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Tasmanian Position

1. In the main, Tasmania is supportive of the assessment methodology and data used by the Commission in its Draft Report assessment of Other Expenses.

2. That is, we accept an equal per capita (EPC) assessment of Other Expenses and an actual per capital (APC) assessment of natural disaster relief expenses.

3. Tasmania has no issue with the incorporation of public safety expenses into the Other Expenses category and has no concern with the proposed methodology.
4. Tasmania believes that in relation to national parks and wildlife expenses there are material disabilities that need to be recognised if an outcome that is consistent with fiscal equalisation is to be achieved.  
5. We provided detailed comments and evidence to support the conceptual case for a differential assessment for national parks and wildlife expenses in earlier submissions.

6. Nonetheless, Tasmania accepts the Commission’s position that robustly measuring such disabilities is currently not achievable.
7. Of a technical and consequential nature, we are concerned that moving to more contemporary assessments will result in transitional superannuation expenses not being fully equalised, despite the Commission’s stated intent to do so.
8. Given the materiality of transitional superannuation expenses, Tasmania strongly encourages the Commission to allow the transitional superannuation arrangements to continue for one or two additional years to ensure full equalisation over time is achieved (as originally intended).
Transitional Superannuation Expenses
9. Transitional superannuation expenses are the financial effects of moving from cash to accrual accounting when assessing superannuation expenses.
10. Without transitional arrangements, a move from a cash to an accrual superannuation standard would not be consistent with equalisation of all superannuation costs.  This is because any unfunded superannuation liabilities at the point of change would not be included in either the old cash standard (because they were not yet funded) or in the new accrual standard (because the relevant superannuation expenses had accrued prior to the introduction of the accrual standard).

11. To overcome this, the Commission agreed to put in place a transitional superannuation assessment to fully equalise these liabilities.  It decided that the annual amount included in assessment years would be one‑tenth of the outstanding superannuation liabilities as at 1 July 1998 (a total impact of $47 360 million).  
12. Spreading the equalisation of the liabilities over ten years was done principally to reduce the large relativity impact of assessing these needs over a shorter time period.
13. Paragraph 20 of the Draft Report notes the intention of the Commission to allow transitional superannuation expenses to run their course, through the Other Expenses category, so that they have an impact for the full ten assessment years, as originally envisaged.  Tasmania agrees with this intent.
14. However, Tasmania notes that, in reality, the transitional superannuation arrangements have not been fully implemented due to a “design fault”.
15. The transitional superannuation expenses were not assessed in the 2000 Update, meaning that the 1998-99 year was not assessed in five assessment years, as intended.  This reduced the ten‑year financial impact of the transitional superannuation arrangements to 
$46 413 million.
16. The full financial effect of the transitional arrangements will be further reduced in moving to more contemporary assessments, to a total of 
$41 629 million.  This is because the move to a three‑year assessment period will leave the years 2004-05 to 2007-08 less than fully equalised compared with the target of 10 per cent of expenses in each of these years.  In total, only 88 per cent of the transitional superannuation expenses will be fully equalised.  This is illustrated in Attachment 1.
17. Tasmania considers that $5.7 billion not being equalised through the transitional superannuation expenses (as a result of the introduction of contemporary assessments) is significant and material.  
18. The transitional superannuation expenses reflect a distinct and discrete commitment by the Commission at the time that the assessment of superannuation expenses moved to an accrual standard.  This arrangement was aimed at achieving equalisation over time, with an expectation by all parties that the full financial effect of the ten‑year transitional period would be achieved.

19. The conceptual case to fully equalise these expenses is just a strong as it was at the time the decision was made.  The only reason the equalisation was agreed to occur over time was to avoid the large shocks that a contemporary (ie one year or some other shorter-term arrangement) would have had on state budgets.  

20. If Tasmania had of been able to foresee that the Commission would eventually not fulfil its commitment, it would not have supported such a long-term approach that left the commitment open to review.  
21. As Tasmania argued in its response to the CGC Staff Discussion Paper 2007/29-S, the proposed course of action would set an undesirable precedent and introduce a lack of confidence in future Commission decisions that may require long-term solutions.  This would remove flexibility for the current, and future, Commissions.

22. As a matter of principle, Tasmania therefore believes it important that the transitional superannuation arrangements be fully upheld to ensure equalisation over time.  This could be achieved simply by continuing the transitional superannuation arrangements for one or two additional years.
23. Three options are apparent:
1. allocate the full 12 per cent of unequalised expenses to 2008-09;

2. allocate 10 per cent of the unequalised expenses to 2008-09 and 
2 per cent to 2009-10; or

3. allocate 6 per cent of the unequalised expenses to each of 2008-09 and 2009-10.

24. The first option would mean that the expenses would not be fully equalised until the completion of the 2012 Update, while the other two options would result in full equalisation occurring in the 2013 Update.  Either way, Tasmania does not consider this to be inconsistent with simplification, given that the 2010 Review methodology will need to be established to deal with the years 2006-07 and 2007-08 anyway under the current proposal.
ATTACHMENT 1 
Assessment of Transitional Superannuation Expenses
	
	1998-99
	1999-00
	2000-01
	2001-02
	2002-03
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08
	Total

	Original intended timetable to fully equalise superannuation expenses
	10%
	10%
	10%
	10%
	10%
	10%
	10%
	10%
	10%
	10%
	100%

	U2000*
	0
	
	
	
	
	
	
	
	
	
	

	U2001
	2%
	2%
	
	
	
	
	
	
	
	
	

	U2002
	2%
	2%
	2%
	
	
	
	
	
	
	
	

	U2003
	2%
	2%
	2%
	2%
	
	
	
	
	
	
	

	R2004
	2%
	2%
	2%
	2%
	2%
	
	
	
	
	
	

	U2005
	
	2%
	2%
	2%
	2%
	2%
	
	
	
	
	

	U2006
	
	
	2%
	2%
	2%
	2%
	2%
	
	
	
	

	U2007
	
	
	
	2%
	2%
	2%
	2%
	2%
	
	
	

	U2008
	
	
	
	
	2%
	2%
	2%
	2%
	2%
	
	

	U2009
	
	
	
	
	
	2%
	2%
	2%
	2%
	2%
	

	R2010^
	
	
	
	
	
	
	0
	0
	3.33%
	3.33%
	

	U2011
	
	
	
	
	
	
	
	0
	0
	3.33%
	

	U2012
	
	
	
	
	
	
	
	
	0
	0
	

	U2013
	
	
	
	
	
	
	
	
	
	0
	

	U2014
	
	
	
	
	
	
	
	
	
	
	

	Actual % left unequalised (assuming move to 3 year averaging)

	2%
	0%
	0%
	0%
	0%
	0%
	2%
	4%
	2.67%
	1.34%
	12%


*Transitional superannuation expenses were not assessed in the 2000 Update (meaning that the 1998-99 year was not assessed in five assessment years, as intended).
^ The 2010 Review proposes moving to more contemporary assessments (from a five year to a three year assessment period).
� The Other Expenses category includes centrally provided services (such as general public service and GST administration costs), services and expenses not assessed elsewhere (such as culture and recreation, public safety, and national parks and wildlife expenses) and transitional superannuation expenses.
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