SUPERANNUATION — ASSESSMENT
RESULTS

1 Thisworking paper describesthe expenses assessment for Superannuation and provides
information onitsimpact on GST revenue distribution for the 2007 Update. The
devel opment of the assessment method in the 2004 Review is discussed in Volume 6 of the
2004 Review Working Papers.

DESCRIPTION OF THE CATEGORY

2 The Superannuation category comprised:

o Superannuation expenses accrued under funded or unfunded schemesfor services
provided by employees and holders of public office whose salariesareincluded in the
Commission’ sadjusted budget inthe current period;

o associ ated administrativeexpenses,

o ashare of unfunded superannuation liabilitiesasat 1 July 1998; and

J imputed interest accrued during the period on unfunded superannuation liabilities.
3 Interest earningsfrom superannuation investmentswere offset against expensesinthis
category.

4 No specific purpose payments were associ ated with the Superannuation category.

5 Table 1 shows average expenses (net of interest earnings) for thelast six financial years. In
2005- 06, the average expense of $688.97 per capitarepresented 11.41 per cent of total
average expenses.
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Tablel Super annuation, aver ageexpenses, 2000-01 to 2005-06

2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Average expenses ($pc) 57701 58682 61816 66361 67627  688.97
% of total State average expenses 11.81 11.38 11.58 12.19 11.88 1141
ASSESSMENT METHOD

Description of theassessment

6

The Superannuation assessment for the 2007 Update was carried out using four components:
accrued expenses, nominal interest on equalised unfunded liabilities, nominal interest on
unequalised unfunded liabilitiesand outstanding liabilities.

The assessment recogni ses outstanding liabilities at the time of the move from cash to accrual
accounting. These outstanding liabilitieswould not have been equalised unless special
transitional arrangementswereintroduced. 1nthe 2001 Update, the Commission decided to
bring unfunded liabilities (as at 1997-98) and nominal interest on thoseliabilitiesinto the
assessment. To smooth itsintroduction, the unfunded liability was spread equally over ten
years, commencing in 1997-98. At the end of thistransitional period (2006-07), the category
will compriseonly two components: accrued expenses (assessed differentially) and nominal
interest on unfunded liabilities (assessed equal per capita).

The 2007 Update assessment method is the same as for the 2006 Update:

o Accrued expenses recognised the expenses accrued in ayear and was assessed using an
accrued expensesfactor. Thefactor measured differences between the Statesin their
need to accrue superannuation liabilities. It wasderived by calculating disabilities
related to wages and salary expenses across most expense categories. Thisapproach
provided apolicy neutral measure of the level of wages each State wasrequired to
finance. An adjustment was madefor the higher costsincurred by the ACT and the
Northern Territory becausetheir employeeswere onthe Commonwealth
Superannuation Scheme (CSS) at sel f-government.

o Nominal interest on equalised unfunded liabilities recognised disabilities that had
already been equalised. Thiscomponent was assessed equal per capita (EPC).

o Nominal interest on unequalised unfunded liabilities recognised a State’ s requirement
to finance borrowingsto fund superannuation liabilitiesthat accrued prior to the
introduction of accrual accounting. It wasbased on historical superannuation
disabilitiesand differencesin the costs of borrowing. The historical superannuation
disabilitieswere measured using the average of the superannuation category factors
from 1948-49 to 1997-98. The cost of borrowing factor recognised the higher
borrowing costsfaced by Stateswith smaller budgets.
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o Outstanding liabilities recognised each State’ srequirement to finance superannuation
expensesthat were accrued prior to theintroduction of accrual accounting. It was
based on historical superannuation disabilities, discussed above.

Assessment structure

Table 2 summarisesthe assessment structure for the 2007 Update.

Table2 Superannuation, assessment structurefor the 2007 Update, 2005-06
Expensecomponent Component Factors Basis of calculation
weight
%
Accrued expenses 39.67 Accruedexpenses  Based on the level of assessed wages
which each State was required to finance
and on which it incurred a
superannuation liability. Itincluded an
adjustment for the higher costs incurred
by the ACT and the Northern Territory
as aresult of their CSS responsibilities.
Nominal interest on 19.87 None EPC.
equalised unfunded
liabilities
Nominal interest on 5.32 Historical Based on the average of the
unequalised unfunded superannuation category factors for the
liabilities period 1948-49 to 1997-98.
Cost of borrowing Based on bond rates.
Outstanding liabilities 35.14 Historica Based on the average of the

superannuation category factors for the
period 1948-49 to 1997-98.

9 The proportion of expenses affected by each component was based on GFS dataand one tenth
of the outstanding liabilities (asat 1997-98).

Calculatingthecategory factor

10  Table 3 summarisesthe components, component weights and factors assessed for the last year
of the 2007 Update. It showsthe calculation of the category factor for 2005-06.
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Table3 Superannuation, derivation of category factor, 2007 Update, 2005-06

Factors NSW Vic Qld WA SA Tas ACT NT

Accrued expenses (component weight = 39.67 %)

Expenditure relativities  0.98527 0.92808 0.99594 1.03862 0.98085 1.07054 1.28491 2.483108
Component factor 0.98527 0.92808 0.99594 1.03862 0.98085 1.07054 1.28491 2.48108
A Wgtd comp factor 0.39086 0.36817 0.39509 0.41202 0.38911 0.42469 0.50973 0.98425
Nominal interest on equalised unfunded liabilities (component weight = 19.87 %)

EPC 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000
Component factor 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000 1.00000
B Wgtd comp factor 0.19869 0.19869 0.19869 0.19869 0.19869 0.19869 0.19869 0.19869
Nominal interest on unequalised unfunded liabilities (component weight = 5.32 %)

Historical 0.99358 0.97486 1.00722 1.06061 1.03814 1.12497 0.54832 1.22741
Cost of borrowing

factor 0.98916 0.98916 0.98916 1.01603 1.03365 1.05536 1.11354 1.11354
Component factor 0.98280 0.96429 0.99630 1.07761 1.07307 1.18725 0.61058 1.36677

C Wagtd comp factor 0.05228 0.05129 0.05300 0.05732 0.05708 0.06315 0.03248 0.07270
Outstanding liabilities (component weight = 35.14 %)

Historical 0.99358 0.97486 1.00722 1.06061 1.03814 1.12497 0.54832 1.22741
Component factor 0.99358 0.97486 1.00722 1.06061 1.03814 1.12497 0.54832 1.22741
D Wgtd comp factor 0.34916 0.34259 0.35396 0.37272 0.36483 0.39534 0.19269 0.43134

Category factor (a) 0.99099 0.96074 1.00073 1.04075 1.00970 1.08187 0.93359 1.68698

Notes: For each component, the component factor is calculated using the formulain the following paragraph. The weighted
component factor is the component factor multiplied by the component weight. Thisisthen population weighted to
ensure that the sum of assessed expenses equals average expenses.

@ Category factor is the sum of the weighted component factors. It equalsA + B + C + D.

11  Thecategory factor wascal culated asfollows:

category factor =  accrued expenses +

nominal interest on equalised unfunded liabilities +
nominal interest on unequalised unfunded liabilities +
outstanding liabilities

accrued expenses = 0.3967 [accrued expenses]

nominal interest on = 0.1987 [equal per capita]

equalised unfunded

liahilities

nominal interest on = 0.0532 [historical * cost of borrowing]
unequalisedunfunded

liabilities

outstanding liabilities = 0.3514[historical]
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12 Ineach case, the contribution to the category factor was cal culated as the component weight
(the percentagesin the table) multiplied by the component factor (the bracketed termsin the
formulas). Each component’ s contribution to the category factor was scaled to ensurethe
sum of assessed expenses equalled average expenses.

RESULTSFOR 2005-06

13 Table 4 shows, for 2005-06, the actual, average and assessed expenses per capitaand the
assessed cost of providing servicesratios. The assessed cost of providing servicesratiois
equivalent to the category factor shownin Table 3.

Table4 Super annuation, assessment r esults, 2005-06
NSW Vic Qd WA SA Tas ACT NT Avg
$pc $pc $pc $pc $pc $pc $pc $pc $pc
Actual expenses 577.03 687.59 74512 636.96 789.57 938.10 1301.33 1521.69 688.97
Assessed expenses 6682.77 661.93 689.48 717.05 695.66 74538 64322 1162.29 688.97
% % % % % % % % %
Assessed cost of providing o9 1 9507 10007 104.08 10097 10819 9336 168.70 100.00

servicesratio (a)

@ The assessed cost of providing services ratio is the ratio of assessed to average net expenses per capita.

14  Table 9 at the end of thisworking paper summarisesthe results of the assessment. It shows
the actual, average and assessed expensesfor each State for all years of the 2007 Update.

15  Figure lillustratesthe actual, average and assessed expenses per capitafor Superannuation

for 2005-06.
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Figurel Superannuation, net expensesper capita — assessed, actual and aver age,
2005-06

NSW Vic Qld WA SA Tas ACT NT

Assessed Actual

CONTRIBUTION TO GST REVENUEDISTRIBUTION

16  Table 5 showsthe category’ s contribution to the distribution of GST revenue and health care
grants (hereafter GST revenue) implied by the 2007 Update. It aso showsthe contribution of
each factor and component.
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Tableb Superannuation, contribution of assessment to GST revenuedistribution,
2007 Update
. Total
Factor NSW Vic Qld WA SA Tas ACT NT redist'd

$m $m $m $m $m $m $m $m $m
Accrued expenses

Accrued expenses -22.8 -105.8 -5.1 211 -105 9.9 28.5 84.7 144.2
Component factor -22.8 -105.8 -5.1 211 -105 9.9 285 847 144.2
Nominal interest on equalised unfunded liaibilities

EPC 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Component factor 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Nominal interest on unequalised unfunded liabilities

Historial -3.2 -9.2 21 9.0 4.3 44  -10.7 34 23.1
Cost of borrowing -8.5 -6.3 -5.0 3.8 6.0 3.1 4.3 2.7 19.9
Component factor -84 -131 -11 11.5 8.2 6.6 -9.2 55 31.8
Outstanding liabilities

Historical -12.3  -35.8 8.1 34.7 16.5 170 -41.3 13.2 89.4
Component factor -12.3 -358 8.1 34.7 16.5 170 -413 13.2 89.4

Redistribution from EPC
resulting from the 2007
Update assessment -43.6 -154.6 19 673 142 335 -220 1033 220.2

Note: The redistribution due to the component factors includes the effect of interactions between factors. Therefore the
component factor figure may not equal the sum of its factors' redistribution.

Differencesfrom an equal per capita assessment

17 Table5indicatesthat the disabilities which had the biggest impact on the assessment were:

o accrued expensesfactor — which recognised differencesin the per capitalevel of
assessed wages each State was required to finance and on which it accrued a
superannuation liability; and

o historical factor — which recognised interstate differencesin the quantity of unfunded
liabilities States accrued at the time accrual accounting wasintroduced.

18 Thehistorical factor was aweighted average of the category disability factorsfor the period
1948-49 to 1997-98. Thefactorswereweighted by the historical average expensesfor the
same period. Thehistorical factor isnot updated. New South Wales, Victoriaand the ACT
were assessed to have an historical factor below one and the other States an historical factor
above one.

19 Thecategory factor reflected thefollowing on a State by State basis:

o New South Wales had a negative GST revenue distribution due to both its below
average per capitalevel of assessed wages and its bel ow average quantity of unfunded
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liabilitiesaccrued at thetime accrual accounting wasintroduced in the Superannuation
assessment in 2001.

Victoria had thelargest negative GST revenuedistribution. Thiswas due to it having
thelowest per capitalevel of assessed wages and abelow average unfundedliabilities
that accrued prior to theintroduction of accrual accounting.

Queensland' s GST revenue distribution was almost neutral. Itslower per capitalevel
of assessed wages was offset by its above average unfunded liabilitiesthat accrued
prior to theintroduction of accrual accounting.

Western Australia had a positive GST revenuedistribution. Thiswas dueto both its
above average per capitalevel of assessed wages and its above average unfunded
liabilitiesthat accrued prior to theintroduction of accrual accounting.

South Australia’ sabove average historical factor was partially offset by itsbelow
average per capitalevel of assessed wages, leaving it with an overall positiveimpact on
its GST revenuedistribution.

Tasmania had a positive GST revenue distribution due to both its above average per
capitalevel of assessed wages and its above averageunfunded liabilitiesthat accrued
prior to theintroduction of accrual accounting.

The ACT had a negative GST revenuedistribution dueto its above average per capita
level of assessed wages offset by its below average historical factor. The historical
factor which measured unfunded liabilitiesthat accrued prior to theintroduction of
accrual accounting, reflected the ACT’ s inheritance of employees on the CSS scheme
at self-government and the shorter period (since self-government) over which it
incurredliabilities.

The Northern Territory had the largest positive GST revenuedistribution. 1t had the
largest per capita unfunded liabilitiesthat accrued prior to theintroduction of accrual
accounting. (even though it had self-government for only 14 of the 20 years) and the
highest per capitalevel of assessed wages.

CHANGESSINCE THE 2006 UPDATE

Effect of assessment on thedistribution of GST revenue

20

21

Table 6 showstheredistribution of GST revenue resulting from the assessmentsin the
2006 Update and the 2007 Update. It also shows the sources of the changes.

Changesin distribution of GST revenue shares between the 2006 Update and the 2007 Update
were brought about becausethe Commission:

used revised average expenses data and other revised datain updating factor
calculationsfor the years 2000-01 to 2004-05; and
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o replaced 2000-01 average expenses and factorswith those of 2005-06 to move forward
thefive year period on which GST revenue distribution was based. Moving thefive
year period forward in thisway ensuresthe assessmentsreflect recent trendsin State
priorities on the services provided and recent trendsin State demographic and
economic circumstances which affect therelative costs of the services.

22  Comparedtoanequal per capitaassessment, the 2007 Update redistributed $220.2 million
away from New South Wales, Victoriaand the ACT.

Table6 Superannuation, effect of assessment on GST revenuedistribution,
2006 Updateto 2007 Update
: Total
NSW Vic Qd WA SA Tas ACT NT redistd
$m $m $m $m $m $m $m $m $m
Redistribution from EPC
resulting from the 2006 Update
assessment (a) -39.8 -1478 -14 698 155 345 -265 956 2154
Effect of revising category
aver ages and factors for 2000-01
to 2004-05
Category average -24 -99 -02 4.4 0.7 21 -12 6.6 13.8
Category factors -29 -36 26 -02 0.3 0.3 11 24 6.7
Interactions -05 -0.2 03 -01 0.2 0.0 0.1 0.3 0.8
Tota -58 -13.7 2.7 4.0 12 24 -01 93 196
Effect of replacing 2000-01
category averages and factors
with those for 2005-06
Category average 12 41 00 -21 -05 -11 09 -25 6.3
Category factors 0.8 32 07 -49 -23 -27 41 1.0 9.9
Interactions -01  -04 -0.1 0.6 0.3 03 -05 -01 1.1
Tota 2.0 6.9 07 -65 -26 -34 45 -16 141
Redistribution from EPC
resulting from the 2007 Update
assessment () -43.6 -154.6 19 673 142 335 -220 1033 2202
Total effect of revisions and
updating (b) -38 -6.8 33 -25 -13 -10 4.4 77 154

)] Using the same pool and populations that were used to cal culate the 2007 Update redistribution.
(b) This figure shows the change in the amount redistributed among the States between the 2006 Update and the
2007 Update. It does not necessarily equal the difference in the total redistribution from EPC between the two

inquiries.

23  Table 7 showsthe changesin GST revenue distribution attributable to changesin each factor

arising from both revising datafor 2000-01 to 2004- 05 and replacing 2000-01 data with

2005-06 data.
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Table7 Super annuation, effect of assessment on GST revenuedistribution by factor,
2006 Updateto 2007 Update
. Totd
NSwW Vic Qd WA SA Tas ACT NT redistd

$m $m $m $m $m $m $m $m $m

Accrued expenses
Accrued expenses -6.3 -10.6 29 0.8 0.9 0.8 15 10.0 16.9
Nominal interest on equalised unfunded liabilities

EPC 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Nominal interest on unequalised unfunded liabilities

Historical 0.7 21 -0.5 -2.2 -1.1 -1.2 3.2 -1.0 6.0
Cost of borrowing 29 2.1 1.7 -1.4 -2.2 -1.2 -0.8 -11 6.8
Outstanding liabilities

Historical 0.2 0.6 -0.1 -0.5 -04 -0.4 0.7 -0.1 14
24 Themainreasonsfor the changesin GST revenuedistribution were asfollows.

Changesduetorevising aver age expenses and factor sfor year s 2000-01 to 2004-05

25

26

Revising averageexpenses. Upward revisionswere madeto average expenses, producing a
increasein the redistribution of GST revenue between the States ($13.8 million). Thischange
resulted from a Commission decision for the 2007 Update to net off all interest earnings
against the Debt Charges category thusrevising upwards average expensesfor
Superannuation from 2000-01 to 2004-05. These changes decreased the GST revenue shares
of the States assessed to have category factorsbelow one (New South Wales, Victoria and
Queensland and the ACT).

Revising category factors. The category factor changed asaresult of revisions to the accrued
expensesfactor. Therevisions resulted from changes to primitive data and average expenses
of other categories flowing through to the accrued expensesfactor. The changes had a
negativeimpact on New South Wales, Victoriaand Western Australia.

Changesin Statecircumstances — replacing 2000-01 with 2005-06 data

27

28

Replacing average expenses. Between 2000-01 and 2005-06, per capita average expenses
increased by 19.6 per cent. Theincreasein average expenses however waslessthan the
increasein the per capita GST pool (43.3 per cent). The category was less important to the
calculation of relativities, resulting in alower redistribution of GST revenue. Thischange
increased the GST revenue shares of the States assessed to have category factors below one
(New South Wales, Victoria and the ACT).

Replacing categoryfactors. Table 8 showsthe actual expenses and implied assessed cost of

providing servicesfor 2000-01, the year that drops out of the assessment period, and 2005-06,
the year that comesinto the assessment period. It shows that for New South Wales, Victoria,
Queensland, the ACT and the Northern Territory, the 2005-06 costs of providing services

10
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were higher than the 2000-01 costs. Replacing the category factorsincreased their shares of
GST revenue ($9.9 million). The shares of the other States decreased when their factorswere

replaced.
Table8 Superannuation, actual and assessed expensesand cost of providing services
ratio, 2000-01 and 2005-06
NSW  Vic Qld WA SA Tas ACT NT Avg
$pc $pc $pc $pc $pc $pc $pc $pc $pc

Actual expenses

2000-01 44359 639.90 566.06 627.62 650.37 818.38 895.52 1540.98 577.01

2005-06 577.03 68759 745.12 636.96 789.57 938.10 1 301.33 1521.69 688.97

% % % % % % % % %

Change between 2000-01

and 2005-06 30.08 745 31.63 149 2140 1463 4532 -125 1940

$pc $pc $pc $pc $pc $pc $pc $pc $pc

Assessed expenses

2000-01 571.36 552.09 576.77 609.08 58791 643.98 493.78 956.00 577.01

2005-06 682.77 661.93 689.48 717.05 695.66 745.38 643.221162.29 688.97
% % % % % % % % %

Assessed cost of providing services ratio

2000-01 99.02 9568 99.96 10556 101.89 111.61 8558 165.68 100.00

2005-06 99.10 96.07 100.07 104.08 100.97 108.19 93.36 168.70 100.00

29 Theobserved changeswerelargely driven by changesto accrued expenses factors and
changesin the category composition.

30 Changesto the accrued expensesfactor were dueto variationsin assessed wages for
superannuation cal culated in the contributing expenses categories. The changesin the
accrued expensesfactorsreflected changesto wages. Thishad apositiveimpact for
Queensland, South Australiaand the Northern Territory.

31  Changes to the category component weightsincreased the weight given to the accrued
expenses component and nominal interest on equalised unfunded liabilities components. This
increased theimportance of these assessments, which had apositive impact New South
Wales, Victoria, the ACT and the Northern Territory.

32  Forthe 2007 Update all interest earningswere netted off debt charges. Thishad the effect of
increasing the assessed expenses of Superannuation for all yearsof the Update. The effect
decreased GST revenue distribution for States with factors below one (New South Wales,
Victoriaand the ACT).

33  Thecombined effect of changesto wages, component weights and deriving average expenses

increased GST revenuedistribution to Queensland, the ACT and the Northern Territory and
away from New South Wales, Victoria, Western Australia, South Australiaand Tasmania.

11
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Thisworking paper was prepared by the Expense — Transport section of the Commonwealth Grants
Commission. If you have any questions about its content please contact Stephen Tregea-Collett on
(02) 6229 8838 or stephen.tregea-collett@cgc.gov.au.

/@QWW

Date: 23 February 2007
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Table9 Assessment of expenses, Superannuation

2001-02 2002-03 2003-04 2004-05 2005-06
Amount Per Capita Amount Per Capita Amount Per Capita Amount Per Capita Amount Per Capita
$m $ $m $ $m $ $m $ $m $
Average Expenses 586.820 618.155 663.605 676.271 688.974
New South Wales
Assessed difference - 30.939 - 4.682 - 34.256 -5.144 - 35.947 -5.363 - 39.801 -5.901 -42.214 - 6.207
Expenses - Assessed 3846.901 582.138 4 082.362 613.011 4 412.003 658.242 4 521.699 670.370 4643.320 682.767
Actual 3038.880 459.863 3348.184 502.766 3507.517 523.299 3636.228 539.094 3924.228 577.030
Victoria
Assessed difference - 119.426 -24.715 -121.093 -24.788 - 133.679 - 27.068 - 135.245 -27.078 - 136.820 - 27.048
Expenses - Assessed 2716.158 562.105 2898.713 593.367 3143.689 636.538 3242.487 649.193 3348.297 661.926
Actua 3047.194 630.612 3367.311 689.290 3418.146 692.110 3389.082 678.543 3478.116 687.590
Queensland
Assessed difference 2.046 0.558 1.330 0.354 1.423 0.370 2.343 0.596 2.033 0.506
Expenses - Assessed 2 155.123 587.378 2 324.207 618.509 2 553.526 663.975 2 661.248 676.867 2 768.575 689.481
Actual 2 281.300 621.767 2 307.300 614.010 2 843.300 739.323 2938.300 747.333 2992.008 745.124
Western Australia
Assessed difference 54.972 28.725 53.950 27.860 56.947 28.988 54.540 27.345 57.036 28.078
Expenses - Assessed 1177.993 615.545 1250.986 646.015 1 360.623 692.593 1403.379 703.616 1 456.581 717.052
Actua 1 150.090 600.965 1209.227 624.450 1 236.068 629.191 1309.642 656.618 1293.882 636.958
South Australia
Assessed difference 13.816 9.118 11.762 7.725 13.033 8.519 11.141 7.247 10.349 6.684
Expenses - Assessed 903.001 595.938 952.930 625.880 1028.217 672.125 1050.819 683.517 1077.134 695.658
Actual 960.902 634.150 1086.186 713.403 1 155.896 755.586 1280.963 833.218 1222.543 789.569
Tasmania
Assessed difference 28.919 61.245 28.475 59.981 28.432 59.212 28.153 58.155 27.501 56.404
Expenses - Assessed 306.003 648.065 321.936 678.137 347.078 722.817 355.531 734.426 363.422 745.378
Actua 395.900 838.453 395.900 833.937 410.900 855.731 419.900 867.395 457.386 938.099
Australian Capital Territory
Assessed difference - 24.302 - 75.853 -20.287 - 62.895 -17.421 -53.848 -14.519 -44.710 -14.979 - 45,757
Expenses - Assessed 163.703 510.967 179.103 555.260 197.273 609.757 205.097 631.561 210.562 643.217
Actual 305.000 952.000 226.000 700.651 415.000 1282.737 398.000 1225573 426.000 1301.332
Northern Territory
Assessed difference 74.913 378.084 80.120 404.126 87.214 438.437 93.389 463.476 97.094 473.314
Expenses - Assessed 191.185 964.904 202.671 1022.281 219.217 1102.043 229.656 1139.747 238.427 1162.288
Actua 280.800 1417.187 272.800 1376.013 274.800 1381.467 297.800 1477.938 312.154 1521.694

Note: ACT expenses may include municipal expenses. Refer to Attachment A of the 2007 Update, Relative Fiscal Capacity of Sates for how these figures are compiled.
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