useful in showing
the long-term cost effect of introducing the
accumulation scheme arrangement to new
entrants.
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With the introduction of an accumulation
scheme arrangement at the superannuation
guarantee level, there are significant cost
savings for Government, particularly in the
long term.

Figure 10.1 compares the emerging costs of
the existing schemes if they continue
unchanged with the adoption of an
accumulation scheme fully funded at the
maximum superannuation guarantee rate
of 9% of salaries for new entrants. As
shown, there is a slight increase in cost
outlays in the early years attributable to the
introduction of the new arrangements,
with cash savings to start in year 2019-20
rising to a significant annual saving of
$41M in year 2059-60, due to the declining
number of members in the existing
defined benefit schemes.

Figure 10.1
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The adoption of a fully funded
accumulation scheme arrangement for
new entrants will immediately reduce
the Government’s unfunded accrued
superannuation liabilities.

Figure 10.2 compares the accrued
liabilities of the existing schemes if they
continue unchanged with the
introduction of the new scheme at 9% of

salaries for new entrants. As shown,
accrued liabilities will reduce from
around $1 018M at 30 June 2000 to around
$5M by 2060.

Under the new arrangements, the
Government’s superannuation liabilities
are expected to be fully funded by 2061.

The new superannuation arrangements
will therefore be more affordable to
Territory taxpayers (including future
generations of taxpayers) and will provide
the Government with more financial
control over its superannuation liabilities.

Figure 10.2
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PUBLIC SECTOR TRENDS FOR
SIMPLIFICATION OF SCHEME
DESIGN

All State and Territory jurisdictions, apart
from Queensland and Tasmania, have
closed or are intending to close their
defined benefit schemes to new entrants.
The new schemes are accumulation based,
funded at the superannuation guarantee
level.

The Commonwealth announced
significant changes to the Public Sector
Superannuation Scheme which is a
defined benefit scheme covering
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Commonwealth and Australian Capital
Territory public sector employees.
Legislation effecting the changes is still
before the Commonwealth Parliament.
However, it is expected that the existing
scheme will be closed to new entrants from
1 July 1999. New entrants after that date
will be offered fully funded accumulation
scheme arrangements.

No changes have been announced in
Queensland and Tasmania, but reviews are
currently being undertaken of their
existing superannuation arrangements.

While rising superannuation costs and
unfunded liabilities have been
important factors for Governments,
increasing complexity in
Commonwealth superannuation and
taxation rules have also influenced the
introduction of simpler scheme
structures.

Defined benefit schemes, such as the
existing Territory public sector schemes,
are complex schemes as the
employer-financed component of benefits
are determined according to a formula
based on length of membership and final
average salary. NTGPASS is further
complicated with vesting arrangements for
resignation benefits prior to ten years
membership.

Accumulation schemes are simpler in
design as benefits are determined by the
amount contributed by the employer and
the employee into the employee’s member
account plus any earnings on those
contributed amounts less any
administrative charges.

The introduction of the superannuation
guarantee from 1 July 1992 was the first of
a string of superannuation changes which
added complexity, particularly for public
sector defined benefit schemes. For the
Territory, the commencement of the

superannuation guarantee meant that the
NTSSS required complex modifications to
ensure that benefits paid to employees,
including those in the CSS and NTGPASS,
met the statutory minimum level.

In recent times, constant changes to
superannuation rules such as those
applying to the preservation standards
have been difficult to implement. Also, tax
changes,
in particular, the Commonwealth’s
superannuation contributions surcharge
tax, have caused various administrative,
financial and equity implications for many
public sector defined benefit schemes.

Hence, the simplicity and flexibility
offered by accumulation scheme
arrangements allow such regulatory
changes to be adopted and implemented in
an easier and more timely manner.

INCREASED MEMBER CHOICE
AND FLEXIBILITY

Working patterns have changed rapidly
over the years with greater mobility and
flexibility inherent in current work
practices. In addition, individuals are
better informed of superannuation and
investment issues and are choosing to
make their own decisions in respect of
their financial arrangements.

Accumulation funds are better able to
accommodate choice and offer increased
flexibility for members with regards to:

• voluntary contributions and spouse
contributions;

• packaging and salary sacrifice
arrangements for superannuation
purposes;

• administrative simplicity to
accommodate more flexible work
practices including extended leave,
broken work patterns, part-time and
casual employment;
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• offering more than one choice of
investment strategy to allow members
to choose a strategy which is more
suited to their individual needs and
financial situations; and

• death and disablement insurance cover
levels.

The Commonwealth’s Superannuation
Legislation Amendment (Choice of
Superannuation Funds) Bill 1998 is
anticipated to be introduced with effect
from 1 July 1999, to require employers to
provide new employees a choice of at least
four funds to which superannuation
guarantee contributions will be paid. The
arrangements are extended to existing
employees from 1 July 2000. The choices
must include a public offer fund, a
Retirement Savings Account, an industry
fund and an in-house fund if applicable.
Alternatively, employers can provide
unlimited choice.

The introduction of legislation requiring
fund choice illustrates the
Commonwealth’s intention for increased
member flexibility and choice in the
superannuation industry.

The Territory Government’s decision to
offer new employees unlimited choice
from 10 August 1999 will provide
maximum flexibility as well as allow
employees to actively participate in their
own superannuation arrangements.
However, members in the NTGPASS and
NTSSS will not be provided with
unlimited choice due to fiscal
consequences associated with being
required to fund the benefits of members
transferring from the unfunded schemes.

RETIREMENT BENEFITS PAYABLE

Overall, benefits payable from an
accumulation account will provide an
adequate retirement income.

As an example, an Administrative Officer 1
(AO1) who commences employment at the
age of 17 in 1999 and remains an AO1 until
age 60 (a conservative assumption), will
receive a lump sum retirement benefit of
about $450 000 (in 1999 dollars) from an
accumulation account. This equates to a
pension entitlement of approximately
$32 000 per year. This assumes a real rate of
wages growth of 1.2%, a 5% of salary
employee contribution (the current
NTGPASS average) and a real 4% rate of
return on investments.

FURTHER DEVELOPMENT OF
PRIVATE SECTOR INDUSTRY

Superannuation scheme administration is
regarded as an area requiring specialist
knowledge, systems and processes to keep
pace with the constant changing nature of
superannuation regulation, as well as the
provision of efficient services to interested
parties. Consequently, public sector trends
have indicated preferences to appoint
external suppliers rather than to continue
with in-house arrangements.

The growth of superannuation business
brought about by Commonwealth
Government policy initiatives has resulted
in private sector industry being highly
competitive with greater efficiency and
hence lower costs.

The provision of business to the private
sector will also reduce the Government’s
role in superannuation scheme
administration and allow it to focus on core
Government functions.

The Commonwealth and Australian
Capital Territory Governments have also
announced that the scheme administration
for new public sector entrants will be
out-sourced from 1 July 1999 and similar
reforms are taking place in other
jurisdictions with particular regard to
administration systems.
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The new Territory public sector
superannuation arrangements will
therefore further promote the

development of private sector industry
and encourage increased efficiencies in
the delivery of services to members.
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Chapter 11

PUBLIC SECTOR REPORTING

There are multiple users of Budget material,
including the members of the Legislative
Assembly, the Northern Territory
Government, the community, other
jurisdictions and external analysts. The
Territory also has statutory and national
reporting obligations which need to be
observed.

This chapter discusses the various budget
presentations. The presentations are based
on two scopes: the Northern Territory
Budget Sector; and the nationally agreed
Uniform Presentation Framework.
Differences between the various scopes,
formats and treatment of different items
between the presentations and information
supplied to the Australian Bureau of
Statistics (ABS) will also be explained.

Recent changes to public sector reporting
will be addressed, followed by a discussion
of the implications of these changes on the
Territory’s reporting requirements.

SCOPES OF FINANCIAL DATA

The Territory Budget Papers present two
different scopes for recording and
classifying financial data: the Northern
Territory Budget sector that includes
outlays and receipts traditionally included
in the Territory’s budget; and the Uniform
Presentation Framework.

Since 1988-89, the Territory Budget Papers
have presented budget information in a
form consistent with the system of
Government Finance Statistics as specified
by the ABS. For consistency of reporting

and comparability between jurisdictions, it
was agreed at the 1991 Premiers’
Conference that all jurisdictions should
publish certain budget and financial
information on a uniform basis. In 1995 the
agreed presentations were enhanced and
incorporated in Uniform Presentation
Framework.

NORTHERN TERRITORY BUDGET
SCOPE

Northern Territory Budget sector data
comprises all General Government
Agencies and Government Business
Divisions as determined under the
Financial Management Act, plus the
Northern Territory University. Data is
presented on two bases: the gross
presentation which includes all the
transactions between Agencies; and the
economic transactions framework or the
net presentation in which transactions
between the sectors are eliminated. The net
presentation identifies the net impact of
the Territory budget on the economy.

Figure 11.1 illustrates the conventional
Budget Gross Outlays and Receipts
summary according to outlays by category
of cost, receipts by source, and use of
balances.

Figure 11.2 is in the economic transactions
format.

The main adjustments required to convert
the gross presentation into the net
presentation are:
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• expenditures are disaggregated into
current and capital components;

• transfers within the Budget sector are
removed from both expenditure and
receipts;

• charges, recoveries and second hand
asset sales are netted off against
expenditures, so that only the net
impact on the Budget is recorded; and

• borrowings and net advances are
treated as financing transactions.

The Territory’s budget presentations treat
Revenue Replacement Payments as
Commonwealth grants. However, the ABS
treats these payments as if they were State
and Territory own source revenue.
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Figure 11.1

NORTHERN TERRITORY PUBLIC SECTOR

GROSS OUTLAYS AND RECEIPTS

1998-99 Estimate
1999-00    
Budget

$M $M

OUTLAYS BY ACCOUNT 2 935 2 998
  General Agency Operating Accounts 2 278 2 281
  Business Division Operating Accounts  657  717

OUTLAYS BY CATEGORY OF COST 2 935 2 998
  Personnel Costs  929  988
  Operational Costs  881  889
  Capital Expenditure  265  303
  Grants and Subsidies  542  463
  Interest  239  227
  Advances  69  117
  Advance to the Treasurer  9  12

RECEIPTS BY ACCOUNT 2 894 3 007
  Consolidated Revenue Account 1 620 1 667
  General Agency Operating Accounts  597  635
  Business Division Operating Accounts  677  706

RECEIPTS BY SOURCE 2 894 3 007
  Taxes Fees and Fines  236  251
  Charges  593  626
  Miscellaneous Receipts  45  36
  Sale of Land  13  13
  Capital Receipts  166  123
  Property Income  31  31
  Interest Received  35  35
  Advances Received  39  43
  General Purpose Commonwealth Grants 1 050 1 090
  Commonwealth Revenue Replacement Payments  120  123
  Other Commonwealth Grants  325  310
  Territory Borrowing - 3  45
  Intrasector Receipts  245  281

USE OF BALANCE (a)  41 - 9
  Consolidated Revenue Account  17 - 16
  General Agency Operating Accounts  44 - 4
  Business Division Operating Accounts - 20  11

(a) OPENING BALANCE  268  227
      Consolidated Revenue Account  19  2
      General Agency Operating Accounts  132  88
      Business Division Operating Accounts  116  137

      less CLOSING BALANCE  227  236
      Consolidated Revenue Account  2  18
      General Agency Operating Accounts  88  92
      Business Division Operating Accounts  137  125

Budget Sector

Note: Totals may not add due to rounding.
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Figure 11.2

NORTHERN TERRITORY PUBLIC SECTOR

ECONOMIC TRANSACTIONS

1998-99 
Estimate

1999-00 
Budget

$M $M

CURRENT EXPENDITURE 1 707 1 744
  Final Consumption Expenditure 1 244 1 257
  Current Grants and Subsidies  292  311
  Interest Paid  172  176

CAPITAL EXPENDITURE  259  231
  New Fixed Assets  240  228
  Capital Grants  166  57
  Other Net Expenditure - 146 - 55

               less

TERRITORY REVENUE  431  453
  Taxes Fees and Fines  236  251
  Property Income  31  31
  Interest Received  35  35
  Unsubsidised Surplus of Business Divisions  128  137

COMMONWEALTH GRANTS 1 495 1 523
  General Purpose Grants 1 050 1 090
  Revenue Replacement Payments  120  123
  Other Grants  325  310

               equals

INCREASE IN TERRITORY DEBT - 11 - 11
  Net Territory Borrowing - 3  45
  Commonwealth Advances - 8 - 56

DECREASE IN FINANCIAL ASSETS  52  10
  Net Territory Advances Repaid  11  19
  Use of Balances  41 - 9

INTRASECTOR TRANSACTIONS
  Other Net Intrasector Transactions

CHANGE IN NET DEBT  41 - 1

Budget Sector

Note: Totals may not add due to rounding.
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UNIFORM PRESENTATION
FRAMEWORK

Under the Uniform Presentation
Framework, jurisdictions have agreed to
publish particular information in an
agreed format in their Budget Papers. The
Uniform Presentation Framework
presentations agreed in March 1997, have
been expanded to include data on an
economic transactions basis for five sectors:
General Government; Public Trading
Enterprises (PTE); Public Financial
Enterprises (PFE); and aggregates for the
total non-financial public sector and the
total public sector. Also included is:

• three years of forward estimates for the
General Government sector;

• outlays dissected by government
purpose classification;

• details of taxes collected; and

• Loan Council Allocation for the current
financial year and the forthcoming
budget year.

Under the uniform presentation
agreement, those jurisdictions with early
budgets (pre June) do not need to publish
information relating to public financial
enterprises and the total public sector as
part of their budget reporting. This data is
to be published in jurisdictions’ outcomes
reports, for example, Treasurer’s Annual
Financial Report. However, for
completeness of reporting, the Territory
has presented information on all sectors.
The PFE sector in these Budget Papers is
consistent with the Territory’s budget
scope in that it includes the Northern
Territory Treasury Corporation. The
Territory Insurance Office has not been
included in the PFE sector even though it is
included by the ABS.

Differences between the Northern Territory
Budget sector and the Uniform Presentation

Framework economic transactions
framework presentations are:

• the distribution of funds from TAB is
treated as an intrasector transaction in
the Territory Budget, whilst under the
Uniform Presentation Framework it is
treated as operational expenditure by a
public trading enterprise and an
indirect tax received by General
Government;

• stamp duties paid by NT Housing are
treated as an intrasector transaction in
the Territory Budget, whilst under the
Uniform Presentation Framework they
are treated as operational expenditure
by a public trading enterprise and an
indirect tax received by General
Government;

• payments for the Mortgage Assistance
Scheme Adjustments and the Building
Apprenticeship Scheme are treated as
grants in the Budget and operational
expenditure under the Uniform
Presentation Framework;

• net advances paid are treated as
financing transactions by the Territory
whilst the Uniform Presentation
Framework treats these as capital
expenditure;

• sales of second hand assets are
included under other net capital
expenditure by the Territory, but
under the Uniform Presentation
Framework they are netted off against
new fixed assets to give gross capital
expenditure; and

• equity sales are included in other net
capital expenditure by the Territory
whilst the Uniform Presentation
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Framework includes them in net
advances paid.

The tables that follow meet the Territory’s
national Uniform Presentation Framework
reporting requirements.

Figure 11.3

UNIFORM PRESENTATION - NORTHERN TERRITORY

GENERAL GOVERNMENT 

1998-99 
Estimate

1999-00 
Budget

2000-01 
Forward 
Estimate

2001-02 
Forward 
Estimate

2002-03 
Forward   
Estimate

$M $M $M $M $M

CURRENT OUTLAYS 1 607 1 663 1 727 1 789 1 854
   Final Consumption Expenditure 1 218 1 229 1 284 1 341 1 399
   Interest Payments  106  125  125  125  125
   Subsidies Paid to PTE's and PFE's  25  48  50  49  49
   Current Grants  202  203  208  213  218
   Other Current Payments  56  58  60  61  63

CAPITAL OUTLAYS  218  166  202  204  187
   Gross Capital Expenditure  159  138  122  129  134
     New Fixed Capital Expenditure  180  159  143  150  155
     Secondhand Assets Sales - 21 - 21 - 21 - 21 - 21
   Capital Grants  66  89  76  77  54
   Net Advances Paid - 3 - 53  4  4  4
   Other Capital Outlays - 4 - 8 - 6 - 5

TOTAL OUTLAYS 1 825 1 829 1 929 1 993 2 041
TOTAL OUTLAYS (c) 1 828 1 882 1 925 1 989 2 037

REVENUE 1 777 1 816 1 905 1 984 2 068
   Taxes, Fees and Fines (a)  237  248  268  278  290
   Interest Received  27  24  19  20  20
   Grants Received  (b) 1 461 1 492 1 559 1 627 1 699
   Dividends Received from PTE's and PFE's  19  17  25  24  24
   Other Revenue  33  35  34  35  35

DEFICIT AND FINANCING TRANSACTIONS  48  12  24  9 - 27
   Net Advances Received - 8 - 56 - 53 - 14 - 14
   Net Domestic and Overseas Borrowings  1  1  2
   Increase in Provisions (net)
   Other Financing Transactions  55  67  75  23 - 13

         Less

  Increase in Provisions 

   DEFICIT  48  12  24  9 - 27

        Less

Net Advances Paid - 3 - 53  4  4  4

DEFICIT ADJUSTED (c)  51  65  20  5 - 31

NET DEBT  903  912  933  940  910

Note: (a) Excluding Revenue Replacement Payment from the Commonwealth.
(b) Includes Revenue Replacement Payment from the Commonwealth.
(c) Excludes Net Advances Paid.
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Figure 11.4

UNIFORM PRESENTATION - NORTHERN TERRITORY

PUBLIC TRADING ENTERPRISES
1998-99 
Estimate

1999-00 
Budget

$M $M

CURRENT OUTLAYS  74  61
   Interest Payments  67  51
   Other Current Payments  7  10

CAPITAL OUTLAYS  22  75
   Gross Capital Expenditure  29  32
     New Fixed Capital Expenditure  57  64
     Expenditure on Secondhand Assets (net) - 28 - 32
   Capital Grants
   Net Advances Paid - 16  39
   Other Capital Outlays  9  4

TOTAL OUTLAYS  96  136
TOTAL OUTLAYS (excluding net Advances paid)  112  97

REVENUE  78  89
   Net Operating Surplus of PTE's  60  68
   Interest Received  18  21
   Grants Received
   Other Revenue

DEFICIT AND FINANCING TRANSACTIONS  18  47
   Net Advances Received
   Net Domestic and Overseas Borrowings - 18 - 21
   Increase in Provisions  55  57
   Other Financing Transactions - 19  11

        Less

  Increase in Provisions  55  57

   DEFICIT - 37 - 10

        Less

Net Advances Paid - 16  39

DEFICIT ADJUSTED FOR NET ADVANCES PAID - 21 - 49

NET DEBT  495  505
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Figure 11.5

UNIFORM PRESENTATION - NORTHERN TERRITORY

TOTAL NON-FINANCIAL PUBLIC SECTOR
1998-99 
Estimate

1999-00 
Budget

$M $M

CURRENT OUTLAYS 1 681 1 724
   Final Consumption Expenditure 1 219 1 229
   Interest Payments  172  176
   Current Grants  234  261
   Other Current Payments  56  58

CAPITAL OUTLAYS  240  241
   Gross Capital Expenditure  188  170
     New Fixed Capital Expenditure  237  223
     Expenditure on Secondhand Assets (net) - 49 - 53
   Capital Grants  66  89
   Net Advances Paid - 19 - 14
   Other Capital Outlays  5 - 4

TOTAL OUTLAYS 1 921 1 965
TOTAL OUTLAYS (excluding net Advances paid) 1 940 1 979

REVENUE 1 855 1 905
   Taxes, Fees and Fines (a)  238  248
   Operating Surplus of PTE's and PFE's  60  68
   Interest Received  45  45
   Grants Received (b) 1 461 1 492
   Other Revenue  51  52

DEFICIT AND FINANCING TRANSACTIONS  66  59
   Net Advances Received - 8 - 56
   Net Domestic and Overseas Borrowings - 17 - 20
   Increase in Provisions  55  57
   Other Financing Transactions  36  78

        Less

   Increase in Provisions  55  57

   DEFICIT  11  2

        Less

Net Advances Paid - 19 - 14

DEFICIT ADJUSTED FOR NET ADVANCES PAID  30  16

NET DEBT 1 398 1 417

Note: (a) Excluding Revenue Replacement Payment from the Commonwealth.
(b) Includes Revenue Replacement Payment from the Commonwealth.
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Figure 11.6

UNIFORM PRESENTATION - NORTHERN TERRITORY

PUBLIC FINANCIAL ENTERPRISES
1998-99 
Estimate

1999-00 
Budget

$M $M

CURRENT OUTLAYS  79  60
   Interest Payments  65  50
   Other Current Payments  14  10

CAPITAL OUTLAYS - 3 - 4
   Gross Capital Expenditure
     New Fixed Capital Expenditure
     Expenditure on Secondhand Assets (net)
   Capital Grants
   Net Advances Paid - 3 - 4
   Other Capital Outlays

TOTAL OUTLAYS  76  56
TOTAL OUTLAYS (excluding net Advances paid)  79  60

REVENUE  65  50
   Net Operating Surplus of PTE's - 2 - 2
   Interest Received  67  52
   Grants Received
   Other Revenue

DEFICIT AND FINANCING TRANSACTIONS  10  6
   Net Advances Received
   Net Domestic and Overseas Borrowings  13  65
   Increase in Provisions
   Other Financing Transactions - 3 - 59

        Less

  Increase in Provisions

   DEFICIT  10  6

        Less

Net Advances Paid - 3 - 4

DEFICIT ADJUSTED FOR NET ADVANCES PAID  13  10

NET DEBT - 77 - 67
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Figure 11.7

UNIFORM PRESENTATION - NORTHERN TERRITORY

TOTAL PUBLIC SECTOR
1998-99 
Estimate

1999-00 
Budget

$M $M

CURRENT OUTLAYS 1 676 1 716
   Final Consumption Expenditure 1 219 1 229
   Interest Payments  172  176
   Current Grants  229  253
   Other Current Payments  56  58

CAPITAL OUTLAYS  237  238
   Gross Capital Expenditure  188  170
     New Fixed Capital Expenditure  237  223
     Expenditure on Secondhand Assets (net) - 49 - 53
   Capital Grants  66  89
   Net Advances Paid - 22 - 17
   Other Capital Outlays  5 - 4

TOTAL OUTLAYS 1 913 1 954
TOTAL OUTLAYS (excluding net Advances paid) 1 935 1 971

REVENUE 1 836 1 888
   Taxes, Fees and Fines (a)  237  248
   Operating Surplus of PTE's and PFE's  58  67
   Interest Received  47  46
   Grants Received (b) 1 461 1 492
   Other Revenue  33  35

DEFICIT AND FINANCING TRANSACTIONS  75  66
   Net Advances Received - 8 - 56
   Net Domestic and Overseas Borrowings - 5  46
   Increase in Provisions  55  57
   Other Financing Transactions  33  19

        Less

   Increase in Provisions  55  57

   DEFICIT  20  9

        Less

Net Advances Paid - 22 - 17

DEFICIT ADJUSTED FOR NET ADVANCES PAID  42  26

NET DEBT 1 321 1 350

Note: (a) Excluding Revenue Replacement Payment from the Commonwealth.
(b) Includes Revenue Replacement Payment from the Commonwealth.
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Figure 11.8

UNIFORM PRESENTATION - NORTHERN TERRITORY

TAXES  COLLECTED

1998-99 
Estimate

1999-00 
Budget

$M $M

TOTAL TAXES   237   248

TAXES ON EMPLOYERS' PAYROLL AND LABOUR   89   94
FORCE TAXES

TAXES ON PROPERTY   67   68
    Stamp duties on financial and capital transactions   45   47
    Financial institutions' transactions taxes   22   21

TAXES ON THE PROVISION OF GOODS AND SERVICES   39   41
    Taxes on gambling   32   34
    Taxes on insurance   7   7

TAXES ON USE OF GOODS AND PERFORMANCE OF   42   45
ACTIVITIES
    Motor vehicle taxes   29   31
    Other   13   14



Issues in Public Finance

106

Figure 11.9

UNIFORM PRESENTATION - NORTHERN TERRITORY

GENERAL GOVERNMENT

EXPENDITURE BY GOVERNMENT PURPOSE CLASSIFICATION

1998-99      
Estimate

1999-00 
Budget

$M $M

TOTAL OUTLAYS  1 825  1 829

CURRENT EXPENDITURE  1 607  1 663
  General Public Services   252   300
  Public Order and Safety   176   178
  Education   356   343
  Health   332   332
  Social Security and Welfare   53   60
  Housing and Community Amenities   38   55
  Recreation and Culture   87   84
  Fuel and Energy   2   3
  Agriculture, Forestry, Fishing and Hunting   54   37
  Mining and Mineral Resources, Other than Fuels; Manufacturing   21   22
  Transport and Communication   105   100
  Other Economic Affairs   57   57
  Other Purposes   74   92

CAPITAL EXPENDITURE   218   166
  General Public Services   56   75
  Public Order and Safety   16   10
  Education   29   15
  Health   17   22
  Social Security and Welfare
  Housing and Community Amenities   37   17
  Recreation and Culture   14   9
  Fuel and Energy   1 -  55
  Agriculture, Forestry, Fishing and Hunting   2   1
  Mining and Mineral Resources, Other than Fuels; Manufacturing -  2 -  1
  Transport and Communication   54   71
  Other Economic Affairs -  6   2
  Other Purposes
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Figure 11.10

UNIFORM PRESENTATION - NORTHERN TERRITORY

PUBLIC TRADING ENTERPRISES

EXPENDITURE BY GOVERNMENT PURPOSE CLASSIFICATION

1998-99      
Estimate

1999-00 
Budget

$M $M

TOTAL OUTLAYS   96   136

CURRENT EXPENDITURE   74   61
  General Public Services
  Public Order and Safety
  Education
  Health
  Social Security and Welfare
  Housing and Community Amenities   91   80
  Recreation and Culture
  Fuel and Energy -  22 -  23
  Agriculture, Forestry, Fishing and Hunting
  Mining and Mineral Resources, Other than Fuels; Manufacturing
  Transport and Communication   5   4
  Other Economic Affairs
  Other Purposes

CAPITAL EXPENDITURE   22   75
  General Public Services
  Public Order and Safety
  Education
  Health
  Social Security and Welfare
  Housing and Community Amenities -  12   39
  Recreation and Culture   1   1
  Fuel and Energy   27   24
  Agriculture, Forestry, Fishing and Hunting
  Mining and Mineral Resources, Other than Fuels; Manufacturing
  Transport and Communication   6   11
  Other Economic Affairs
  Other Purposes
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Figure 11.11

UNIFORM PRESENTATION - NORTHERN TERRITORY

TOTAL NON-FINANCIAL PUBLIC SECTOR

EXPENDITURE BY GOVERNMENT PURPOSE CLASSIFICATION

1998-99      
Estimate

1999-00 
Budget

$M $M

TOTAL OUTLAYS  1 921  1 965

CURRENT EXPENDITURE  1 681  1 724
  General Public Services   253   300
  Public Order and Safety   176   178
  Education   355   343
  Health   332   332
  Social Security and Welfare   53   60
  Housing and Community Amenities   130   135
  Recreation and Culture   87   84
  Fuel and Energy -  21 -  21
  Agriculture, Forestry, Fishing and Hunting   54   37
  Mining and Mineral Resources, Other than Fuels; Manufacturing   21   22
  Transport and Communication   110   104
  Other Economic Affairs   57   57
  Other Purposes   74   93

CAPITAL EXPENDITURE   240   241
  General Public Services   56   75
  Public Order and Safety   16   9
  Education   29   15
  Health   17   22
  Social Security and Welfare
  Housing and Community Amenities   26   57
  Recreation and Culture   14   10
  Fuel and Energy   29 -  31
  Agriculture, Forestry, Fishing and Hunting   2   1
  Mining and Mineral Resources, Other than Fuels; Manufacturing -  2 -  2
  Transport and Communication   59   83
  Other Economic Affairs -  6   2
  Other Purposes
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Figure 11.12

LOAN COUNCIL ALLOCATION (BUDGET PRESENTATION)
NORTHERN TERRITORY

1998-99 1999-00 
Estimate Budget

$M $M

General government sector deficit/surplus  48  13
PTE sector net financing requirement - 37 - 10

Non-Financial Public sector deficit/surplus  11  3
Memorandum items   -   -

Loan Council Allocation  11  3

Note: The revised full year estimate for 1998-99 as published in the 1999 Mid Year Report was $52M. The Loan Council nomination for 1999-00
provided at the same time was $45M. The differences between the two estimates is a deficit reduction in both years of $41M and $42M
respectively. The improvement for 1998-99 is largely attributable to:

• increases in revenue of $4M relating to the balance of proceeds from the sale of Ayers Rock Resort;

• a budget improvement in the PTE sector of $15M; and

• the transfer of Allocation between years amounting to $22M, particularly in capital works, taxi licences and communications infrastructure.

Improvements for 1999-00 are largely attributable to:

• increases in Commonwealth payments totalling $16M;

• increases in payroll tax revenue of $5M; and

• a budget improvement in the PTE sector of $14M.

COMPARISONS BETWEEN BUDGET
AND UNIFORM PRESENTATION

SCOPES

As for all jurisdictions, the coverage of
entities for the Territory under the
Uniform Presentation Framework is
broader than what is included in the
Territory’s Budget sector.

Figure 11.13 compares the Territory Budget
and the Uniform Presentation Framework
data for 1999-00 using the uniform
presentation format. This presentation
allows for the differences in scope and the
different treatment of transactions to be
easily identified.

The key difference between the two
presentations is the treatment of Net
Advances Paid. The ABS have revised their
treatment of Net Advances Paid which
were previously included in capital
outlays. These have been removed and are

now included in Financing Transactions,
which is consistent with the Northern
Territory Budget scope presentation. The
Territory has not received notification to
align the Uniform Presentation Framework
with this revised treatment.

The material adjustments that have been
made to Budget sector data to achieve the
Uniform Presentation Framework are as
follows:

• Northern Territory University is
classified as a multi-jurisdictional
Agency, reflecting the shared
responsibility between the
Commonwealth, and the States and
Territories for universities;

• off-budget entities such as the Ayers
Rock Resort Corporation, the
Conditions of Service Trust and the
NT Legal Aid Commission are brought
into scope;
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• all Government Business Divisions are
treated as PTEs in the Budget sector.
The Uniform Presentation Framework
treats only those Government Business
Divisions that trade in the market
place, such as the Power and Water
Authority, as PTEs. Other Government
Business

Divisions, such as the NT Fleet are
included in the General Government
sector; and

• the Northern Territory Treasury
Corporation is removed from the
General Government sector and
reclassified as a PFE. Transactions
relating to General Government
financing continue to be reported in the
General Government sector.
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Figure 11.13

NORTHERN TERRITORY PUBLIC SECTOR

ECONOMIC TRANSACTIONS

1999-00

Uniform Presentation

Territory
Budget
Sector

Adjustments
for Scope

Differences

Adjustments
for Treatment
Differences

Total
Variation

Total
Public
Sector

$M $M $M $M $M

CURRENT OUTLAYS 1 744 - 60  32 - 28 1 716
   Final Consumption Expenditure 1 257 - 70  42 - 28 1 229
   Interest Payments  176  176
   Current Grants  311  10 - 68 - 58  253
   Other Current Payments  58  58  58

CAPITAL OUTLAYS  212  25  25  238
   Gross Capital Expenditure  173 - 7  3 - 4  169
     New Fixed Capital Expenditure  228 - 7  1 - 6  223
     Expenditure on Secondhand Assets (d) - 55  2  2 - 53
   Capital Grants  57  33 - 1  32  89
   Net Advances Paid (e) - 19 - 1  2  1 - 17
   Other Capital Outlays - 4 - 4 - 4

TOTAL OUTLAYS 1 956 - 35  32 - 3 1 953
TOTAL OUTLAYS (c) 1 974 - 34  30 - 4 1 970

REVENUE 1 976 - 47 - 42 - 89 1 888
   Taxes, Fees and Fines (a)  251 - 5  2 - 3  248
   Operating Surplus of PTE's and PFE's  137 - 73  3 - 70  67
   Interest Received  35  62 - 51  11  46
   Grants Received (b) 1 523 - 31 - 31 1 492
   Other Revenue  31  4  4  35

DEFICIT AND FINANCING TRANSACTIONS - 20  11  75  86  66
   Net Advances Received - 56 - 56
   Net Domestic and Overseas Borrowings  45  1  1  46
   Increase in Provisions  57  57  57
   Other Financing Transactions - 9 - 47  75  28  19

        Less

   Increase in Provisions  57  57  57

   DEFICIT - 20 - 46  75  29  9

        Less

Net Advances Paid - 19 - 1  2  1 - 17

DEFICIT ADJUSTED (c) - 1 - 45  73  28  26

Note: (a) Excluding Revenue Replacement Payment from the Commonwealth.
(b) Includes Revenue Replacement Payment from the Commonwealth.
(c) Excludes Net Advances Paid.
(d) Expenditure has been offset by Revenue to derive Expenditure on Secondhand Assets.
(e) Included under Decrease in Financial Assets in the Budget presentation.



Issues in Public Finance

112

DEVELOPMENTS IN PUBLIC SECTOR
REPORTING

There has been increasing emphasis given
to accrual reporting over the past few years.
This culminated in the Public Sector
Accounting Standards Board (PSASB)
issuing Australian Accounting Standard
(AAS 31) Financial Reporting by
Governments.

AAS 31 requires that assets, liabilities,
revenues and expenses arising from
transactions or other events are recognised
in the financial statements when they have
an economic impact on the Government,
regardless of when the associated cash
flows occur.

Compliance with Australian Accounting
Standards, including AAS 31 is at the
discretion of each jurisdiction. There is no
legislative requirement for the Territory to
comply with the Australian Accounting
Standards and therefore report on an
accrual basis at the whole of government
level. However, for some time now the
Territory has been reporting
supplementary asset and liability
information in the Treasurer’s Annual
Financial Report and individual Agency
Annual reports. This information has been
improved and the Territory will be in a
position to prepare preliminary accrual
financial statements for 1998-99.

A project team within Treasury has been
set up to work on the task of implementing
AAS 31. Efforts will continue during
1999-00 to produce trial accrual whole of
government financial statements for
1999-00 that accord with AAS 31 and meet
the emerging accrual ABS reporting
requirements.

The biggest issue facing the Territory in
complying with AAS 31 is the recognition
and measurement of Agency non-current

assets and the depreciation of
infrastructure assets. To address this, an
asset taskforce has been established. This
taskforce will work in conjunction with the
project team to:

• assist Agencies with the identification
and valuation of physical assets;

• to verify Agencies current asset
registers;

• to assist Agencies with capturing data
in an appropriate system; and

• to provide Agency training.

AUSTRALIAN BUREAU OF
STATISTICS

There has been a range of recent and
forthcoming developments in Government
Finance Statistics (GFS). The most
significant development is a shift from a
cash to an accrual basis of recording GFS.
Scheduled for implementation in the
June 1999 Government Finance Statistics
publications with respect to 1997-98 data,
this change in recording method will entail
revised classifications, a new presentation
and new measures to summarise financial
activity.

Most jurisdictions have converted, or are in
the process of converting, to an accrual
based system of reporting, accounting and
budgeting. As a result, jurisdictions are
finding that they are unable to provide
cash data at the detailed level required by
the ABS. Consequently, the ABS have
similarly moved to an accrual based
reporting of governments finances.

With the introduction of accrual reporting
by the ABS, their focus has shifted from an
economic presentation to an accounting
presentation. This can be seen from the
requirement to produce an Operating
Statement, a Statement of Financial
Position (Balance Sheet) and a Statement of
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Cash Flow. A reconciliation between the
stocks and flows is also required. The ABS
proposed format for an accrual based GFS
is appended to this chapter.

IMPLICATIONS ON THE
REPORTING OF PUBLIC SECTOR
FINANCES

While much of the information that is
currently reported will be available in one
form or another, particularly in the Cash
Flow Statement, the new approach will
arguably result in less, rather than more,
transparency in public sector reporting.

In particular, the inclusion of non cash
costs such as depreciation, in what is
designed to be the main GFS table places
government reporting on a similar basis to
the private sector. However, the higher the
level of abstraction in presentation, for
example, the concept of “Net Worth” the
more sophisticated the judgement that will
be required to ascertain the real position of
a jurisdiction.

Furthermore, despite the best of intentions,
it is  conceivable that attitudes to
accounting treatment rather than the actual
position will cloud the financial
performance.

The Territory has used net debt and its
derivation as the focus for public sector
fiscal performance. The new Cash Flow
Statement will enable net debt to be
derived, though the information for its
calculation will be more aggregated than
the existing cash GFS presentation. While
the loss of information from this
aggregation is itself some cause for
concern, the greater concern is more to do
with the distraction the other formats may
cause. Public sector financial reporting
needs transparency and simplicity. That is
best achieved by providing meaningful
and useful information not just more data.

The Northern Territory will publish the
revised formats to comply with the
national reporting requirements, but has
no plans at this stage to change its core
presentations of fiscal policy outcomes.
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Figure 11.14

PROPOSED PRESENTATION OF GFS ON AN ACCURAL ACCOUNTING BASIS
OPERATING STATEMENT ($M)

Net Operating Result
Revenue

Taxes
Fees and Charges
Interest earned
Grants received
Other

Total Revenue

Less Expenses
Gross operating expenditure

Depreciation
Superannuation
Other operating expenses

Total gross operating expenditure
Interest expense
Current Transfers

Grants to other governments
Other current transfers

Capital Transfers
Grants to other governments
Other capital transfers

Total Expenses

Total net operating result

Application/financing of net operating result
Increase in net worth

Increase in net non-financial assets
Gross fixed capital formation
Other movements in non-financial assets
Less Depreciation
Total net capital formation

Plus Revaluations of non-financial assets
Total increase in net non-financial assets

Increase in net financial assets
Advances paid (net)
Less Borrowing (net)
Less Advances received (net)
Plus Other movements in financial assets and liabilities
Total net lending

Plus Revaluations of financial assets and liabilities
Total increase in net financial assets

Total increase in net worth
Less Effects of revaluations

Net operating result
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Figure 11.15

PROPOSED PRESENTATION OF GFS ON AN ACCURAL ACCOUNTING BASIS
BALANCE SHEET ($M)

Assets
Financial assets

Cash, deposits and investments
Advances paid
Other non-equity assets
Equity

Total financial assets

Non-financial assets
Land
Fixed assets
Other non-financial assets

Total non-financial assets

Total assets

Liabilities
Deposits held
Advances received
Borrowing
Provisions (other than depreciation and bad debts)

Employee related
Other

Other non-equity liabilities

Total liabilities

Net worth
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Figure 11.16

PROPOSED PRESENTATION OF GFS ON AN ACCURAL ACCOUNTING BASIS
RECONCILIATION OF STOCKS AND FLOWS ($M)

Opening
balance

Net result of
transactions

Revaluations and
other changes

Closing
balance

Assets
Financial assets

Cash, deposits and investments
Advances paid
Other non-equity assets
Equity

Total financial assets

Non-financial assets
Land
Fixed assets
Other non-financial assets

Total non-financial assets

Total assets

Liabilities
Borrowing and deposits held
Advances received
Provisions

Employee related
Other

Other non-equity liabilities

Total liabilities

Net worth
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Figure 11.17

PROPOSED PRESENTATION OF GFS ON A CASH ACCOUNTING BASIS
CASH FLOW STATEMENT ($M)

Revenue and grants
Revenue

Current revenue
Taxes
Fees and charges
Other current revenue

Capital revenue
Total revenue

Grants
Current
Capital

Total grants

Total revenue and grants

Expenditure
Current expenditure

Goods and services
Interest and property income
Grants and other transfers

Total current expenditure

Capital expenditure
Grants
New fixed assets
Land
Other capital expenditure

Total capital expenditure

Total expenditure

Deficit (a)
Current deficit
Capital deficit
Total deficit

Financing of deficit
Advances received (net)
Advances paid (net)
Borrowing (net)
Other financing (net)
Total financing of deficit

Note: (a) This item is equivalent to the ‘deficit adjusted for net advances’ in the current system.
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Chapter 12

TERRITORY OWN-SOURCE REVENUE

The Northern Territory has substantially
the same revenue raising powers as the
States. However, the revenue raising base
that is available to the States and
Territories is limited by constitutional
and other arrangements.

Thus, while the Territory, like the States,
has limited discretion on the range of
taxes and charges that can be applied, it
has discretion over the rates of taxes and
charges.

This chapter sets out the key revenue
measures announced in this Budget. The
pay-roll tax regime will be reformed on a
revenue neutral basis by broadening the
tax base, replacing the three rates with a
single rate, increasing the tax-free
threshold and replacing the reducing
exemption with a flat exemption. Other
revenue measures include limiting the
special liquor subsidy to roadside inns
which are not connected to mains power,
introducing a revenue unit regime to
facilitate simpler updating of fees and
charges, and the revision of certain fees
and charges.

In addition, this chapter analyses the
Territory's overall revenue raising
capacity, and compares the rates of taxes
and charges in a number of the more
important revenue raising areas in the
Territory and the States.

The analysis confirms that the
Territory’s per capita revenue raising
capacity, and the rates of taxes and
charges applied in the Territory, are
similar to other jurisdictions. This is
consistent with the third element of the

Territory’s fiscal strategy that the
Territory’s own-source revenue effort
will be broadly comparable to the States.

INTRODUCTION

All governments raise revenue to pay for
the services the public requires. Within the
legislative powers of each level of
government, the amount of revenue raised
depends on the size of the revenue base
and the rate of taxes or charges imposed. In
the past, the Territory's tax base has been
constrained by the size and stage of
development of the economy, and as a
result, the level of taxes and charges paid
per capita was lower in the Territory than
in the States. However, as the Territory
economy has grown, this disadvantage has
diminished and the Territory's overall
revenue collections per capita are broadly
comparable with the average of the States.

One element of the Territory's fiscal
strategy is that the Territory's revenue
raising effort should be broadly
comparable to that of the States.

The Territory has substantially the same
revenue raising powers as the States,
however, the range of taxes and charges
that can be applied by States and
Territories is constrained by constitutional
provisions and legislative arrangements.
As a result, the revenue regime available is
limited. Furthermore, a number of the taxes
available to the States and Territories are,
in many respects, inefficient because they
are narrowly based and can affect resource
allocation decisions.
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Tax reform offers all jurisdictions the
opportunity to move to a more efficient
means of taxation. Under the
Commonwealth’s tax reform package, A
New Tax System, nine State and Territory
taxes will be abolished.

The distribution of all GST revenues to the
States and Territories will replace the
revenue foregone from these abolished
taxes. Thus, the structure of the taxes and
charges reported in this chapter will
change as tax reform progresses.

The range of comparative taxes in this
year's publication is less than previous
years as a result of a High Court decision in
August 1997, which removed the States’
and the Territories’ ability to impose
business franchise fees.

The major categories of own source
revenue for the Territory are taxes, fees and
fines, charges, capital receipts, property
income, interest income and miscellaneous
receipts. These are described in more detail
in Budget Paper No. 2. Taxes and charges
generate the majority of own-source
revenue for the Territory.

This chapter sets out the key revenue
measures announced in this Budget. In
addition, it analyses the Territory's overall
revenue raising capacity and compares
rates of taxes and charges in a number of
the more important revenue raising areas
in the States and Territories.

REVENUE EFFORT AND CAPACITY

The ability of Australian States and
Territories to generate revenue from their
own sources is a function of the size of
each jurisdiction’s revenue base and the tax
rates the government of the day is willing
to apply to those revenue bases.

The relative magnitude of each
jurisdiction’s revenue base is determined
by economic activity and natural resource

endowments. Revenue capacity represents
potential revenue levels if national average
tax rates are applied to each jurisdiction’s
revenue base (usually expressed as a ratio
of the national average revenue capacity).

Revenue effort compares actual revenue
collections with revenue capacity. Thus,
revenue effort introduces a policy element
to the analysis given the linkage to the
actual tax rates and base set by each
jurisdiction.

The Commonwealth Grants Commission
assesses both revenue capacity and
revenue effort in its analysis of the relative
fiscal needs of the States and Territories. In
the Commission's assessment, the
Territory's revenue capacity is 97% of the
Australian average, while its revenue effort
is 2% above the average.

Figure 12.1 provides a comparison of the
Commission’s assessment of total taxing
capacity and effort in 1997-98 for the States
and Territories as assessed by the
Commonwealth Grants Commission.
Revenue from interest earnings has been
removed from the analysis as it is not an
impost on Territorians. The revenue effort
assessment also includes net revenue
replacement payments which were
introduced following the High Court’s
decision on business franchise fees and is
an area where the Territory’s policy choice is
restricted.
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Figure 12.1

1997-98 REVENUE CAPACITY AND EFFORT BY
JURISDICTION
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Source: Commonwealth Grants Commission 1999 Review Report.

Figure 12.1 highlights both the relative size
of the revenue bases and the revenue effort
for all jurisdictions. The Territory’s
revenue capacity and effort converge on
the national average; a fact often not
recognised by observers of the Territory’s
finances.

Additionally, Figure 12.1 highlights the
diverse nature of State and Territory
own-source revenues within the Australian
Federation. Revenue capacities and
collections are not equal across Australia
because of:

• the differing structure and
performance of State and Territory
economies;

• divergent natural resource
endowments between jurisdictions;
and

• variations in tax rates applied to
common revenue bases.

Accordingly, the stronger economic
performance over recent years of New
South Wales, Victoria, Queensland,
Western Australia and the Territory is
reflected in their relatively high revenue
capacities. Conversely, the low tax regimes

applied in Queensland and Western
Australia translate into comparatively
lower revenue raising efforts.

So far the discussion has focused on
aggregate revenue capacities and
collections. The following section provides
an interjurisdictional comparison by
selected revenue source of both revenue
capacity and revenue effort.

It is important that revenue capacity and
effort are analysed with respect to the
Australian average and not with each
other.

Revenue capacity measures the relative
size of each jurisdiction’s revenue base
expressed as a percentage of national per
capita revenue collections. Conversely,
effort measures actual revenue collections
against potential revenue collections as
implied by each jurisdiction’s capacity
(again expressed as a ratio of the national
average). Therefore, examination of
capacity and effort between jurisdictions
should be made with reference to national
bases and collections.

PAY-ROLL TAX

Pay-roll tax represents the single largest
own source revenue stream available to the
States and Territories. Figure 12.2 compares
the revenue capacity for pay-roll tax
between jurisdictions as assessed by the
Grants Commission.
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Figure 12.2

1997-98 REVENUE CAPACITY: PAY-ROLL TAX
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Source: Commonwealth Grants Commission 1999 Review Report.

The Territory’s relatively low assessment
of pay-roll tax capacity is a function of the
Grants Commission’s methodology, which
measures the net revenue jurisdictions can
raise from this source.

Pay-roll tax paid by General Government
Agencies is excluded from the
Commission’s assessment. The
Commission considers that including the
General Government sector in the pay-roll
tax base is inappropriate because
differences in the size of the public sector
between jurisdictions are largely a policy
choice.

Also, the jurisdictions with relatively large
public sectors do not have extra capacity to
raise pay-roll tax because there is no net
gain to State and Territory finances from
imposing pay-roll taxes on General
Government Agencies.

The Territory has an above average
proportion of public sector employees.
Consequently, the Commission assesses
the Territory as having a below average
capacity to generate revenue from pay-roll
tax. The Australian Capital Territory is in
the same position as the Northern Territory
in this regard.

Additionally, the Commission adjusts each
jurisdiction’s revenue base to remove the
gross earnings of private sector units
employing less than twenty people. This
reflects the States’ policy of exempting
small business from pay-roll tax.

The Territory has a relatively high
proportion of private sector firms with less
than twenty employees. This further
reduces the Commission’s assessment of
the Territory’s pay-roll tax capacity.

In contrast, the Territory's effort in raising
pay-roll tax is above average (see
Figure 12.3). This is primarily a function of
the relatively high pay-roll tax rates
applied in the Territory. However, the
Territory’s pay-roll tax base is characterised
by a high proportion of small firms below
the threshold and a relatively high
proportion of large firms generally with
head offices based interstate. Accordingly,
the Territory’s high revenue effort is
applied to a comparatively small number
of employers. Additionally, the
Commission’s adjustment to the
Territory’s pay-roll tax base further inflates
the Territory’s effort relative to its implied
capacity.

Figure 12.3

1997-98 REVENUE EFFORT: PAY-ROLL TAX
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Source: Commonwealth Grants Commission 1999 Review Report.
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FINANCIAL TRANSACTION TAXES

Figure 12.4 shows the revenue capacity
associated with collections from stamp duty
and taxes on financial transactions. The
Territory’s comparatively low capacity
reflects lower levels of capital market
activity compared to Victoria and New
South Wales.

Figure 12.4

1997-98 REVENUE CAPACITY:
FINANCIAL TRANSACTION TAXES
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Source: Commonwealth Grants Commission 1999 Review Report.

Figure 12.5 demonstrates that the
Territory’s effort in generating revenue
from financial transactions is comparable
with the standard. This indicates that
national average rates are applied to
financial transactions in the Territory.

Figure 12.5

1997-98 REVENUE EFFORT:
FINANCIAL TRANSACTION TAXES
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Source: Commonwealth Grants Commission 1999 Review Report.

GAMBLING TAXATION

Gambling taxation comprises revenues
from the licensing and taxing of the
activities of gambling operators. Gambling
taxes constitute a significant proportion of
State and Territory revenues.

The Territory’s below average gambling
revenue base is a function of its small
gambling operations, which results in
higher operating costs and lower net
profits, and also necessitates the Territory
entering into revenue sharing
arrangements with other States.

Figure 12.6

1997-98 REVENUE CAPACITY: GAMBLING TAX
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Source: Commonwealth Grants Commission 1999 Review Report.

Additionally, relatively large proportions
of the Territory’s population reside in
remote areas and do not have access to the
full range of gambling services, hence the
below average capacity indicated in
Figure 12.6.

Figure 12.7 shows relative gambling tax
efforts. The Territory’s relatively low effort
reflects, among other things, restrictions
imposed on the distribution of poker
machines in the Territory and a
comparatively high proportion of
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gambling taxes passed on in the form of
racing industry assistance.

Figure 12.7

1997-98 REVENUE EFFORT: GAMBLING TAX
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Source: Commonwealth Grants Commission 1999 Review Report.

MINING REVENUE

Mining revenue includes collections of
royalties or rent equivalents levied on
mining activity. The extensive mineral
resources of Queensland, Western
Australia and the Territory are reflected in
their assessed mining revenue capacities
(see Figure 12.8).

The Territory’s slightly below average
mining revenue effort (see Figure 12.9) is a
function of its profit based regime of
determining royalties due which contrasts
with ad valorem regimes applied in other
jurisdictions.

Figure 12.8

1997-98 REVENUE CAPACITY: MINING REVENUE
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Source: Commonwealth Grants Commission 1999 Review Report.

The Territory’s mining revenue collections
are determined on the basis of the
profitability of Territory mining operations
as opposed to the extent of value added
mining output. Therefore, Territory
mining revenues are more sensitive to
commodity price movements compared to
other jurisdictions. As commodity prices
are low at the moment, Territory mining
revenue collections are comparatively low.
However, the Territory’s mining revenue
effort will increase as commodity prices
rise.

Figure 12.9

1997-98 REVENUE EFFORT: MINING REVENUE
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Source: Commonwealth Grants Commission 1999 Review Report.



Territory Own-Source Revenue

125

VEHICLE REGISTRATION FEES

Vehicle registration fees and taxes
comprise revenue collections from motor
vehicle number plate and registration fees
and surcharges on all vehicles other than
heavy vehicles.

The revenue base is taken to be the
number of privately registered passenger
vehicles, caravans, trailers, motorcycles,
light trucks and commercial vehicles. The
Territory records relatively fewer
registered privately owned vehicles (on a
per capita basis) than any other
jurisdiction. Consequently, the Territory’s
assessed capacity is the lowest in Australia
as Figure 12.10 illustrates.

Figure 12.10

1997-98 REVENUE CAPACITY: VEHICLE
REGISTRATION FEES
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Source: Commonwealth Grants Commission 1999 Review Report.

Figure 12.11 shows relative effort for
vehicle registration fees. The Territory’s
relatively lower effort is a function of its
lower fees. Vehicle registration fees in the
Territory and Western Australia are the
lowest in Australia.

In respect of effort, the activities of New
South Wales, Queensland and the
Australian Capital Territory serve to keep
the national average high compared to the
other jurisdictions.

Figure 12.11

1997-98 REVENUE EFFORT: VEHICLE
REGISTRATION FEES
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Source: Commonwealth Grants Commission 1999 Review Report.

STAMP DUTY ON MOTOR VEHICLE
REGISTRATIONS AND TRANSFERS

Figure 12.12 shows the relative capacity
from stamp duty on new registrations and
transfers of all motor vehicles. The assessed
capacity for the Territory is close to the
national average and notably, it is
substantially higher than the assessed
capacity for vehicle registration fees shown
in Figure 12.10. This apparent anomaly can
be explained in terms of the scope of the
Grants Commission’s assessments.

Figure 12.12

1997-98 REVENUE CAPACITY: STAMP DUTY ON
MOTOR VEHICLE REGISTRATIONS AND

TRANSFERS
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Source: Commonwealth Grants Commission 1999 Review Report.
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Publicly owned and heavy vehicles are
excluded from the registration fees
assessment, but included along with all
vehicles in the stamp duty assessment. The
Territory has a relatively high proportion
of Government-owned and heavy vehicles,
which accounts for the difference.

As shown in Figure 12.13, the Territory’s
revenue raising effort from this category is
around average, which indicates stamp
duty rates on vehicle transfers applied in
the Territory are comparable to other
jurisdictions.

Figure 12.13

1997-98 REVENUE EFFORT: STAMP DUTY ON
MOTOR VEHICLE REGISTRATIONS AND

TRANSFERS
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Source: Commonwealth Grants Commission 1999 Review Report.

STAMP DUTY ON CONVEYANCES

This category comprises collections from
stamp duty on conveyances and transfers
of real estate, business and other property.
Revenue capacity has been determined on
the basis of the value of transactions that
attract conveyancing duty in each
jurisdiction. Figure 12.14 illustrates that in
1997-98, the Territory’s per capita value of
transactions attracting conveyancing duty
was 15% below the national average.

Figure 12.14

1997-98 REVENUE CAPACITY:
STAMP DUTY ON CONVEYANCES
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Source: Commonwealth Grants Commission 1999 Review Report.

Stamp Duty on conveyance rates are
comparatively high because there are no
land taxes imposed in the Territory. As
shown in Figure 12.15, the Territory’s
revenue raising effort in this category is
above average. However, actual collections
in 1997-98 were high as a result of a large
one-off transaction. Hence, the revenue
effort in 1997-98 is somewhat overstated.

Figure 12.15

1997-98 REVENUE EFFORT:
STAMP DUTY ON CONVEYANCES
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Source: Commonwealth Grants Commission 1999 Review Report.

LAND REVENUE

This category includes taxes on the
ownership of land, where the taxes are
based on the assessed value of the land. It
includes levies on property used to finance
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the planning and development of land
within the metropolitan region.

The Territory is unique amongst the
Australian States and Territories in that no
land taxes are levied. However, the
Commonwealth Grants Commission still
assesses the Territory’s land tax base
because property is considered to be a
legitimate State and Territory revenue
source, and the fact that no land taxes are
levied is a direct policy choice.

The Commission utilises the site value of
commercial and industrial land, adjusted
for differences between jurisdictions in the
value distribution of relevant properties.

The Commission’s assessment
methodology necessarily excludes all
publicly owned land and land vested in
Aboriginal authorities and Aboriginal
councils. Consequently, the Territory’s low
population density and relatively lower
proportion of land available for
commercial and industrial purposes is
reflected in its below average capacity to
generate land revenue (see Figure 12.16).

Figure 12.16
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Source: Commonwealth Grants Commission 1999 Review Report.

As discussed, the Territory imposes no
taxes on the ownership of land.
Consequently, the Territory’s assessed

land revenue effort is zero as Figure 12.17
shows.

Figure 12.17
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Source: Commonwealth Grants Commission 1999 Review Report.

KEY REVENUE MEASURES IN THIS
BUDGET

A number of key revenue measures have
been announced within this Budget.
Reform of the Territory’s pay-roll tax
system is the major revenue measure. A
number of other revenue related measures
also warrant comment.

PAY-ROLL TAX REFORM

The Territory’s current pay-roll tax
framework is in need of change. It is
narrowly based and administratively
cumbersome. All other jurisdictions have
moved to include fringe benefits and
except Queensland, employer sponsored
superannuation contributions in their tax
base. By contrast, the Territory’s capacity to
tax benefits and superannuation
contributions is limited, and the lack of
uniformity and legislative clarity has lead
to uncertainty for both taxpayers and
administrators.

The narrow base has also lead to the
Territory imposing the highest tax rate in
Australia and a relatively low tax-free
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threshold. Furthermore, the current three
tiered rate and general exemption regime is
complex to administer and causes
inequities where a marginal increase in
wage levels pushes wages into a higher
rate tier. When faced with these inequities,
employers may face a disincentive to
increasing employment.

This Budget introduces a number of
reforms to significantly improve the
system with effect from 1 July 1999. The
key elements of the reform package
involve:

• broadening the pay-roll tax base to
include fringe benefits and
superannuation contributions;

• replacing the existing three tiered rate
and reducing general exemption
regime with a single rate and flat
general exemption regime;

• reducing the top rate of pay-roll tax
from 7% to 6.75%;

• increasing the general exemption from
$520 000 to $600 000;

• reducing the impost for small to
medium sized employers, particularly
those which operate exclusively in the
Territory;

• reducing compliance and collection
costs and providing greater certainty
for all employers by aligning the
Territory regime more closely with
other jurisdictions to provide a more
consistent basis for administering
pay-roll tax; and

• maintaining broad revenue neutrality.

The broadened base enables the tax-free
threshold to be increased and the rate
reduced meaning it is no longer the highest
rate in Australia.

The reform measures will particularly
benefit small to medium sized employers
(taxable wages of less than $3M) operating
exclusively in the Territory. Pay-roll tax
reductions are expected for 87% of all
taxable employers operating exclusively in
the Territory. There are some 240 such
employers who will share in tax savings of
approximately $1.7M. The average
reduction in pay-roll tax for many of these
employers is in the order of 15%.

The measures will also result in reduced
pay-roll tax for many small to medium
employers who operate in the Territory
and other jurisdictions. For a handful of
employers, pay-roll tax will no longer be a
liability based on their current wage
levels.

The measures operate on a broadly
revenue neutral basis. Thus for the above
“winners” there must also be some
“losers”. The additional burden falls upon
large employers with wages exceeding
$3M (that is, approximately 75 or more
employees). The relative impacts are most
significant for employers with wages in
the range of $5M to $12M.

For all businesses, the new measures will
provide greater certainty as to the taxable
status of various employee remuneration
benefits. Furthermore, the Territory is
characterised by businesses operating in a
number of jurisdictions. The current
difference between the Territory’s narrow
pay-roll tax base and the other
jurisdictions has lead to additional
compliance costs and uncertainty. The
reformed pay-roll tax base will also align
far more closely with other jurisdictions
which promotes greater consistency
together with lower compliance and
administrative costs for employers,
particularly those operating in a number of
jurisdictions.
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A number of minor amendments are also
proposed to improve certain administrative
processes currently required by the Act. In
addition to the legislative measures, the
Commissioner of Taxes is considering
reforms to improve and simplify the
administrative machinery for the collection
and processing of pay-roll tax payments
and information.

CESSATION OF CERTAIN LIQUOR
SUBSIDIES

Under arrangements made following a
High Court decision in August 1997,
special liquor subsidies have been
available to certain liquor outlets,
classified as clubs and roadside inns, as a
means of preserving the concessional tax
treatment previously enjoyed by these
outlets.

About 100 such outlets are entitled to claim
the special subsidy. Four categories of
special subsidy operate to reflect the
differing tax treatment which previously
applied to clubs (the tax rates varied
according to the amount of alcohol
purchased) and roadside inns (the tax rates
varied depending on whether the inn had
access to Government utilities or not). The
subsidy is calculated by reference to the
amount of wholesale sales tax borne by the
outlet on their purchases of alcohol.

For small, medium and large sized clubs,
the annual average subsidy is about $1 300,
$3 440 and $8 160 respectively.

From 1 July 1999, the special subsidy will
be limited to roadside inns which are not
connected to mains power, and will cease
for other outlets. For roadside inns, this
preserves the original intent of providing
assistance to outlets operating without the
benefit of mains electricity, generally in
remote areas. For clubs, the removal of the
concessional treatment restores the
competitive balance with other liquor
outlets.

It is anticipated that this measure will
affect approximately seventy-five outlets
and provide annual savings to
Government of $450 000.

The general liquor subsidy that is available
to wholesalers in respect of low-strength
liquor is not affected by these changes.

INTRODUCTION OF “REVENUE
UNITS”

Existing fees and charges are established
under a wide range of statutes
administered by many Agencies. This has
created a number of anomalies where fee
and charge levels have not been
consistently updated.

As part of a broad reform of fees and
charges, Territory fees and charges will,
where appropriate, be represented as a
“revenue unit” to replace the existing
monetary amounts. That is, those fees and
charges will be expressed as a number of
revenue units in the various statutes, and
the value of a revenue unit will be ascribed
in separate legislation.

The introduction of the “revenue unit” will
provide a simplified process for updating
the charging levels. That is, fees and
charges can be globally and consistently
updated by amending the quantum of the
revenue unit. This will assist in
maintaining the real value of the fees and
charges.

REVISION OF CERTAIN FEES &
CHARGES

A number of fees and charges are due for
review. Some of these have not been
revised for many years and it is appropriate
they reflect current charging levels. For
example, the following charges will rise
(and the full-year impact):

• certain court charges imposed by the
Office of Courts Administration, for
example, Magistrates Court fees for
filing, issuing and serving summons;
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and Sheriff’s Office fees for receiving,
entering and serving writs ($1.6M);

• certain land titles search and trade
measurement fees ($0.2M);

• various application and approval
charges imposed by the Department of
Lands, Planning and Environment
($0.03M);

• plant design and licensing fees
imposed by the Work Health
Authority ($0.04M);

• certain miscellaneous charges imposed
by the Power and Water Authority. In
addition, cost reflective fees will be
introduced for certain recoverable
services ($0.7M);

• various fees imposed by the Darwin
Port Authority for pilotage, berthage
and pilot exemption certificates
($0.2M);

• certain charges imposed for the
provision of police reports ($0.1M); and

• certain charges imposed by the
Department of Primary Industry and
Fisheries, such as fees for water
analysis, and export and diagnostic
testing charges ($0.05M).

COMPARISONS OF TERRITORY AND
STATE RATES OF TAXES AND

CHARGES

Since Self-Government, the Territory has
applied a range of State-like taxes and
charges. All jurisdictions choose not to
apply particular taxes. The Territory does
not impose a mortgage duty, land tax or a
fire services levy. However, the Territory
was the first jurisdiction to impose a
tourism marketing duty. New South
Wales adopted a similar policy in respect
of accommodation in the Sydney central
business district in 1997.

Where State and Territory tax bases are
relatively mobile, any attempt to raise
Territory taxes and charges significantly
above the rates imposed in other
jurisdictions can be counterproductive.
Hence, the Territory is, to a degree,
constrained by the rates at which taxes and
charges are levied. The following section
provides comparative data on selected
taxes and charges.

STAMP DUTY

The main components of stamp duty are
conveyance, insurance and motor vehicle
registration duties and these are shown in
Figure 12.18. No increases in the rates of
stamp duty are included in the 1999-00
Budget.

Figure 12.18
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The 1997-98 and 1998-99 conveyance
receipts shown in Figure 12.18 are
abnormally high due to a large “one-off”
transaction in each year. If those
transactions are discounted then the
1999-00 estimate reflects the trend
established in other years.
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CONVEYANCE DUTY

Figure 12.19

STAMP DUTY PAYABLE ON PURCHASE
OF A HOUSE VALUED AT $140 000
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Conveyance duty remains the most
significant component of stamp duty in all
jurisdictions. Whilst Figure 12.19 shows the
Territory duty as relatively high, it should
be noted that the Territory does not impose
a land tax. The Territory also continues to
offer first home buyers relief from duty on
the first $80 000 of their purchase.

INSURANCE DUTY

Insurance duty is imposed on policy
premiums. The rate in the Territory is
slightly below the average of the States. In
1999-00 it is anticipated that insurance duty
will raise $7.5M in revenue.

MOTOR VEHICLE REGISTRATION
DUTY

Stamp duty is levied on the transfer and
initial registration of motor vehicles.
Generally, the duty is levied on the
purchase price of the vehicle.

The Territory rate of duty is marginally
above the State average as shown in
Figure 12.20, but is in line with the
Australian Capital Territory, New South
Wales, Tasmania and Western Australia.
Revenue from this source in 1999-00 is
estimated to be $14M.

Whilst this revenue source is not scheduled
for abolition under the national tax reform
package, revenue collections are likely to
be affected. This is because vehicle prices
are expected to fall as a result of the
national tax reform measures, thus
reducing the stamp duty component per
vehicle. Any increase in the demand for
vehicles as a result of the lower prices
would act as an offset.

Figure 12.20

MOTOR VEHICLE REGISTRATION DUTY

 0

 200

 400

 600

 800

1 000

Qld Vic ACT NSW NT Tas WA SA

$

State Average ($727)

Source: State Acts and Budget Papers

Note: Duty on a new vehicle valued at $25 000.

PAY-ROLL TAX

Revenue from pay-roll tax is estimated to
be $94M in 1999-00 (excluding that raised
from the General Government sector) and
continues to be the Territory’s single most
significant revenue source.

Whilst pay-roll tax is one of the more
efficient of the Territory taxes,
administrative complexity and associated
recovery costs have been rising as the
number of multi-jurisdictional businesses
increase and as new tax minimisation
schemes are developed.

The reform measures announced in this
Budget should assist in addressing these
issues. Under the measures, the Territory
will replace the existing three tiered rate
scheme with a single pay-roll tax rate. The
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new rate will be comparable with the
upper levels in the States, while the
threshold where tax commences in the
Territory is below the State average, as
shown in Figure 12.21 and Figure 12.22
respectively.

The reforms will also remove the major
differences between the Territory and the
States in relation to the definition of wages
and the rate structures.

Figure 12.21
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Note: Reflects reduced rates for NSW and NT (effective from
1 July 1999)

Figure 12.22
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Note: Reflects increased threshold for NT (effective from 1 July 1999)

FINANCIAL TAXES

The financial taxes comprise financial
institutions duty (FID) and debits tax.
FID is levied on the receipts of financial
institutions at a rate of 0.06%, with a
maximum duty of $1 500 per receipt. As
shown in Figure 12.23, the Territory rate
of duty is similar to that imposed by
most jurisdictions.

Figure 12.23
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Debits tax is imposed on debits to
cheque accounts or to bank accounts with
cheque facilities. The rates vary
according to the amount of the debit.

The financial transaction taxes continue
to be put under pressure with
development of new products outside the
present scope of the tax base and through
greater globalisation. Developments in
electronic technology, particularly those
enabling dutiable banking being
centralised in larger States or off-shore,
lead to the decreasing significance of
jurisdictional borders. This gives rise to
increased administrative costs to
minimise tax avoidance and to maintain
the Territory’s revenue base.

Both taxes are scheduled for abolition
from 1 January 2001 under the national
tax
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reform measures announced by the
Commonwealth Government.

In 1999-00, it is anticipated that FID and
debits tax will raise $19.3M in revenue.

TOURISM MARKETING DUTY

Tourism marketing duty (TMD) is levied
at the rate of 5% on the cost of
accommodation provided by commercial
establishments. The Territory and New
South Wales are presently the only
jurisdictions to impose this form of duty.
By comparison, New South Wales
applies a rate of 10% on the cost of
accommodation in Sydney’s central
business district. All Territory proceeds
are paid to the Northern Territory Tourist
Commission to finance tourism
promotion activities. The trend in TMD
from 1992-93 is shown in Figure 12.24.

Figure 12.24
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SEWERAGE CHARGES

Figure 12.25 shows the Territory’s sewerage
charge to be marginally above the average
of the States. The domestic charge in the
Territory is $285 per annum.

Figure 12.25
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Note: * Tasmania ‘s charges are comparatively low due to a heavy
cross subsidy by commercial customers.

ELECTRICITY CHARGES

Figure 12.26 shows total electricity charges,
comprising of a fixed daily fee and a tariff
per kWh, remain high in the Territory
compared with other States. This reflects
the high costs associated with the absence
of cheap fuel sources and the lack of
economies of scale. The bulk of fuel costs
in the Territory are fixed costs associated
with financing the Amadeus Basin to
Darwin gas pipeline.

Figure 12.26
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The domestic standard tariff is 12.9 cents
per kWh. As in other jurisdictions,



Issues in Public Finance

134

consumers also pay daily fixed charges,
which increase the average domestic
charge in the Territory to 14.12 cents per
kWh. In April 1999, commercial rates
reduced from 16 cents per kWh to 15.5
cents per kWh.

WATER CHARGES

Territory water charges (Figure 12.27) are
comparable with the average and
significantly lower than the larger States.
Generally, these charges do not recover
costs. The domestic water rate is comprised
of a fixed daily charge per connection of
25 cents and a per kilolitre charge of
60 cents.

Figure 12.27
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Note: * Tasmania ‘s charges are comparatively low due to water
charges being based on property values.

FULL COMPARISON OF TAXES,
DUTIES AND FEES BETWEEN THE
TERRITORY AND THE STATES

A table comparing the Territory taxation
rates, duties and fees with those imposed
by the States and the Australian Capital
Territory follows as an Appendix to this
chapter.



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
As at 27 April 1999

TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

CONVEYANCE

Home Purchase Assistance

$0 to $500 000:
Duty is calculated by
formula:

D=0.065 V2 + 21V
Where
D= duty payable $
V = total value/1000

> $500 000:
 5.4% on total

First home
First $80 000: Nil.

Exempt:
Property transfers
between spouses
married or de-facto
exempt where
consideration is nil

$0 to $14 000:
1.25% (min $2)
Next $16 000:
1.5%
Next $50 000:
1.75%
Next $220 000:
3.5%
Next $700 000:
4.5%
> $1 000 000:
5.5% on excess

First home
Threshold
$170 000 – city
$150 000 –country

Land Threshold:
$80 000 –city
$70 000 – country

Income Threshold:
$57 000 – combined
household
$39 000 – sole
person

Discount of 50% on
duty

Exempt:
Property transfers
between spouses
married or de-facto
exempt

$0 to $20 000:
1.4%
Next $95 000:
2.4%
Next $755 000:
6.0%
> $870 000:
5.5% on total

First home
$115 000: Nil

Exemption phases
out at a limit of
$165 000. Relief
subject to meeting
certain eligibility
criteria

Exempt:
Eligible Pensioner
exemption to
$100 000.  Phasing
out at $130 000

$0 to $20 000:
1.5%
Next $30 000:
2.25%
Next $50 000:
2.75%
Next $150 000:
3.25%
Next $250 000: 3.5%
>$500 000:
3.75% on excess

First home
$80 000: Nil
$80 001 to $150 000:
1% less $500
$150 001 to
$155 000:
1% less $300
$155 001 to
$160 000:
1% less $200

Principal place of
residence (not first)
1% up to $250 000
plus scheduled
conveyancing duty on
the excess

$0 to $12 000:
1.0%
Next $18 000:
2.0%
Next $20 000:
3.0%
Next $50 000:
3.5%
Next $900 000:
4%
> $1 000 000:
4.5% on excess

First home
$80 000: Nil
$80 001 to
$130 000:
Concession reduces
by
$42/$1 000
>$130 000:
No concession.

$0 to $80 000:
1.95%
Next $20 000:
2.85%
Next $150 000:
3.7%
Next $250 000:
4.55%
> $500 000:
4.85% on excess

Principle residence
< $100 000: 1.5%
This concessional
rate phases out at
$135 000

First home buyers
whose purchases
are < $135 000 (or
< $202 500 north of
the 26th  parallel)
can additionally
claim a $500
stamp duty rebate

First home land
purchases:
< $52 000 are also
eligible for a rebate
up to $500

Exempt:
Transfer of property
between spouses
from single to joint
ownership

$0 to $1 300:
$20
Next $8 700:
1.5%
Next $20 000:
2.0%
Next $45 000:
2.5%
Next $75 000:
3.0%
Next $75 000:
3.5%
> $225 000:
4.0% on excess

First home
< $120 000:
duty on purchase
price can be paid by
instalments over  2
years

$0 to $14 000:
1.25% or $20
(whichever the
greater)
Next $16 000:
1.5%
Next $30 000:
2.0%
Next $40 000:
2.5%
Next $200 000:
3.5%
Next $700 000:
4.5%
> $1 000 000:
5.5% on excess

First home
<$116 000: $20
$116 001 to
$140 000:
Concessional rate
$14.23/$100 or part
of excess or $20
(which ever greater).
>$140 000:
No concession.
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TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

CHANGE CONTROL OF LAND
OWNING CORPS/UNIT TRUSTS

As for Conveyances As for Conveyances As for Conveyances As for Conveyances Old trustee to new
trustee where no
change in beneficial
ownership, $10.
Other
circumstances,
conveyances rates

As for Conveyances As for Conveyances As for Conveyances

LEASES Definite term
50c/$100 total rent
Indefinite term
$1/$100 of one
year’s rent

Exempt:
Principal place of
residence (natural
persons)

35c/$100 total rent

Exempt: Residential
leases

Exempt: where rent
is less than $3 000
per annum

Exempt: Nursing
home leases

Definite term
60c/$100
Indefinite term
$1.20/$100 on one
year’s rent

Exempt: Residential
tenancies

35c/$100 of total
rental

Exempt: Private
dwelling-house

$1/$100 or part
thereof of the first
year’s rent

Exempt: Residential
leases

Definite term
35c/$100
Indefinite term
70c/$100 yearly rent

Exempt: Residential
tenancies to
$125 per week

< 12 months:
1% of total rent
payable or  $5
whichever the
greater.
> 12 months:
1% of  equivalent of
yearly rental or $5
whichever the
greater

Exempt: Residential

50c/$100 total rent
or $20 whichever
greater

Exempt: Residential

HIRING ARRANGEMENT
(RENTAL DUTY)

1.5% or $7 500
whichever is the
lesser

Threshold
 $12 000 per annum

0.75% of rental
value or $2
whichever is the
greater for
commercial leasing
and commercial hire
purchase

1.5% - short term
consumer hire and
other non-financial
rentals.
$10 000 maximum
duty for any single
arrangement

Exempt: First $6 000
for each month for
hiring at 1.5% rate

0.75% of rental
value (subject to a
maximum of $4 000
duty on special
rental agreements)
payable only on rent
in excess of $6 000
per month

Commercial hire of
$35 000 or more
dutiable with major
exemptions in
farming, machinery,
transport vehicles for
commercial use

0.43% on total rental

Threshold
$100 000 per annum

1.8% of total value
in excess of
$24 000 per annum

Threshold
First $24  000 per
annum

1.8% of rental value

Threshold
$25  000 per annum.

2% on rent in excess
of $4 000 per month

External rental
agreement $20

Threshold
First $4 000 per
month

0.75% of hiring
charges in respect
of equipment finance
arrangements

1.5% for all other
types of hiring
arrangements

Maximum $10 000
duty for single
arrangement

Exempt: First $6 000
per month



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
As at 27 April 1999

TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

HIRE PURCHASE
(INSTALMENT PURCHASE)

Nil See Hiring
Arrangements Duty

See Hiring
Arrangements Duty

$0 to $20: Nil
> $20: 0.43%

Nil Nil 2% of purchase
price or $4 000
whichever lesser

See Hiring
Arrangements Duty

DUPLICATES/COPIES/
COUNTERPARTS

$5 fixed. If original
not stamped copy to
be charged as
original

$2 Nil Nil Nil $5 or same as
original if less than
$5

$20 first counterpart
$1 each thereafter

Nil

LOAN SECURITY AND
MORTGAGE DUTY

Nil $0 to $500:
Nil
$501 to $16 000:
$5
>$16 000:
$5 + 40c//$100 on
excess
Exemption for
additional advances
up to $10 000 in any
12 month period

Exempt: Refinancing
of all loans

$0 to $200:
Nil
$201 to $10 000:
$4
> $10 000:
$4 + 80c/$200 or
part thereof on
excess

Exempt: First home
If satisfied
conditions for
exemption under
conveyance duty

Exempt: Refinancing
of all loans

40c/$100

Exempt: Principal
place of residence
on first $100 000 for
first home owners
and on the first
$70 000 for others

$0 to $400:
Nil
$401 to $4 000:
$10
$4 001 to $10 000:
$10 + 25c/$100 or
part of excess.
>$10 000:
$25 + 35c/$100 on
excess

$0 to $100:
Nil
$101 to $35 000:
25c/$100 or part.
>$35 000:
$87.50 + 40c/$100
or part of excess

Concession rate:
25c/$100 applies to
all owner-occupied
residential loans
irrespective of the
amount

$0 to $8 000:
$20
$8 001 to $10 000:
$20 + 25c/$100 or
part of excess.
>$10 000:
$25 + 35c/$100 or
part of excess

Nil

MORTGAGE TRANSFER Nil Nil Nil $5 Nil $10 $20 Nil

FORECLOSURE As for Conveyances As for Conveyances Nil As for Conveyances As for Conveyances As for Conveyances Nil Nil

TRUSTEE APPOINTMENT $5 Nil Under Deed: Nil Nil $10 fixed $20 $20 Nil

POWER OF ATTORNEY
for receiving dividend $5 Nil Nil Nil Nil Nil $20 Nil
or money $5
-other $10

MINING AGREEMENTS $50 Abolished 01/07/98 Under Deed: Nil Duty depends on
nature of instrument

Duty depends on
nature of instrument,
could be exempt as
an agreement or
conveyance rates

Duty depends on
nature of instrument

$20 minimum
Duty depends on
nature of instrument

Nil
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TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

MOTOR VEHICLE CERTIFICATES
OF REGISTRATION

$3/$100 or part $3/$100 or part
>$45 000:
5% on excess

New:
$0 to $35 000:
$5/$200 or part
thereof
$35 001 to $45 000:
$8/$200 or part
>$45 000:  $10/$200
or part

Transfers:
$8/$200 or part
thereof

$2/$100 or part $0 to $1 000:
$1/$100
(minimum $5) or
part
$1 001 to $2 000:
$10 + $2/$100
or part of excess
$2 001 to $3 000:
$30 + $3/$100
or part of excess
>$3 000:
$60 + $4/$100
or part of excess

Commercial vehicles
and trailers where
the trailer is not a
heavy vehicle

$0 to $1 000:
$1/$100
(minimum $5) or
part
$1 001 to $2 000:
$10 + $2/$100
or part of excess
>$2 000:
$30 + $3/$100
or part of excess

$3/$100 or part. Passenger vehicles:
$0 to $599:
$20
$600 to $34 999:
$3/$100 or part
$35 000 to $39 999:
$1 050 + $11/$100
or part in excess of
$35 000
> $40 000:
$4/$100 on excess

All other vehicles:
<$600 : $20
>$600 : $3/$100 or
part

$3/$100 or part

ELECTRONIC DEBITS 10c per debit
transaction

Nil Nil Nil Nil Nil Nil Nil

LIFE INSURANCE 10c/$100 Sum
insured

Temporary/term
policy 5% of first
years premium

$100 to $2 000:
10c/$200
> $2 000:
$1 + 20c/$200

Term/rider 5% of
first years premium

Exempt: Annuities

$200 to $2 000:
12c/$200
>$2 000:
$1.20 + 24c/$200

Term/riders 5% of
first years premium

$100 to $200:
10c
$201 to $2 000:
5c/$100
> $2 000:
$1 + 10c/$100

Temporary/term:
5% of first year
premium

Exempt: Annuities

$1.50/$100
or part thereof of net
premiums of
previous year

Paid as annual
licence

$100 to $2 000:
5c/$100
> $2 000:
$1 + 10c/$100

Temporary or Term
5% of first years
premium

$0 to $2 000:
10c/$200
>$2 000:
$1 + 20c/$200

Term insurance: 5%
of first years
premium

Temporary: 2% of
premium on policy

$100 to $2 000:
10c/$200 or part
>$2 000:
$1 + 20c/$200

Term insurance 5%
of premium



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
As at 27 April 1999

TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

GENERAL INSURANCE 8% of premium + $5
for third party liability

Exempt: Insurance
on transport of
goods, marine hulls
& Workers
Compensation

11.5% of premiums

5% of premium
motor vehicle,
aviation, disability,
income,
occupational
indemnity & third
party

2.5% of premium
paid on crop and
livestock

Exempt: Commercial
marine hull, premium
on goods carried by
sea, land or air,
premium on property
outside N.S.W.,
employers liability
and compulsory third
party motor vehicle
insurance

10% of premiums

Exempt: Commercial
marine hull, workers
compensation (with
conditions) and
premiums on goods
carried by sea, land
or air

8.5% of premiums

Workers
Compensation,
motor vehicle
comprehensive,
professional
indemnity insurance
5% of net premium

Exempt: Hull of
vessel & premium
on goods carried by
sea, land or air

$11/$100 of
premiums (including
compulsory 3rd party
premiums)

Exempt: Workers
Compensation &
Commercial marine
insurance

8% of gross
premiums

Workers
Compensation 5% of
net premium

Exempt: Commercial
marine hulls &
premium on goods
carried by sea, land
or air

8% of premiums

Exempt: Marine hull
& aircraft used for
international trade.
Transport of goods
in international trade

10% of gross
premiums

Exempt: Premiums
on goods carried in
international trade

TOURISM MARKETING DUTY Hotels/Motels etc.
5% on cost of
accommodation to a
maximum of 14
nights

10% Levy on cost of
residential
accommodation to a
max of 28 days
provided at hotels
and similar
establishments in
the Central Business
District of Sydney
(extending to Double
Bay)and North
Sydney

Nil Nil Nil Nil Nil Nil

CHEQUE Nil Nil Nil Nil 10c 10c drawn against
an account
maintained in WA

Nil Nil



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
As at 27 April 1999

TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

PAY-ROLL TAX
Current:
$0 to $520 000:
Nil
$520 001  to
$1 250 000:
5%
(Deduction reduces
to nil between
$520 000 and
$1 300 000)
$1 250 001 to
$10 000 000:
6% on total
>$10 000 000:
7% on total

Employer
superannuation
contributions are
taxable where
contributions
exceed amounts
payable under
industrial awards or
super guarantee
scheme

From 01/07/99:
$0 to $600 000:
Nil
>$600 000:
6.75%

Employer
superannuation
contributions
included in the tax
base

$0 to $600 000:
Nil
>$600 000:
6.85%

From 01/07/99:
6.7%

Employer
superannuation
contributions
included in the tax
base

$0 to $515 000:
 Nil
>$515 000:
6%

Employer
superannuation
contributions
included in the tax
base

$0 to $850 000:
Nil
> $850 000 :
5%
(Deduction reduces
to nil between
$850 000 and
$3 400 000)

Employer
superannuation
contributions are
taxable where the
employee has
elected to have the
employer make the
contribution as part
of salary package

$0 to $456 000:
Nil
> $456 000:
6%

Employer
superannuation
contributions
included in the tax
base

$0 to $675 000:
Nil
$675 001 to
$2 700 000:
4.87% of excess
$2 700 001 to
$4 500 000:
$98 550 +  6.03% of
excess
$4 500 001 to
$5 625 000:
$207 000 + 9.4% of
excess
>$5 625 000:
5.56% on total

Employer
superannuation
contributions and
non remote fringe
benefits included in
the tax base

$0 to $600 000:
Nil
> $600 000:
6.6%

Employer
superannuation
contributions
included in the tax
base

$0 to $800 000:
Nil
>$800 000:
6.85%

Employer
superannuation
contributions
included in the tax
base

Exempt: Trainees
under Australian
Traineeship System

Exempt: Trainees
under Australian
Traineeship System

Exempt: Apprentices
and trainees under
an approved
traineeship scheme

DEEDS $5 Abolished 01/07/98 Nil Nil $10, or conveyance
rates

$20 $20 Nil



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
As at 27 April 1999

TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

DEEDS CREATING TRUST/
DECLARATION OF TRUST

$50 Transfer duty
or $200 minimum

Nil As for Conveyances

Appointment of new
trustee - $4

$10, unless
conveying property
which is then
conveyance value.

Declaration of Trust
– depending on the
effect of the
document $10,
conveyance rates, or
adjudged duly
stamped

$20 As for Conveyances Nil

DEBITS TAX

>$1 but <$100 15 cents 30 cents 30 cents 30 cents 30 cents 30 cents 15 cents 30 cents
$100 but <$500 70 cents 70 cents 70 cents 70 cents 70 cents 70 cents 35 cents 70 cents
$500 but <$5000 $1.50 $1.50 $1.50 $1.50 $1.50 $1.50 75 cents $1.50
$5000 but <$10000 $3.00 $3.00 $3.00 $3.00 $3.00 $3.00 $1.50 $3.00
$10000 or more $4.00 $4.00 $4.00 $4.00 $4.00 $4.00 $2.00 $4.00

FINANCIAL INSTITUTIONS DUTY

Short term dealers rate

0.06%
Maximum $1 500
per receipt
Exempt: Social
Security deposits,
charitable and
religious
organisations

0.005% per month
on the average daily
liability of the bank to
the account holder
under that account
during the month

0.06%
Maximum $1 200
per receipt

0.005% per month
on 1/3 of the
average daily liability
of the dealer during
the month

0.06%
Maximum $1 200
per receipt

0.005% per month
on 1/3 of the monthly
average Australia-
wide liability for
registered financial
institutions.

0.005% per month
on the monthly
average daily closing
balance for short-
term money market
dealers only

Nil 0.065% including
Local Government
levy
Maximum $1 200
per receipt
Exempt: Pension
cheques

0.005% per month
on 1/12 the average
national daily liability
of the bank to the
account holder
under that account
during the month

0.005% per month
on the average daily
closing balance for
short term money
market operators

0.06%
Maximum $1 200
per receipt
Exempt: Direct
credit of social
security payments to
recipients accounts

Certified dealers (not
prescribed) 0.005%
per month on 1/10 of
the average daily
Australia-wide
liability of the dealer
during the month

Certified
dealers(prescribed)
0.004% per month
on average daily
investments of the
dealer during the
month

0.06%
Maximum $1 200
per receipt
Exempt: Pension
cheques

0.005% per month
on the average daily
liability of the bank to
the account holder
under that account
during the month

0.06%
Maximum $1 200 per
receipt

0.005% per month
on 1/20 of the
average daily liability
of the dealer during
the month



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
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TAX/DUTY FEE NT NSW VIC QLD SA WA TAS ACT

DEBITS DUTY Nil Nil Nil Nil Nil Nil 15c per debit Nil

CREDIT CARDS Nil Nil Nil 10c per transaction
less 10c per account
period

Nil Nil 15c per transaction Nil

BILLS OF EXCHANGE Nil Nil Nil Nil Nil 10c Nil Nil

SHARE TRANSFERS
On Market:
Both buyers and seller are liable to
duty

15c/$100 or part
thereof

15c/$100 or part
thereof

Up to $100:
3.5c/$25 or part
thereof.
Over $100:
15c/$100 or part
thereof

15c/$100 or part
thereof

15c/$100 or part
thereof

15c/$100 or part
thereof

15c/$100 or part
thereof

Up to 100:  4c/$25 or
part thereof.
Over $100: 15c/$100
or part thereof

Off Market:
The purchaser is liable for duty

Listed Companies
30c/$100 or part
thereof

Unlisted
Companies
60c/$100 or part
thereof

Listed Companies
30c/$100 or part
thereof

Unlisted
Companies
60c/$100 or part
thereof

From 1/3/98:
25c/$100 or part
thereof for
companies
incorporated in NZ
and PNG

Listed Companies
Up to $100: 7c/$25
or part thereof
>$100: 30c/$100 or
part thereof

Unlisted Companies
Up to $100: 14c/$25
or part thereof.
Over $100:
60c/$100 or part
thereof

Listed Shares
30c/$100 or part
thereof

Unlisted Shares
60c/$100 or part
thereof

Listed Companies
30c/$100 or part
thereof

Unlisted
Companies
60c/$100 or part
thereof

Listed Trades
30c/$100 or part
thereof

Unlisted Trades
60c/$100 or part
thereof

Listed Companies
30c/$100 or part
thereof

Unlisted
Companies
60c/$100 or part
thereof

Listed Companies
30c/$100 or part
thereof

Unlisted
60c/$100 or part
thereof
(minimum $20)

ENERGY RESOURCE
CONSUMPTION LEVY

0 – 10m litres:
Nil
>10m litres:
Zero rate.

Nil Nil Nil Nil Nil Nil Nil



NORTHERN TERRITORY TAX RATES COMPARED WITH STATES
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LAND TAX Not imposed $0  to $176 000:
Nil
> $176 000:
$100 +  1.85% of
excess (temporary
until 31/12/99, then
1.7%)

$0 to  $84 999:
Nil
$85 000 to $199 999:
$85 + 0.1%
$200 000  to $539 999:
$200 + 0.2%
$540 000  to $674 999:
$880 + 0.5%
$675 000  to $809 999:
$1 555 + 1.0%
$810 000  to
$1 079 999:
$2 905 + 1.75%
$1 080 000 to
$1 619 999:
$7 630 + 2.75%
$1 620 000 to
$2 699 999:
$22 480 + 3.0%
$2 700 000:
$54 880
> $2 700 000:
$54 880 + 5.0%

$200 000 exemption for
all natural persons
(otherwise exemption of
$100 000 for companies,
trustees and absentees).
In addition, all land tax
payers receive a general
5% rebate.

$0  to $3 999:

0.20%
$4 000  to $5 999:
$8 +  0.36%
$6 000  to $9 999:
$15.20 + 0.52%
$10 000  to $29 999:
$36 + 0.70%
$30 000  to $49 999:
$176 +  0.87%
$50 000  to $199 999:
$350 +  1.03%
$200 000  to $349 999:
$1 895 + 1.20%
$350 000  to $499 999:
$3 695 + 1.37%
$500 000  to $649 999:
$5 750 + 1.54%
$650 000  to $799 999:
$8 060 + 1.71%
$800 000  to $949 999:
$10 625 + 1.89%
$950 000 to $1 099 999:
$13 460 + 2.01%
$1 100 000  to
$1 249 999:
$16 475 + 2.23%
$1 250 000  to
$1 299 999:
$19 820 + 2.44%
$1 300 000  to
$1 349 999:
$21 040 + 2.66%
$1 350 000  to
$1 399 999:
$22 370 + 2.87%
$1 400 000  to
$1 449 999:
$23 805 + 3.09%
$1 450 000  to
$1 499 999:
$25 350 + 3.30%
> $1 500 000 :
1.8% Flat

$0 to $50 000:
Nil
$50 001 to $300 000:
0.35% of excess.
$300 001  to
$1 000 000:
$875 + 1.65% of
excess.
> $1 000 000:
$12 425 + 3.7% of
excess

$0  to $10 000:
Nil
$10 001 to $85 000:
$15 + 0.15%
$85 001 to $170 000:
$127.50 + 0.25%
$170 001  to $270 000:
$340 + 0.45%
$270 001  to $500 000:
$790 + 0.8%
$500 001  to $800 000:
$2 630 + 1.2%
$800 001  to
$1 200 000:
$6 230 + 1.6%
> $1 200 000:
$12 630 + 2%

$0  to $1 000:
Nil
$1 001 to $15 000:
$25
$15 001 to $40 000:
$25 + 0.75%
$40 001 to $68 750:
$212.50 + 1.00%
$68 751 to $100 000:
$500.00
$100 001 to $125 000:
$500 + 1.25%
$125 001 to $170 000:
$812.50 + 1.5%
$170 001 to $210 000:
$1 487.50 + 1.75%
$210 001  to $250 000:
$2 187.50 + 2.00%
$250 001  to $500 000:
$2 987.50 + 2.25%
> $500 000:
$8 612.50 +2 .5%

$0  to $100 000:
1% flat.
$100 001  to $200 000:
1.25% flat.
> $200 000:
1.5% flat.
(Upon unimproved
value)
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LAND TAX (Cont)

On Residential owner occupied
land

Nil Principal residence
Unimproved land
value
< $1.116M: Nil
> $1.116M:
$100 + 1.85% of
excess (temporary
until 31/12/99, then
1.7%)

Exempt:
Principal place of
residence

Exempt with
conditions

Exempt Exempt Exempt Exempt

On land used for primary
production

Nil Exempt Exempt with
conditions

Exempt with
conditions

Exempt Exempt Exempt Exempt


