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BACKGROUND
1 This discussion paper presents new issues for consideration by the State and Australian Treasuries in the 2008 Update.  Comments should be provided by 15 September 2007 to secretary@cgc.gov.au.  The contact officer for queries on the issues is Robert Bourke (Robert.Bourke@cgc.gov.au  or 02 6229 8880).

2 Proposals in this paper are made on the assumption that the terms of reference for the 2008 Update are similar to 2007 Update.

3 There are some specific issues that are not covered in this paper, but will be covered in separate processes with the States over the course of the update:
· The Commission has sought advice from the Roads Working Party to assist in determining the extent to which data from the Roads measurement project should be used in the 2008 Update.  A separate Roads 'new issues' paper will be circulated to States on changes that could be adopted for the 2008 Update flowing from the roads measurement project.  This paper will also seek State comments on the appropriate treatment of national highways since the introduction of Auslink.
· There will be a separate staff paper on wage input cost adjustments sent to States in November.  In the 2007 Update the Commission said it would reconsider the issue when new data became available through the course of 2007.

TREATMENT OF NEW SPecific purpose payments
SPPs commenced in 2006‑07

4 Table 1 sets out the proposed treatment for new recurrent SPPs
 that commenced in 2006‑07, listed in the 2007‑08 Federal Financial Relations publication.  The treatment recommended is consistent with the 2004 Review SPP guidelines.  A copy of the guidelines is in Attachment A.

	Staff propose to recommend to the Commission that the proposed treatment of each SPP commenced in 2006-07 in Table 1 be adopted.


SPPs commencing in 2007‑08 or 2008‑09

5 Table 2 provides a list of new payments to commence in 2007‑08.  Although these payments will affect the year in which the 2008 Update relativities will be applied, staff do not propose to backcast
 any of them.  On an annual basis, they are relatively small programs and do not represent a major change in Commonwealth-State relations.  The payments will be reflected in the relativities when they appear in the data for the assessment period.

6 No new payments will be made in 2008-09.


	Staff propose to recommend to the Commission that no SPPs commencing in 2007-08 be backcast.


Table 1
New SPPs in 2006-07, current purposes, shown in Federal Financial Relations 2007–08
	Australian Government payment for current purposes
	Description of program
	Estimated amount paid in 2006‑07 ($m)
	Proposed treatment 
in 2008 Update
	Reason for treatment

	Public Order and Safety

	Improving policing in very remote areas


	To address violence and child abuse in Indigenous communities, the Australian Government is providing assistance to the States and the Northern Territory for the construction of police stations and related infrastructure including police housing, and for additional sniffer dog teams to reduce the use of illicit substances in some Indigenous communities.
Allocation of resources under this program is based on gaps in current remote area policing facilities as established by the Valentin Review of Remote Policing, 2007.  The review assessed available data from States and the Northern Territory, and made subsequent recommendations against proposals lodged by each jurisdiction.
This SPP does not have any association with the recent action taken by the Commonwealth to address social problems within Indigenous Communities in the Northern Territory.
	4.467
	Inclusion


	This payment is for a State type service and has a direct impact on State budgets.

	Cole Inquiry Task Force
	Funding to the Victorian Office of Public Prosecutions for their assistance to the Task Force with the investigations and investigation outcomes of possible breaches of the Crimes Act 1914, the Criminal Codes, the Victorian Crimes Act and foreign exchange regulations of key stakeholders of the Australian Wheat Board.
	0.600
	Exclusion
	This payment is a reimbursement for services provided to the Australian Government.


Table 1
New SPPs in 2006–07, current purposes, shown in Federal Financial Relations 2007–08 (continued)

	Australian Government payment for current purposes
	Description of program
	Estimated amount paid in 2006‑07 ($m)
	Proposed treatment 
in 2008 Update
	Reason for treatment

	Public Order and Safety (cont’d)

	Illegal foreign fishing – Indigenous rangers trial
	To contribute to a twelve-month trial involving members of a Western Australian Indigenous community to carry out surveillance activities in the coastal waters of northern Australia and to report sightings of illegal foreign fishing vessels.
	0.282
	Exclusion
	This payment is a reimbursement for services provided on behalf of the Australian Government.

	CrimTrac Police Reference System
	Payments to the State and Territories for their contribution toward a national information sharing solution through the development of the CrimTrac Police Reference System.  The payment is for the installation of IT infrastructure to connect to the Minimum Nationwide Person Profile which is part of the CrimTrac Police Reference System.
	4.000
	Exclusion
	This payment is a reimbursement from the Australian Government.

	Health

	Organ and tissue donation
	To fund initiatives that will assist improving rates of organ and tissue donation in Australia.
	1.350
	Inclusion
	This payment is for a State type service and has a direct impact on State budgets


Table 1
New SPPs in 2006–07, current purposes, shown in Federal Financial Relations 2007–08 (continued)

	Australian Government payment for current purposes
	Description of program
	Estimated amount paid in 2006‑07 ($m)
	Proposed treatment 
in 2008 Update
	Reason for treatment

	Social Security and Welfare

	Young people with disabilities
	Provides funding to the States on a matched basis for the purpose of reducing the number of younger people with a disability in residential aged care, with priority given to people aged less than 50 years.
	4.190
	Inclusion
	This payment is for a State type service and has a direct impact on State budgets.

	National action plan to build on social cohesion, harmony and security
	Commonwealth contribution to partnership projects with State and Territory governments aimed at further integrating the Muslim community into broader Australian society.
	0.450
	Inclusion 
	This payment is for a State type service and has a direct impact on State budgets


Table 2 
SPPs commencing in 2007–08

	Australian Government payment
	Estimated amount to be paid in 2007‑08

	Current purposes
	($m)

	Improving Water Information
Funding is being provided to the Bureau of Meteorology to improve the detail and scope of nationally available water information, which will allow the Bureau to forecast, analyse and publicly report on water resources. Some of this information will be sourced from State agencies.
	10.000



	Family Violence Partnership

The Family Violence Partnership Program assists the States and Territories to jointly fund projects designed to reduce and prevent the incidence of family violence in Indigenous communities. The Program commenced on 30 June 2004 and is currently due to lapse on 30 June 2008.
	8.322

	Capital purposes
	

	Sydney Cricket Ground — new grandstand
Funding provided to the Sydney Cricket and Sports Ground Trust to assist in the building of the new grandstand on the old Hill site at the Sydney Cricket Ground.
	15.000


Source:  Federal Financial Relations 2007–08.

NATIONAL HOSPITAL MORBIDITY DATABASE
Background
7 The Australian Institute of Health and Welfare (AIHW) has brought forward the availability of their National Hospital Morbidity Database (NHMD) and National Public Hospital Establishment Database (NPHED) datasets.  

8 The NHMD is used in calculating the Acute and Non-acute component of the socio-demographic composition (SDC) factors in the Inpatient Services category assessment, along with the factor for the Hospital Patient Fees user charges category assessment.  The NPHED is used in calculating the hospital costs factor for the Inpatient Services category assessment. The most recent versions of these datasets included in the 2007 Update were for the 2003‑04 year.

Issues

9 As datasets for 2004‑05 and 2005‑06 will be available, staff propose to include two replacement datasets in the 2008 Update.  Consistent with the methods used in the 2004 Review, the use data will be lagged one year from the assessment year, as shown in the table below. 

Table 2
Inpatient Services SDC factor use data

	Assessment year
	NHMD/NPHED data year

	2002-03
	2001-02

	2003-04
	2002-03

	2004-05
	2003-04

	2005-06
	2004-05

	2006-07
	2005-06


	Staff propose to recommend to the Commission that the 2004-05 and 2005-06 data from the latest National Hospital Morbidity Database and the National Public Hospital Establishment Database be used for the Inpatient Services assessment in the 2008 Update.


abs national health survey
Background
10 ABS National Health Survey data are used in calculating the socio-demographic composition factors for the emergency department services, outpatient services and community health services components of the Non-inpatient and Community Health Services category, and the other public health component of the Population and Preventive Health category.  These data are also used in calculating the economic environment factor for the emergency department services, outpatient services and community health services components of the Non-inpatient and Community Health Services category, and the organised immunisation component of the Population and Preventive Health category.  

Issues

11 In the 2007 Update, data from the 2001 survey were used for all assessment years.  Data from the 2004‑05 survey are now available and staff propose to use these data for the assessment years 2004‑05, 2005‑06 and 2006‑07 in the 2008 Update.  

	Staff propose to recommend to the Commission that the 2004-05 to 2006-07 data from the 2004-05 ABS National Health Survey be used in the Non-inpatient and Community Health and Population and Preventive Health assessments in the 2008 Update.


Western Australia’s land RICH PROVISIONs
Background

12 During the 2007 Update, Western Australia raised two issues concerning its ‘land-rich’ provisions.  

· On 1 July 2004, Western Australia introduced provisions aimed at ensuring that transfers of ‘land rich’ listed corporate entities were subject to duty.  No other jurisdiction applied land rich provisions to listed corporations.  Western Australia advised that these provisions raised limited revenue in 2005‑06.  

· Its pre-existing land rich provisions relating to unlisted companies were unique and stricter than those in any other jurisdiction.  It said material transactions were subject to duty in 2005‑06 because of these provisions.  The ‘uniqueness’ arose because a wider range of assets was excluded from a company’s valuation when determining the land to total value of the company (and thus whether it is land-rich) acquired by a bidder.  

13 The Commission decided not to adjust Western Australia’s revenue base for the 2007 Update to exclude transactions subject to aspects of its ‘land rich’ provisions.  This was done following consultation with the States and the receipt of a consultant’s report examining how Western Australia’s provisions differed from those in other States.  The 2007 Update Report contains a more detailed exposition of the Commission’s consideration of the issue.

14 Western Australia has asked that the Commission reconsider the effect of land rich provisions in the 2008 Update.  

15 Western Australia does not consider the consultant’s view on its unlisted provisions to be sound.  It disagrees with the suggestion that these provisions were only needed in the mining rich States of Western Australia, Queensland and Northern Territory.  It said New South Wales and South Australia also had substantial activity in the mining industry, with substantial growth projected for South Australia.  It argued that this gave weight to its contention that this provision was not average policy. 
16 It also noted that some large transactions may soon be caught by its listed companies provisions.

17 Western Australia concluded that its land rich provisions are non-standard and result in it taxing a broader range of transactions than other States and some of those transactions are material.  (Western Australia’s submission at Attachment B has been deleted for reasons of confidentiality).  

18 Commission staff invite the States to comment on Western Australian arguments, taking into account the Consultant’s report (an attachment to the 2007 Update Conveyances Working Paper and available on the Commission’s website) and comparing the ‘land-rich’ provisions in Western Australia to those in each State.  In particular, States are asked to comment on: 

· the amount of land-rich duty potentially collectable for transactions involving ‘listed’ entities under existing aggregation or other rules in their jurisdiction; and
· whether the ‘excluded property’ provisions of Western Australia apply in alternative forms in other States with comparable implications for unlisted ‘land-rich’ entities.  

	Staff ask the States to comment on Western Australian arguments, in particular:

· the amount of land-rich duty potentially collectable for transactions involving ‘listed’ entities under existing aggregation or other rules in their jurisdiction; and
· whether the ‘excluded property’ provisions of Western Australia apply in alternative forms in other States with comparable implications for unlisted ‘land-rich’ entities.  


ABOLITION OF STATE TAXES
Background

19 Each State has reached an agreement with the Australian Government on a timetable for the phasing out of the following taxes on business:

· stamp duty on leases; 

· stamp duty on mortgages, debentures, bonds and other loan securities; 

· stamp duty on credit arrangements, instalment purchase arrangements and rental arrangements;
· stamp duty on cheques, bills of exchange and promissory notes;
· stamp duty on non-quotable marketable securities; and
· stamp duty on non-real business conveyances.
20 The revenue from these taxes formed the total content of the Commission’s categories of Financial Transactions Taxes and Stamp Duty on Shares and Marketable securities.  It also makes a contribution to the Stamp Duty on Conveyances category.  

21 During the 2007 Update, the Commission implemented the effect of the abolition on its assessments by backcasting the abolition of taxes into the assessment years on the basis of the average tax policy expected to apply in the application year (2007-08).  Under this approach, the average effective rate of tax represented the average tax policy provided that the tax applied to more than 50 per cent of the all-State aggregate tax base, and applied in four or more States.  

22 The Commission decided to apply a similar approach to future updates.  For the 2008 Update, this is only an issue for the following taxes.  

Analysis of average policy

23 Financial transaction taxes.  Victoria, Western Australia, Tasmania and Northern Territory will have abolished all taxes in the Financial Transaction Taxes category in 2008-09, while the other four States will have done away with some of them.  Thus, the average tax rate in the application year for the 2008 Update (2008-09) will be lower than that used for the 2007 Update (2007-08).  
24 Table 3 summarises the progress of abolition by State in 2008-09 for the four taxes that are included in this category.  

Table 3
Status of abolition of financial transaction taxes, 2008-09

	 
	NSW
	Vic
	Qld
	WA
	SA
	Tas
	ACT
	NT

	Lease Duty
	abolished
	abolished
	abolished
	abolished
	abolished
	abolished
	applies
	abolished

	Mortgage Duty
	applies
	abolished
	applies
	abolished
	applies
	abolished
	abolished
	abolished

	Rental Duty
	abolished
	abolished
	abolished
	abolished
	applies
	abolished
	abolished
	abolished

	Cheque Duty and Other
	abolished
	abolished
	abolished
	abolished
	abolished
	abolished
	abolished
	abolished


Source: Australian Treasury, Timetable for the abolition of State taxes, Budget Paper No. 3 Federal Financial Relations 2007‑08, Appendix E and State budget papers.  

25 Consistent with the Commission’s position in the 2007 Update, the average policy would be analysed as if there were a ‘single’ tax.  This means that until a State fully abolishes all individual taxes, the policy of the State will be interpreted as if it continued to have the policy of imposing this ‘single’ tax.  

26 On this basis, four States — New South Wales, Queensland, South Australia and the ACT — will still be imposing a financial transaction tax.  

27 Table 4 shows that the combined revenue base of these States was above 50 per cent of the revenue base, on average, over the last five years.  This is likely to remain so in 2008-09.  

Table 4
Financial transactions taxes, revenue base 2001-02 to 2005-06

	
	Revenue base of New South Wales, Queensland,
South Australia and the ACT relative to Australia

	
	%

	2001-02
	63.1

	2002-03
	62.9

	2003-04
	63.1

	2004-05
	62.7

	2005-06
	62.4


Source: CGC Discussion Paper 2007/06 Financial Transaction Taxes Results.  

28 Taken together, the average policy in 2008-09 will be to impose financial transaction taxes and hence a differential assessment of this category should continue for the 2008 Update.  

29 The average effective rate of tax will be calculated using the 2007 Update method by:

· estimating the average revenues and the revenue bases for each State for 2008‑09.  Estimates of average revenues for 2008‑09 will be based on the State budget papers, and, where not available, on trends in revenue collections taking into account the States’ proposed timetables to abolish taxes.  Revenue base estimates for 2008‑09 will be made for each State using simple linear extrapolation;

· deriving an average effective tax rate for 2008‑09 using those estimates; and

· using the average effective tax rate to determine an adjustment for average revenue in each year of the assessment period.

30 Stamp duty on non-real business conveyances.  In 2008-09, five States will still be applying the duty, and thus it will remain the average policy to impose the duty.  Table 5 summarises the status of abolition in 2008‑09.  

Table 5
Status of abolition of stamp duty on non-real business conveyances, 2008‑09

	 
	NSW
	Vic
	Qld
	WA
	SA
	Tas
	ACT
	NT

	
	applies
	abolished
	applies
	applies
	applies
	abolished 
	abolished
	applies


Source: Relative Fiscal Capabilities of States 2007, Attachment G, Table G-1: Timetable for the abolition of State taxes.  

31 Prior to the signing of the Intergovernmental Agreement in 2001, Victoria was not applying this duty.  By 2008‑09, the application year for the 2008 Update, only Tasmania and the ACT will have abolished the duty
.  Applying the Commission decision will mean adjusting the revenue stream for the assessment years to reflect the situation applying in the application year, in this case 2008‑09
.  
32 Over the past three years, stamp duty collected from transfers of non-real property by the ACT averaged about $1.4 million, and by Tasmania about $8.0 million.  Together, the reduction would be $10 million or only about $0.5 per capita in 2008‑09.  Therefore, on materiality grounds, the Commission would not apply backcasting to this component in this update.  
33 However, because the ACT abolished the non-real business conveyances duty on 1 July 2006, its revenue base data for 2006-07 will not include the value of non-real business conveyances.  This will make their data incomparable with other States.  To account for this, the ACT’s revenue base data for 2006-07 will be adjusted up proportionally to include their forgone revenue.  

	Staff propose to recommend to the Commission that:

· for financial transaction taxes, apply the same method to dealing with the average policy in the 2008 Update as it did in the 2007 Update; and 

· for stamp duty on non-real business conveyances, not to backcast changes, because of lack of materiality, in the 2008 Update, but the revenue base data for 2006-07 for the ACT be adjusted proportionally to ensure its comparability with other States.


Census issues for 2008 Update
Background

34 The 2008 Update is the first update for which data from the 2006 ABS Census of Population and Housing are available.  

35 In the 2003 Update, the Commission incorporated the then newly released 2001 Census data.  However, the terms of reference for that inquiry limited the use of 2001 Census data to State mean populations and State-wide age and sex distributions.  

36 While the Commission has not received draft terms of reference for the 2008 Update, it expects they will mirror those of the 2007 Update and ask it to use the latest available data, where possible.  States should note staff intentions relating to the use of new Census data.

What data will be changed?

37 Staff propose to revise Census data in cases where a factor has been calculated using cross‑tabulations of administrative and census data (socio‑demographic factors).  However there are some exceptions.  These are where:

· the administrative data relates to a year closer to the 2001 Census –– years prior to 2004‑05 will continue to use 2001 Census data; or

· new use or cost data would have to be collected from States.  This would be the case for the concessions use factor in Urban Transit.

38 Staff do not propose to use updated Census data in cases where the 2001 Census data were used in regression models (for example the adjustment for the post‑compulsory years of schooling) or for small area analyses (such as service delivery scale and dispersion).  Updating the small area analyses would require the Commission to also update enrolment and staffing data by school and dispersion expenses data.  These exercises would not be simple and could be resource intensive.

39 Attachment C lists the factors that will be updated. Attachment D lists those that will not be updated.

Presenting the impact of changing census data

40 While it is not possible to estimate the likely impact of changing Census data at this stage, the Commission intends to present this impact (once it is quantified) in its 2008 Update.  This would involve separating the impact of revisions of Census data from revisions to other assessment data.
What are the implications for Mean Resident Population (MRP)?

41 The ABS revises Estimated Resident Population (ERP) after each Census (as MRP is based on ERP, it too will be revised).  The revisions encompass the preceding inter-censal period.  These revisions will be included in the change due to the new census data.  
	Staff propose to recommend to the Commission that:

· the 2006 Census data be used for the calculation of the factors listed in Attachment C for the 2008 Update;

· the revised Mean Resident Population data be used for the 2008 Update.


Methods of treatment of the Australian Government Revenue payments in the 2004 Review
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factors THAT WILL BE updateD USING 2006 CENSUS DATA

User Charges

3410
Hospital Patient Fees — Hospital patient fees factor

Education

4010 Pre-school Education — Socio-demographic composition factor

4020
Government Primary School Education — Socio-demographic composition factor

4040
Government Secondary School Education — Socio-demographic composition factor (not including post-compulsory education adjustment)

4060
Vocational Education and Training — Socio-demographic composition factor

Health and Welfare

4110 Inpatient services — Inpatient services factor

4115 Non-inpatient and Community Health Services —Community health economic environment factor

4115
Non-inpatient and Community Health Services —Community health socio-demographic composition factor

4115
Non-inpatient and Community Health Services —Emergency services socio-demographic composition factor

4115
Non-inpatient and Community Health Services —Outpatient socio-demographic composition factor

4120 Population and Preventive Health — Breast cancer screening socio-demographic composition factor

4120
Population and Preventive Health — Communicable diseases control socio-demographic composition factor

4120
Population and Preventive Health — Organised immunisation socio-demographic composition factor

4120
Population and Preventive Health — Other public health socio-demographic composition factor

4130 Family and Child Services — Children and youth support socio-demographic composition factor

4135
Aged and Disabled Services — Disability services socio-demographic composition factor

4135
Aged and Disabled Services — Aged care services socio-demographic composition factor

4140
Homeless and General Welfare — Other welfare socio-demographic composition factor

4140
Homeless and General Welfare — Supported Accommodation Assistance Program socio-demographic composition factor

4160
Housing — Private and home purchase socio-demographic composition factor

4160
Housing — Public housing maintenance socio-demographic composition factor

4160
Housing — Public housing management socio-demographic composition factor

4180
Service to Indigenous Communities — Socio-demographic composition factor

Law, Order and Public Safety

4440 Police — Urban complexity factor

4440 Police — Socio-demographic composition factor

4450 Administration of Justice — Criminal courts socio-demographic composition factor

4465 Corrective Services — Prisons socio-demographic composition factor

4465 Corrective Services — Community corrections socio-demographic composition factor

4465 Corrective Services — Juvenile justice socio-demographic composition factor

4470 Public safety — Urban complexity

Culture and Recreation

4720 National Parks and Wildlife Services — Socio-demographic composition factor

Economic Activities

5420
Water, Sanitation and Protection of the Environment — Water and sewerage cost factor

5425
Non-urban Transport — Concessions socio-demographic composition factor

5425
Non-urban Transport — General subsidies socio-demographic composition factor

General Public Services

5525 General Public Services — Ethnic affairs factor

Cross-border factors

factors THAT WILL not BE updateD WITH 2006 CENSUS DATA

Education

4010
Pre-school Education — Service delivery scale factor

4020
Government Primary School Education — Service delivery scale factor

4040
Government Secondary School Education — Service delivery scale factor

4050
Non-Government Secondary School Education — Socio-demographic composition factor (post-compulsory education adjustment)

4070
Transport and Rural School Children — category specific dispersion factor

4070
Transport and Rural School Children — Socio-demographic composition factor

Law and Order

4440
Police Services — Service delivery scale factor

Culture and Recreation

4470
National Parks and Wildlife Services — Physical environment factor
Economic activities

5435 Urban Transit — Concessions passenger use factor

5435 Urban Transit — Pricing subsidies factor

5435
Urban Transit — Capital subsidy factor
Dispersion factors

(1)	Does the SPP have a direct impact on State budget?(a)


(2)	Does the SPP provide assistance for services in the adjusted budget?(b)





OUT OF SCOPE





NO (to any)





YES (to all)





Is the payment a reimbursement for services provided to or for the Australian Government?


Should the payment be excluded for simplicity because it is distributed consistently with the Commission’s assessments of State expense differences?


Is the payment a minor payment for which expense differences are not assessed and the introduction of additional disabilities into the assessment would not be warranted?


Is there a constraint on State budgets not allowed for in the assessment?





EXCLUSION








YES (to any)





NO (to all)





INCLUSION(c)





Note: 	(a)	Under this criterion, other Australian Government payments made to non-government organisations and SPPs paid through the States were treated as out of scope because they did not have a direct impact on State budgets.


Under this criterion, payments made for services which are the responsibilities of the Australian Government and local governments were treated as out of scope.


When inclusion was used, the expense financed by the SPP was included in the adjusted budget and needs assessed in the relevant expense category.  The SPP was treated as revenue, available to the recipient State to meet part of its assessed differences.











� 	No new capital SPPs commenced in 2006-07.


� 	When there is a major change in Commonwealth-State relations, the Commission adjusts the historical data used in the assessments to reflect that change.  This is referred to as backcasting.


� 	The ACT abolished the duty on non-realty transfers from 1 July 2006.  Tasmania will abolish the duty from 1 July 2008.  


� 	This is a simplified approach since no separate data for non-real business transactions revenue bases are available.  





