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Fiscal and Economic Outlook

Overview

The last four years have presented considerable challenges for the
Australian economy as well as for each state and territory. The downstream
effects of the global financial crisis (GFC) and the European sovereign

debt crisis has put substantial pressure on the availability of finance and
contributed to a significant slowdown of private investment by individuals
and businesses. In addition, the structural change occurring in the Australian
economy combined with the effect of the high Australian dollar has
increased uncertainty, particularly in the more populous areas of Australia,
affecting both spending and investment decisions.

The Territory Government has sought to ameliorate these effects, particularly
the limited availability of finance and low private investment, through record
infrastructure spending. In 2010-11, the Territory’s economy was estimated
to have grown 1.6 per cent, 1.4 per cent of which was due to public sector
investment.

Importantly however, private sector investment in the Territory is expected to
increase significantly following the announcement in January 2012 of the final
investment decision on the $34 billion Ichthys liquefied natural gas (LNG)
project by INPEX and Total that, along with other major projects, will enable
the Territory to begin to reduce its investment expenditure.

The uncertain economic conditions that have prevailed since 2008-09

have had a substantial effect on the Territory’s fiscal position over that time
through significantly reduced revenues and higher capital investment, with
the cumulative effect of these measures now apparent in the 2012-13 Budget.

Goods and services tax (GST) revenue is the Territory’s largest revenue
source. Prior to the GFC, GST collections had been growing at around

8 per cent per annum, however the financial turmoil resulting from the GFC
led to a fall in GST collections in 2008-09 compared with 2007-08, but was
expected to recover in line with the improvements in national economic
conditions. However, since 2008-09 ongoing economic uncertainty, low
private investment levels, the cautious consumer and changing spending
patterns towards items that are not subject to GST have reduced the average
annual growth in GST revenue to 2.7 per cent. The situation has worsened in
2011-12 with an anticipated $387 million fall in the GST pool compared with
2010-11. This is only the second time that annual GST collections have fallen,
the other occasion being in 2008-09 at the start of the GFC.

National GST collections are now expected to be $3.1 billion lower than

the Commonwealth forecast in the 2011-12 Budget, and $163 million less

for the Territory. Although some growth in the GST pool is expected from
2012-13 onwards, this will be from a much lower base, with growth rates
less than previously anticipated, and worsening the outcomes that were
forecast in the 2011-12 Budget. For 2012-13, GST revenue is expected to

be $125 million lower than estimated in May 2011, with similar reductions

in all forward years. This reduction is despite an increase in the Territory’s
relative share of GST revenue from 2012-13, following the Commonwealth
Grants Commission’s 2012 Update. From the start of the GFC to 2011-12, the
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Territory has lost more than $770 million in GST revenue and, on the basis of
current estimates, there is a further $484 million less in GST revenue over the
forward estimates compared to the 2011-12 Budget forecast.

Prevailing economic conditions have also resulted in downward revisions

to the Territory’s mineral royalty revenue. Advice from the Territory’s

largest miners indicates that profitability levels are expected to be lower
than previously anticipated due to lower commodity prices and the value

of the Australian dollar. Accordingly, royalty estimates have been revised
downwards by $21 million in 2011-12 and $45 million in 2012-13, with flow-on
effects to the forward years.

In an effort to offset these significant revenue losses, the Territory
Government has implemented a further round of savings measures to restrict
operational expenses growth. Capital spending is also reducing over the
forward estimates on the back of increasing private sector investment.

The additional budget improvement measures in the 2012-13 Budget include
an increase in the efficiency dividend from 1 per cent to 3 per cent, a further
2 per cent reprioritisation and a continuation of the staffing cap. These,
together with measures already in place, mean that around $300 million of
savings will be realised by the end of 2012-13, with $150 million ongoing over
the forward estimates. In addition, new recurrent spending decisions in the
2012-13 Budget have been limited to priority service delivery areas, mainly
health and community safety.

Over the period 2011-12 to 2014-15 the increase in the Territory’s deficit is
$100 million lower than the reduction in these revenues, demonstrating the
Government’s commitment to minimising expenditure growth.

The revised fiscal outlook means that the achievement of fiscal strategy
targets will remain a significant challenge over the forward estimates and a
return to surplus will be delayed. Against this backdrop, the fiscal outlook in
the 2012-13 Budget includes:

* an improved operating balance in 2011-12 but operating deficits projected
from 2012-13, albeit reducing over the forward estimates;

« infrastructure investment continues to be at least twice the level of
depreciation in all years to support the economy and maintain jobs;

* cash outcome and fiscal balance projected to remain in deficit over the
budget cycle but improving over the forward estimates; and

* ratios of net debt and net financial liabilities to revenue increased since
the 2011-12 Budget, largely a result of the substantially lower revenues
and higher cash deficits over the forward estimates, together with the
recognition of the liability for the Darwin correctional facility in 2013-14.

Despite the worsening fiscal outcomes, the implementation of further budget
restraint measures has meant that the commitment to restrict growth in
untied expenditure to less than untied revenue growth is being achieved.
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Table 1.1: General Government
Sector — Estimated Outcomes
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Tables 1.1 and 1.2 present the Territory’s key aggregates at the time of the
2011-12 Budget, the 2011-12 Mid-Year Report and the 2012-13 Budget.

2011-12 2012-13 2013-141 2014-15 2015-16
Estimate Budget Forward Estimates
$M $M $M $M $M

Operating balance

2011-12 Budget 95 -12 -29 -38 na
2011-12 Mid-Year Report 138 - 66 - 81 -84 na
2012-13 Budget 166 -163 -158 -154  -147
Variation from 2011-12 Budget 71 - 151 -129 -116 na
Underlying fiscal balance

2011-12 Budget -436  -298  -242 -206 na
2011-12 Mid-Year Report -444 - 305 - 262 -213 na
2012-13 Budget -546  -490 -408 -349 -285
Variation from 2011-12 Budget -110 -192 - 166 - 143 na
Underlying cash outcome

2011-12 Budget - 388 -261 =217 -197 na
2011-12 Mid-Year Report -39% -269 -234  -192 na
2012-13 Budget - 491 -449  -373 -317  -278
Variation from 2011-12 Budget - 103 - 188 - 156 -120 na

1 Darwin correctional facility not included.

Source: Northern Territory Treasury

Changes in estimated budget outcomes over the Budget and forward
estimates period between the 2011-12 Budget and the 2012-13 Budget have
been influenced by the following key factors:

significantly lower national GST collections than previously projected,
resulting in a large reduction in GST revenue of $163 million in 2011-12, and
in excess of $125 million ongoing from 2012-13;

decreased mining royalties of $21 million in 2011-12 and $45 million in
2012-13 and ongoing, associated with lower commodity prices and the
high Australian dollar; and

revised timing of Commonwealth revenue, largely for capital purposes,
and timing of associated expenditure in 2012-13 and over the forward
estimates.

Despite the significant falls in revenue since the 2011 Budget, the 2011-12
operating balance surplus is higher as a result of the Commonwealth
bringing forward into 2011-12 payments for Remote Indigenous Housing and
Stronger Futures, with expenditure to occur in later years, with a significant
proportion for capital purposes. The cash and fiscal balance outcomes in
2011-12 have worsened however, associated with the higher level of capital
spending.

From 2012-13, all measures have worsened as a result of further reductions
in the GST, lower mining royalties, Commonwealth funding for capital
purposes and timing of expenditure associated with Commonwealth revenue
in all years.
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Table 1.2: General Government 2011-12 2012-13 2013-14 2014-15 2015-16
Sector — Balance Sheet Estimate Budget Forward Estimates

Net debt ($M)
2011-12 Budget 1530 1825 2091 2254 na
2011-12 Mid-Year Report 1595 1900 2682 2843 na
2012-13 Budget 1689 2174 3095 3381 3627
Variation from 2011-12 Budget 159 349 1004 1127 na
Net debt to revenue (%)
2011-12 Budget 33 41 46 48 na
2011-12 Mid-Year Report 34 43 60 62 na
2012-13 Budget 35 48 66 71 74
Variation from 2011-12 Budget 2 7 20 23 na
Net financial liabilities ($M)
2011-12 Budget 4771 5121 5433 5626 na
2011-12 Mid-Year Report 5030 5265 6093 6295 na
2012-13 Budget 5444 5760 6525 6864 7137
Variation from 2011-12 Budget 673 639 1092 1238 na
Net financial liabilities to revenue (%)
2011-12 Budget 103 114 120 121 na
2011-12 Mid-Year Report 108 120 137 137 na
2012-13 Budget 113 127 140 144 146
Variation from 2011-12 Budget 10 13 20 23 na

Source: Northern Territory Treasury

As shown in Table 1.2, general government net debt and net financial
liabilities are set to rise over the forward estimates as a result of the higher
projected cash deficits and the liability associated with the new Darwin
correctional facility. By 2015-16, net debt is estimated to increase to

$3.6 billion and the net debt to revenue ratio to 74 per cent.

Net financial liabilities have also increased since the May 2011 Budget,
largely due to the flow-on effect of the increase in net debt. The higher
increases through 2011-12 and 2012-13 are due to an increase in the
estimated value of the Territory’s superannuation liability since the May 2011
Budget as a result of a decrease in the bond rate used to value the liability.
The ten-year bond rates used to value the superannuation liability are

4.25 per cent in 2011-12 and 5 per cent in 2012-13, reflecting prevailing
uncertain market conditions. The bond rate used in forward years remains
unchanged at 5.7 per cent, being the long-term average.

Further detail on the Budget and forward estimate projections are included in
chapters 2 and 3 of this Budget Paper.

Economic Conditions  Notwithstanding the continuing uncertainty in some parts of Australia, the
and Outlook Territory’s economic outlook is very positive. Work associated with the INPEX
project has commenced in 2011-12 and will lead to a significant increase
in private investment, construction, population and employment in 2012-13
and future years. This is the second largest private sector investment in
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Australia’s history, and will lead to substantial benefits to the Territory and the
Australian economy in the short and the long term.

Economic growth in the Territory strengthened to 1.6 per cent in 2010-11, up
from 1.3 per cent in 2009-10, reflecting continuing strong counter-cyclical
public sector consumption and investment to offset the fall in private sector
investment following completion of a number of major projects and the
flow-on effects from the GFC. Private sector consumption contributed to
growth, although at levels weaker than longer term averages.

Following growth of 1.6 per cent in 2010-11 supported by the Territory
Government’s record investment program, Territory economic growth is
estimated to strengthen by 2.4 per cent to $16.7 billion in 2011-12, reflecting
increased private sector investment, which is expected to more than offset a
decline in public investment and consumption and a smaller trade surplus.

Private sector investment is expected to increase by 35.5 per cent

to $4.4 billion, reflecting increases in expenditure for new machinery

and equipment, new dwellings, new non-residential and engineering
expenditures, and supported by higher levels of mineral and energy
exploration expenditure. Private sector investment is anticipated to contribute
7.1 percentage points to growth in 2011-12.

Total investment in the Territory is estimated to increase by 14.9 per cent
to $5.7 billion, contributing 4.5 percentage points to growth, as increased
private sector investment more than offsets lower investment by the public
sector. Public sector investment is estimated to decline by 24.3 per cent
to $1.3 billion in 2011-12, as the capital works program retreats from
historic counter-cyclical highs, and Commonwealth stimulus measures are
completed.

In 2012-13, economic growth in the Territory is forecast to strengthen further
to 3.9 per cent, reflecting additional growth in private business investment
and improved household confidence and consumption on the back of
stronger jobs growth, despite weaker public sector activity.

Private investment is forecast to increase by 47.9 per cent to $6.3 billion

in 2012-13. This includes purchases of new machinery and equipment,

up by 56.4 per cent, new engineering construction, up 89 per cent, new
non-residential structures and buildings, up 66 per cent, and growth in new
residential construction activity, up 5.8 per cent.

Consumption expenditure is forecast to increase by 0.5 per cent to

$13.9 billion in 2012-13, due to increasing private consumption offsetting a
decline in public sector consumption, as consumer confidence continues
to rebuild in the aftermath of the GFC, supported by solid employment and
population growth.

The Territory’s population growth is forecast to grow by 1.6 per cent in 2012
before strengthening to 2.2 per cent in 2013. The increase in 2013 reflects
the direct and indirect contribution to the resident population on the back of
key major projects.

Inflation in Darwin remained unchanged in 2011 reflecting subdued private
consumption, investment, labour market conditions and population growth,

Overview 9
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with the Territory between major projects. In addition, lower import prices,
primarily due to a sustained high Australian dollar, also constrained Darwin
CPI growth in 2011.

In 2012, Darwin CPl is estimated to moderate to 2.1 per cent, reflecting
moderate employment and population growth and a lack of capacity
constraints. Territory inflation is expected to strengthen to 3.2 per centin
2013, reflecting higher levels of aggregate demand and higher population,
wage and employment growth, as work on major projects intensifies.

Table 1.3: Key Economic 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13
Indicators Actual Estimate Forecast

% % % % % %

Gross state product’ 4.4 5.1 1.3 1.6 24 3.9

Employment 6.1 44 2.5 2.0 0.8 2.0

Population? 24 25 2.3 0.8 0.8 1.6

Darwin CPP® 34 4.0 2.8 2.8 2.8 2.1

1 Year ended June, year-on-year percentage change, inflation adjusted.

2 As at December, annual percentage change.

3 As at December, year-on-year percentage change.

Source: Northern Territory Treasury, ABS Cat. Nos 5220.0; 6202.0; 3101.0; 6401.0
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Fiscal Position and Outlook

The fiscal outlook for the Territory continues to be constrained by the
downstream effects of the global financial crisis (GFC) and the European
credit crisis, with lower investment and spending in the national economy
translating to a significant reduction in government revenues over the Budget
and forward estimates period.

This is particularly apparent in relation to the goods and services tax (GST)
revenue where, since the 2011-12 Budget, the estimate of national GST
collections for 2011-12 has fallen by $3.1 billion and represents a 0.8 per cent
decrease in the GST pool between 2010-11 and 2011-12. If realised this
would be only the second year since the introduction of the GST that the
pool has decreased in annual terms, with the other being in 2008-09. This
results in a $163 million reduction in 2011-12 in the Territory’s GST revenue.
Despite an increase in the Territory’s relative share from 2012-13, following
the Commonwealth Grants Commission’s 2012 Update, GST revenue to
the Territory in 2012-13 and all forward years will be $125 million less than
anticipated at the time of the 2011-12 Budget.

The Territory’s royalty revenue has also been reduced on the basis of advice
from royalty payers that profitability levels are expected to be lower than
previously anticipated, driven by lower commodity prices and currency
fluctuations. Accordingly royalty estimates have been revised downwards by
$21 million in 2011-12 and $45 million in 2012-13 with flow-on effects to the
forward years. The combined effect of these significant revenue reductions
is a downward revision in excess of $150 million in all years, compared to the
May 2011 estimates.

In response to these significant revenue losses, the Territory Government

is implementing a further round of savings measures to restrict operational
expenses growth. These include a 3 per cent efficiency dividend, an
increase of 2 per cent, a further 2 per cent reprioritisation of output
appropriation and a continuation of the staffing cap. These, together with
measures already enacted, mean that around $300 million of savings will be
realised by the end of 2012-13, with $150 million ongoing over the forward
estimates. In addition, new recurrent spending decisions in the 2012-13
Budget have been limited to priority service delivery areas, mainly health
and community safety.

In addition to operational savings, the increased private sector investment
associated with new major projects has allowed the Government to begin
reducing its capital investment over the forward estimates, consistent with a
counter cyclical approach. Although in 2012-13 investment remains higher
than historic levels at $1.3 billion, it is lower than the past three years.

This chapter presents the updated financial projections for 2011-12 through
to 2015-16, and an explanation of changes since the May 2011 Budget. It
also includes the identification of possible risks to the Territory’s budget and
forward estimates, and the Territory’s contingent liabilities, as required by the
Fiscal Integrity and Transparency Act (FITA).

Fiscal Position and Outiook 11
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General Government

Table 2.1: General Government

Sector — Key Fiscal Aggregates

12

Fiscal Position and Outlook

The main focus is on the general government sector although commentary is
provided on changes in other sectors since the 2011-12 Budget.

The key fiscal aggregates for general government are presented in Table 2.1.

2011-12 2012-13 2013-14" 2014-15 2015-16

Estimate Budget Forward Estimates

M ™M ™M $M $M
Cash Flow Statement

Operating receipts 5080 4802 4927 5031 5164
Operating payments 4628 4658 4779 4882 5036
Net capital payments 931 576 501 445 385
Superannuation earnings re-invested 478 432 849 297 257
Underlying cash surplus (+)/deficit (-) - 491 -449  -373 -317  -278

Operating Statement

Revenue 4818 4550 4664 4768 4900
Expenses 4653 4713 4822 4922 5047
Net operating balance 166 - 163 - 158 -154 - 147
Net acquisition of non financial assets 712 327 250 195 138
Underlying fiscal balance - 546 -490 -408 - 349 - 285

Balance Sheet

Assets 14436 14593 15520 15851 16156

Liabilities 6919 6876 7630 7986 8321
Net worth 7517 7717 7890 7866 7835
Net debt 1689 2174 3095 3381 3627
Net debt to revenue (%) 35 48 66 71 74
Net financial liabilities 5444 5760 6525 6864 7137
Net financial liabilities to revenue (%) 113 127 140 144 146

1 Darwin correctional facility not included in underlying cash and fiscal balance.

Source: Northern Territory Treasury

As shown in Table 2.1, the underlying cash outcome is a deficit from 2011-12
while the net operating balance is projected to be in a surplus position in
2011-12 but in deficit from 2012-13. Both the cash outcome and operating
balance deficits are reducing over the forward years.

The significant revenue reductions over the budget and forward estimates
are the primary cause for the deficit balances. GST revenue, by far the
largest component of Territory revenue, has decreased considerably every
year since the beginning of the GFC. It again dropped significantly during
2011-12 with total collections anticipated to decrease by $3.1 billion from the
Commonwealth projection in May 2011 and expected to be less than 2010-11
collections. For the Territory, this has resulted in a reduction in GST revenue
in 2011-12 of $163 million, and about $125 million ongoing from 2012-13.
Further detail on GST revenue estimates is provided in Chapter 5 of this
Budget Paper.

In addition, mining royalties have also decreased by $21 million in 2011-12
and $45 million in 2012-13 and ongoing as a result of lower commodity
prices and currency fluctuations. These reductions have meant that two
of the largest Territory revenues have decreased by on average in excess
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of about $165 million in all years. However, between 2011-12 and 2014-15
the cumulative reduction in revenue is around $100 million more than the
deterioration in the cash outcome.

Table 2.2 shows the reduction in GST revenue and mining royalties between
May 2011 and May 2012. The revenue reduction in 2011-12 and the forward
years, except for 2012-13, is greater than the deterioration in the cash
outcome. The slight worsening in 2012-13 is due to expenditure related to
Commonwealth funding received in previous years.

2011-12 2012-13 2013-14 2014-15
Estimate Budget Forward Estimates  Total
$M M $M $M $M

Mining royalties -21 -45 -32 -32 - 130
GST revenue -163  -125 -131 -120  -539
Variation since 2011-12 Budget -184  -170 -163 -152  -669
Variation between May 2011 and -103 -188 - 156 -120 - 567

May 2012 in underlying cash outcome

Source: Northern Territory Treasury

The surplus operating balance in 2011-12 is the result of additional
Commonwealth revenue that will be provided this year, but will not be spent
until future years. The timing difference also contributes to the operating
deficits in the budget and forward estimates. With tied revenue differences
removed, the growth in revenue remains higher than the growth in expenses.
The operating surplus on the Cash Flow Statement (operating receipts less
operating payments) also indicates underlying receipts are higher than
payments.

The reduced revenues emphasise the importance of minimising recurrent
expenditure growth to below that of revenue growth in line with the Territory’s
fiscal strategy and the need for the Government to continue its savings
measures. The reprioritisation and related new initiatives for each agency are
presented in Chapter 4 of this Budget Paper.

The fiscal balance, which adjusts the operating balance by the net
investment in capital spending is, like the cash outcome, in deficit throughout
the forward years, although reducing over time. From 2012-13 the increased
fiscal balance deficit is largely consistent with the change in the operating
result from continued reductions in GST revenue and mining royalties.

The higher cash and fiscal balance deficits in 2011-12 and 2012-13 are the
result of the Government’s decision to support the economy and protect
Territory jobs by investing in infrastructure. This policy has to date been a
significant factor in sustaining economic growth in the Territory post the
GFC. As economic growth returns and private sector investment recovers,
the need to invest as significantly in public sector infrastructure will begin to
diminish. Accordingly the level of infrastructure investment over the forward
years reduces markedly from the record highs of recent years.

Although the cash outcome and the accrual fiscal balance encompass both
operational and capital spending, the difference between the two measures
relates to non cash items and accrual timing differences between years. The

Fiscal Position and Outiook 13
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Changes Since
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most significant component relates to the Territory’s superannuation liability,
with the Operating Statement reflecting the change in total liability whereas
the Cash Flow Statement includes only the benefit payments made. At
present the increase in the liability is marginally greater than the increase in
benefits paid but this situation will reverse when the liabilities peak in around
five years.

Net debt is expected to increase in all forward years as a consequence of
the projected cash deficits over the budget cycle, together with the liability,
on completion, of the new Darwin correctional facility. The ratio of net debt to
revenue is estimated to be 74 per cent in 2015-16.

Net financial liabilities are also expected to rise over the budget cycle due

to the flow-on effect of the increase in net debt combined with a marginal
increase in the Territory’s superannuation liability, largely as a result of
actuarial revisions to account for increased longevity of members. The higher
increases through 2011-12 and 2012-13 are predominantly due to an increase
in the estimated value of the Territory’s superannuation liability, as a result of
a decrease to the ten-year bond rate used in valuing the liability. The bond
rate used in the forward years remains unchanged from previous projections
in anticipation of a return to more usual market conditions.

The ten-year bond rate used in valuing the superannuation liability for
the 2012-13 Budget is 4.25 per cent in 2011-12, 5 per cent in 2012-13 and
5.7 per cent in all forward years.

Table 2.3 sets out the material variations to both the fiscal balance and
cash outcome for 2011-12 and 2012-13 since the May 2011 Budget, with
explanations of the variations described below the table.
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Table 2.3: Variations to the Cash 2011-12 2012-13
Flow and Operating Statements Accrual Cash Accrual Cash
since May 2011 M M M M
2011-12 BUDGET -4355 -388.2 -2979 -261.4
REVENUE/RECEIPTS
Revenue/receipts — policy
Defer abolition of business property conveyance 8.7 8.7
stamp duty
Total revenue/receipts - policy 8.7 8.7

Revenue/receipts — non policy

Taxation -4.3 -4.6 4.6 6.4
GST revenue -163.0 -163.0 -125.0 -125.0
New/expanded Commonwealth revenue 329.3 3293 206.0 206.0
Interest income 6.7 6.7 1.6 1.6
Mining royalties -21.0  -21.0 -446 -446
Income tax equivalents and dividends 4.2 -6.9 12.7 6.0
Agency own-source revenue 21.7 38.6 10.4 10.4
Miscellaneous revenue 24.2 24.2 2.6 2.7
Total revenue/receipts — non policy 197.8  203.3 68.3 63.5
TOTAL REVENUE/RECEIPTS 197.8  203.3 77.0 72.2

OPERATING EXPENSES/PAYMENTS
Expenses/payments - policy

New and expanded initiatives 50.5 50.5 89.3 89.3
Use of capacity set aside in Treasurer's Advance -30.0 -30.0 -10.0 -10.0
Saving measures -3.0 -3.0 -492 -492
Total expenses/payments — policy 17.5 17.5 301 30.1

Expenses/payments — non policy

Commonwealth payments and transfers between 76.3 76.3 1604  136.7
years and to capital

Employee entitlements 35 6.4 4.2 -3.6
Interest 14.0 14.0 14.3 14.3
Depreciation 15.3 19.0

Total expenses/payments — non policy 109.1 96.7 1979 1474

TOTAL OPERATING EXPENSES/PAYMENTS 126.6 1142 2280 1775
Net capital payments

Asset sales -1.9 -19  -124  -124
Affordable housing dwellings 10.0 10.0 16.9 16.9
Commonwealth payments 94.2 94.2 59.2 791
Transfers between years and from operational 24.7 24.7 -35
Depreciation -15.3 -19.3

Increase in Capital Works cash 70.0 70.0

Total net capital payments 181.7 197.0 40.9 83.6
TOTAL EXPENSES/PAYMENTS 308.3 3112 2689 2611
Future infrastructure and superannuation 4.7 1.0

contributions/earnings
TOTAL VARIATION -110.5 -103.2 -1919 -1879

2012-13 BUDGET -546.0 -4914 -489.8 -449.3

Note: Excludes gross-up of GST receipts and payments as explained in the 2010-11 Treasurer’s
Annual Financial Report.
Source: Northern Territory Treasury

Fiscal Position and Outlook 15
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General government operating revenue (accrual) has increased from the
May 2011 Budget by $197.8 million in 2011-12 and $77 million in 2012-13 with
receipts (cash) increasing by $203.3 million in 2011-12 and $72.2 million in
2012-13.

The only significant revenue-related policy variation since the May 2011
Budget is the decision to defer the removal of stamp duty on non-land
business property (previously scheduled for 1 July 2012) until the

Territory Budget situation permits the cost of abolition. This revenue measure
is discussed in more detail in Chapter 4 of this Budget Paper.

The main non policy-related variations to revenue since the May 2011 Budget
are:

downward revision of taxation revenue of $4.3 million in 2011-12, largely
due to a decline in stamp duty receipts on conveyances reflecting a
subdued residential and commercial property market. The increase of
$4.6 million in 2012-13 reflects an increase in payroll tax collections as the
result of forecast employment and wages growth in the Territory along with
increased stamp duty on conveyances due to an expected recovery in
property market transaction volumes;

GST revenue estimates have decreased by $163 million in 2011-12 and
$125 million in 2012-13 as a result of lower estimates of the national GST
pool in 2011-12 and lower future growth rates, partly offset in 2012-13 by
an increase in the Territory’s relative share following the 2012 Relativities
Review Update. Detailed explanations on the collection of GST revenue
can be found in Chapter 5 of this Budget Paper;

increased funding from the Commonwealth largely related to National
Partnership (NP) agreements of $329.3 million in 2011-12 and $206 million
in 2012-13 as shown in Table 2.3. Key variations include:

— housing — predominantly accelerated timing of the National Partnership
Agreement on Remote Indigenous Housing and one-off increased
funding for Community Development and Employment Programs
resulting in increased revenue of $150.1 million in 2011-12;

— health - increased funding from the Commonwealth for a range
of health-related programs including $37.8 million in 2011-12 and
$19.8 million in 2012-13 for the Office of Aboriginal and Torres Strait
Islander Health along with new capital funding in 2012-13 of $9 million for
the Palmerston Hospital, and $16.25 million for remote health centres and
regional hospitals;

— National Network Roads — predominantly due to additional funding
in 2011-12 and the revised timing of funding to align with the
Commonwealth’'s updated projections;

— education — mainly due to Indigenous education funding of $10 million
and finalisation of Building the Education Revolution capital funding
of $8.1 million in 2011-12, with $23.6 million in 2012-13 from the
Stronger Futures package and $23.5 million related to revised timing of
capital related revenue;
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— social security and welfare — increased Commonwealth funding under
the Stronger Futures package of $10.4 million in 2011-12 and $5.8 million
in 2012-13 for child, youth and community wellbeing initiatives;

— public order and safety — increased Commonwealth funding
predominantly related to the Stronger Futures package for community
safety and justice initiative of $16.5 million in 2011-12 offset by revised
timing of Remote Policing and Substance Abuse capital. There is also
an increase of $49 million over three years from 2011-12 for immigration
detention policing;

— fuel and energy — Commonwealth funding of $3.7 million in 2011-12 for
remote renewable power generation; and

— natural disaster relief funding — estimated reimbursements related to
natural disaster expenditure, largely road repairs and maintenance.

Table 2.4: Growth in 2011-12 2012-13

Commonwealth Funding Estimate Budget

™ $M
Housing and community amenities 150.1 1.1
Health 89.1 75.3
Roads 40.2 29
Education 19.1 65.5
Social security and welfare 10.4 5.8
Public order and safety 2.3 27.3
Fuel and energy 3.7 0.0
Natural disaster relief funding 7.9 15.0
Other 6.4 3.1
Total increase 329.3 206.0

Source: Northern Territory Treasury

« decreased mining royalty revenue of $21 million in 2011-12 and
$44.6 million in 2012-13, reflecting moderating industry profitability
associated with the strength of the Australian dollar and lower commodity
prices;

« increased own-source revenue of $21.7 million in 2011-12 and $10.4 million
in 2012-13 across a range of functional areas including health and housing.
The difference between accrual and cash variations relate to the timing of
payments; and

+ an increase in miscellaneous receipts of $24.2 million in 2011-12 is
predominantly due to private Australian Taxation Office rulings regarding
prior year capital works and health payments, resulting in a reimbursement
of GST expenses.

General government expenses (accrual) have increased by $126.6 million
in 2011-12 and by $228 million in 2012-13, with payments (cash) increasing
by $114.2 million in 2011-12 and $177.5 million in 2012-13. The difference
between the cash and accrual variations are predominantly due to
superannuation costs and depreciation.
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The main expenditure-related policy variations include:

« funding for new and expanded initiatives of $50.5 million in 2011-12 and
$89.3 million in 2012-13, including:

Health-related
— additional funding of $12.5 million in 2011-12 and $12.7 million in 2012-13
for Individual Support Packages;

— additional funding of $12.5 million in 2011-12 and $10.7 million in 2012-13
for the Patient Assistance Travel Scheme;

— additional funding of $7.78 million in 2012-13 for increased hospital
demand pressures;

— additional aeromedical services funding of $4.6 million in 2011-12 and
$13.6 million in 2012-13; and

— additional funding of $4.7 million in 2012-13 for pensioner and carer
concessions.

Other expenditure-related
— $30 million in 2011-12 for increased road maintenance to respond to the
Territory’s flood-damaged road network;

— additional Indigenous Essential Services funding of $7 million in 2012-13
for priority projects in Lajamanu, Maningrida and Ntaria;

— funding resulting from the Youth Justice system review of $2 million
ongoing from 2012-13;

— additional funding of $1.5 million ongoing from 2012-13 as part of the
Enough is Enough alcohol reforms package;

— Territory funding of $15 million in 2012-13 to support Municipal and
Essential Services to outstations;

— $2.5 million ongoing from 2012-13 for the Territory’s increased
contribution to town camps; and

— additional $2 million ongoing from 2011-12 for Charles Darwin University
to support the new city campus.

Further information on the policy initiatives included in the Budget is provided
in Chapter 4 of this Budget Paper.

The key non policy expense/payment variation is regarding Commonwealth
and net transfer of payments between years and to capital of $76.3 million
for 2011-12 and $160.4 million for 2012-13, largely related to the delivery of
Commonwealth-funded programs, including where the funds were received
in prior years.

There have also been some variations to net capital spending. The key
variations include:

* increased asset sales of $1.9 million in 2011-12 predominantly due to the
sale of industrial land offset by a reduction in sale of public housing assets
in 2011-12 and an increase of $12.4 million in 2012-13 largely related to
projected sales for Bellamack, Johnston and Zuccoli;
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+ $10 million in 2011-12 and $16.9 million in 2012-13 for the construction
of affordable housing dwellings approved under the National Rental
Affordability Scheme (NRAS); and

* revised timing of Commonwealth and transfer of capital payments from
operational of $118.9 million in 2011-12 and $55.7 million in 2012-13.

Further information on the Territory’s Infrastructure Program can be found in
Budget Paper No. 4.

Basis of Forward Estimates

In accordance with the FITA, five years of estimates are maintained and used
by Government, both as a planning and an operational tool. This provides
the framework within which agencies plan and also provides the basis for the
Government’s fiscal strategy.

Agency forward estimates vary in line with the application of parameters
(inflators and deflators) to the Budget year on a no-policy-change basis. New
policy decisions and funding decisions linked to demand or cost growth also
add to each agency’s budget and forward estimates. The main parameters
used to adjust estimates are:

* wages — inflator;
* consumer price index (CPI) — inflator; and
« efficiency dividend — deflator.

The wage inflator applied for employee costs in 2012-13 and over the forward
estimates period is 3 per cent, with a CPI factor of 2.8 per cent applied to
operational costs for 2012-13, being CPI growth in the calendar year 2011
compared with the calendar year 2010. An estimate of 2.5 per cent is used
for CPI over the forward estimates period from 2013-14.

An efficiency dividend is applied to operational and employee costs
premised on agencies improving processes and delivering services more
efficiently, as is the case with private sector enterprises. For key service
delivery agencies with fixed staffing costs (police, health, education and
correctional services), one-quarter of the dividend is applied. An efficiency
dividend of 3 per cent has been applied in 2012-13, with 1 per cent from
2013-14.

A composite factor based on 75 per cent of the wages factor and
25 per cent of the CPI factor is applied to grants. Efficiency dividends are not
applied to grants and some contractual obligations.
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Operating and Cash  Operating Revenue and Receipts
Flow Statement Table 2.5 presents operating revenue and receipts for 2012-13 and forward
estimate years.

Table 2.5: General Government 2012-13 2013-14 2014-15 2015-16

Sector — Operating Revenue Budget Forward Estimates

and Receipts M M $M $M

Revenue

Taxation revenue 409 425 442 459
GST revenue 2704 2867 3040 3223
Current grants 770 731 672 686
Capital grants 209 162 130 61
Sales of goods and services 197 207 212 199
Interest income 59 60 62 64
Dividend and income tax equivalent income 49 48 47 45
Mining royalties income 118 130 130 130
Other 35 34 33 33
Total revenue 4550 4664 4768 4900
Year-on-year percentage increase (%) -6 3 2 3
Receipts

Taxes received 409 425 442 459
Receipts from sales of goods and services 242 252 257 244
GST receipts 2704 2867 3040 3223
Grants and subsidies received 979 893 802 747
Interest receipts 59 60 62 64
Dividends and income tax equivalents 40 50 49 47
Mining royalties income 118 130 130 130
Other receipts 251 250 249 249
Sales of non financial assets 78 69 72 66
Total receipts 4881 499%6 5103 5230
Year-on-year percentage increase (%) -5 2 2 2

Source: Northern Territory Treasury

Total operating revenue and receipts are projected to increase by an
average 2.5 per cent per annum over the forward estimates period. The two
key influences on year-on-year growth are GST revenue and Commonwealth
grants in the form of Specific Purpose Payments (SPPs) and NPs.

The Territory’s own-source revenue has increased by about 2.4 per cent
per annum and growth in total untied revenue, which includes GST, is
5.4 per cent per annum.

The Territory’s largest source of revenue is in the form of GST revenue.

With the continued uncertainty in some sectors of the Australian economy,
resulting in lower consumption expenditure and a greater tendency for
households to save combined with a greater proportion of spending on
GST-free items, the GST pool has continued to decline compared to previous
estimates. During 2011-12 the GST pool is expected to be 0.8 per cent less
than 2010-11, the second year since the introduction of the GST that the pool
has decreased in annual terms, with the first being 2008-09.

20  Fiscal Position and Outlook



Chart 2.1: General Government
Sector — GST Projections

Table 2.6: General Government
Sector — GST Revenue
Projections
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As Chart 2.1 shows, while the growth in the GST pool is expected to improve
from 2012-13 and over the forward estimates, it is lower than both historic
levels and those forecast in the May 2011 Budget.

Despite growth in the forward years and a higher relative share of GST to the
Territory following the Commonwealth Grants Commission’s 2012 Update, as
Chart 2.1 shows, GST remains significantly lower than previously estimated.
By the end of 2011-12 the Territory will have received $770 million less in
GST revenue and it is estimated that by the end of 2015-16 the Territory will
have lost more than $1.5 billion in GST revenue, equivalent to a drop of over
$200 million per annum since the start of the GFC.

Table 2.6 represents the change in GST revenue projections over time from
the 2008-09 Budget and shows the expected reduction over the forward
estimates.

2012-13" 2013-14" 2014-15" 2015-16"  Total
$M $M $M M M

2008-09 Budget 2926 3070 3222 3381 12600
2011-12 Budget 2829 2998 3160 3331 12318
2012-13 Budget 2704 2867 3040 3223 11834
Variation from 2008-09 Budget -222 -203 -182 - 158 - 766
Variation from 2011-12 Budget -125 - 131 -120 -108 - 484

1 2008-09 GST revenue denotes projections.

Source: Northern Territory Government

The year-on-year growth in GST is offset by a decrease in total
Commonwealth grants, largely NPs, by an average of 7.9 per cent per annum
over the forward estimates. This decrease in forward years is the result

of agreements with the Commonwealth being for fixed periods and until
these are renegotiated, they are not included in forward estimates. However
the decline over the forward estimates in the 2012-13 Budget is more
pronounced due to the higher levels of capital funding remaining in 2012-13
and the reduction over forward years for remote Indigenous housing, where
negotiations in relation to future funding levels are yet to be finalised.

During each budget year there are significant changes in Commonwealth
funding estimates as agreements are finalised. These adjustments tend not
to affect the fiscal outcome as increases in revenue are generally matched
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by a corresponding increase in expenditure. However, timing differences in
the receipt of tied revenue and associated expenditure introduce a degree of
volatility affecting budgeted and actual outcomes.

Further details on intergovernmental agreements can be found in Chapter 5
of this Budget Paper.

The most significant component of the Territory’s own-source revenue is
taxation revenue, which is expected to grow by an average of 4 per cent
per annum over the forward estimates period. The growth reflects a return
to more usual growth rates due to the expected upturn in the Territory
economy over forward years. Independent economic forecasts predict

that the Territory economy is to grow by on average by 4.4 per cent

per annum through to 2015-16, the second highest of all jurisdictions behind
Queensland.

While growth in taxation forecasts is projected in the 2012-13 Budget,

it comes off an extremely low base, due in part to the Government’s
commitment to reduce the tax burden on businesses but also current
economic conditions following the GFC. In 2011-12 the Territory’s tax
revenues, excluding mining royalties, is estimated to be $385 million, the
lowest level since 2006-07.

Further information on the Territory Government’s tax revenue can be found
in Chapter 6 of this Budget Paper.

The balance of own-source revenue is mainly in the form of mining royalties,
which have significantly reduced since the May 2011 Budget as a result of
currency fluctuations and moderating commodity prices. Mining royalties

are extremely volatile and difficult to estimate due to the effect of changing
exchange rates, commodity prices and mining production. Further analysis
of this effect is provided in the Statement of Risks section later in this chapter.

Other own-source revenue includes sales of goods and services, interest
and revenue from government trading entities. All these items are expected
to remain relatively consistent over the forward estimates.

The Cash Flow Statement also includes capital receipts. These are largely
sales of vehicles and land, with the latter dependant on the timing and
take-up of land release and therefore not based on growth rates.
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Operating Expenses and Payments
Table 2.7 shows general government sector operating expenses and
payments for 2012-13 and forward estimate years.
2012-13 2013-14 2014-15 2015-16
Budget Forward Estimates

$M $M $M $M

Expenses

Employee expenses 1789 1821 1852 1883
Superannuation expenses 299 311 320 331
Depreciation and amortisation 226 230 244 247
Other operating expenses 1212 1255 1303 1352
Interest expenses 182 214 265 281
Current grants 797 792 749 761
Capital grants 66 55 40 36
Subsidies and personal benefit payments 142 145 149 155
Total expenses 4713 4822 4922 5047
Year-on-year percentage increase (%) 1 2 2 3
Payments

Payments for employees 2020 2081 2134 2188
Payments for goods and services 1474 1516 1559 1614
Grants and subsidies paid 981 971 932 953
Interest paid 182 211 256 281
Purchases of non financial assets 655 571 518 451
Total payments 5312 5350 5400 5487
Year-on-year percentage increase (%) -6 1 1 2

Source: Northern Territory Treasury

Operating expenses are expected to grow at an average of 2.4 per cent
per annum over the forward estimates, consistent with the fiscal

strategy target of limiting operational expenditure growth, excluding tied
Commonwealth funding, to below revenue growth. Operating payments
are expected to increase at an average of 2.7 per cent per annum over
the forward estimates. When infrastructure spending is included, which is
projected to decline as private investment increases, total payments are
expected to increase on average by 1.1 per cent per annum.

The growth in Territory-funded expenditure, including GST but excluding
tied Commonwealth funding, is 3.0 per cent per annum over the forward
estimates, less than the associated revenue growth of 5.4 per cent per
annum over the same period.

Included in expenditure estimates is an amount attributed to the contingency
allowance in all forward estimate years. The inclusion of a contingency
allowance is consistent with the practices in other states to meet unforeseen
expenditure and support limited new and expanded initiatives in the

forward estimates. In order to achieve projected budget outcomes,
additional expenditure above these amounts will need to be met through a
reprioritisation of existing expenditure or additional efficiency gains, with any
additional revenue to be used to reduce debt. In order to restrict growth in
expenditure the Government has introduced further budget improvement
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Balance Sheet

Table 2.8: General Government
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Sector — Balan