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MINUTES

Commonwealth Grants Commission
STATE FINANCES DIVISION

9.00 am — 3.00 pm on 19 January 2015
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Mr G P Appleyard
Ms P Faulkner AO

Ms J Menzies

Prof J Petchey

1. The minutes of the State Finances meeting held on 17 December 2014 were accepted.

Actions arising

The Commission confirmed its decision to treat the whole of Sustainable Rural
Water Use and Infrastructure (SRWUI) part of the Water for the Future program
(which has components relating to agriculture, urban water supply and
protection of the environment) as having an impact on relativities because the
majority of the payments are for agriculture and urban water supply and needs
are assessed. It noted this treatment was consistent with how the Commission
treated other Commonwealth payments. No other programs are split by
function, although programs are split into those paid to different levels of
government and non-government recipients and into rewards and other
components to ensure they do not impact where needs are not assessed.

The Commission noted the receipt of a supplementary terms of reference and
asked staff to implement the requirements.

The Commission decided that on the basis of new or revised data:

- the Indigenous cost weight in the post-secondary assessment would
change from 1.3 to0 1.35

- the Indigenous cost weight in the housing assessment would change from
1.4to0 1.3.





° The Commission noted progress on the final report draft and the proposed
process for final sign off.

2015 REVIEW

2. AP 2014-101 Iron ore — should the Commission make an adjustment to phase out the
constraint on iron ore fines?

The Commission agreed with the view that the previous terms of reference, which directed
the Commission not to change the treatment of iron ore fines, did not apply to its 2015
Review.

The Commission decided:
° to remove the phase-in adjustment it had included in the draft report

° subject to its consideration of the volatility issue, in its assessment of iron ore
royalties to reflect the effective royalty rates applicable in each of the
assessment years.

3. AP 2015-05 Iron ore —a contemporaneous assessment

The Commission decided it would continue to base its relativities on the North West Shelf
payments Western Australia received in the assessment period.

The Commission agreed to staff consulting with States and seek their views on the possible
advantages and disadvantages of the following options for dealing with large and volatile
Oown source revenues:

° Absorption

° A lagged five year average (other revenues would continue to be assessed with
a lagged three year average)

° An adjustment to States’ application year GST outcomes, which would be
reversed in subsequent years.

4. AP 2015-04 Position paper on significant changes — state responses and staff
recommendations

The Commission:

° confirmed its decision to adopt a mineral by mineral assessment in the Mining
category and its decision not to make profitability adjustments to the mining
assessment

° decided to retain the assessment of planning and regulation and capital grants
to local government for community amenities set out in Position Paper 2014-04

° confirmed (subject to final review) the use of the following substitutability
assumptions in the Health assessment:





- a 15% level for the emergency department component
- a 40% level for the non-admitted patients component
- a 65% level for the community health component

- a 10% level for the admitted patients component

confirmed its decisions to adopt the new method of calculating and presenting
the impact of the non-State sector in the health assessment, through an
economic environment adjustment, and to standardise bulk billed services by
Indigenous status, remoteness, SES and age in calculating that adjustment

decided to, in the Other General Welfare assessment, base the adjustment of
the 2006 SEIFI measure on change in the Health Care Card plus Pensioner
Concession Card (excluding Age Pension) holder numbers between 2006 and
2011

decided to make no further adjustment for cost of living or location costs in the
Welfare category

in relation to the National Disability Insurance Scheme (NDIS) assessment:

- rejected the ACT argument that the terms of reference (TOR) requirement
that NDIS drawdowns not impact on the relativities suggested State
transitional expenses should be assessed APC

- confirmed its view that rates of transition to the NDIS are State policy
decisions

- confirmed the assessment set out in the draft report, except the change
required by the TOR relating to drawdowns

decided to make no change to the structure of the Schools education category
assessment outlined in the draft report

confirmed its decision to use the urban population squared model to derive
50% of the stock factor to be used in the urban transport infrastructure
assessment and to combine this with a stock factor based on urban populations
(also weighted by 50%), given the State concerns about the shape of the curve
and the possibility that not all influences on infrastructure requirements were
captured in the simple population squared model

decided to make no change to the urban transport operating expenses
assessment because the assessment used the same approach as that
recommended by the expert transport consultant in the 2010 Review and gave
very similar disability results, despite the updated data used to re-estimate the
equation

noted that changes in assessed expenses for Urban Transport net operating
expenses were due to the increase in the standard, arising from the correction
of an error and the inclusion in the assessment of depreciation expenses

confirmed its proposal to treat 50% of Commonwealth payments to States for
projects which the Department of Infrastructure and Regional Development





advises affect the national road or rail networks in a way that ensures they do
not affect the GST distribution

confirmed its decision not to discount the population growth effects in the
investment assessment

decided not to introduce a floor for the relativities because it is not possible to
judge an appropriate level based on uncertainties in the assessments, noting
such adjustments are better made at the category or disability level

noted State claims about the short review process, the lateness of decisions,
inadequate consultation and Queensland’s views on the credibility, robustness
and stability of outcomes of the 2015 Review and asked that some response be
provided in relation to these in the final report

asked staff to note the Commission view in the final report that a sensible
approach to consultation on Commission decisions was through a draft report,
followed only by a final report

noted the time constraints on further consultation and declined requests for
such, except that relating to the Treasurer’s letter, at this stage of the review.

5. AP 2015-01 Health — Backcasting of national health reform funding

The Commission decided, in recognising the National Health Reforms (NHR) as a major
change in Commonwealth State relations:

for assessment years prior to 2013-14, to back cast State shares of NHR funding
using the 2013-14 distribution as published in the Commonwealth Final Budget
Outcome, with an adjustment to remove payments received by States relating
to the provision of services to residents from other jurisdictions.

6. AP 2015-03 Location adjustment

The Commission decided:

to increase the discount on the extrapolated (general) regional costs
assessment from 12.5% to 25%

not to make an assessment of office accommodation as it is not material

to make a negative adjustment of $25 million to Tasmania’s regional costs
allowance and $50 million to the Northern Territory’s regional cost allowance to
recognise that the capital cities of these States experience cost impacts
somewhere between that of a major city and their relative classifications of
inner regional and outer regional respectively

to make an assessment of $20 million for the ACT to recognise that, while
Canberra is a major city, it is fundamentally different to the other major cities,
which typically have populations over 1 million people





to apply a location adjustment of $80 million for Western Australia to reflect
the impact of excluding very remote areas from the calculation of interstate
wages

to calculate a separate location adjustment to implement the previous three
recommendations, indexing these amounts included in the middle of the
assessment years annually by the growth in expenses, and assessing the net
cost (-525m) of the assessment EPC across all States

The Commission also noted that remoteness definitions had been used consistently across

categories to achieve the best and most reliable estimate of equalisation possible with the
data available.

7. AP 2015-02 Consistency in discounting

The Commission discussed the paper and the discounting process. It decided:

the size of the discounts associated with its low level of concerns (12.5%
discount, moderate concerns (25% discount) and high level of concern (50%
discount) were appropriate

the discounts and other adjustments being made or not made were mostly
consistent, but to improve that consistency it would reduce from 25% to 12.5%
the discount in the police socio-demographic composition factor (which is a
substitute for unavailable cost weights for police custody incidents) and base
the discounts in the regional cost and service delivery scale factors on:

- a 12.5% data quality discount in police and

. a constant 25% extrapolation discount when the police, schools or the
average police and schools data are extrapolated to other
services(overriding its November 2014 decision on the regional loading to
apply in Post-secondary education).

8. AP 2014-103 Final report chapter — services to communities (from previous meeting)

The Commission discussed the question of what was average policy in the electricity
subsidies assessment and whether the text relating to the Western Australian

circumstances was appropriate. It asked staff to redraft that material for the next meeting.

Apart from that, it agreed to include this chapter in the final 2015 Review report, subject to
tables and the summary of changes from the 2014 Update being finalised once the

assessment is completed.

9. AP 2014-100 Outstanding commonwealth payment decisions (reference and
addendum)

The Commission decided to treat the following payments as not impacting on the

relativities because it is not possible to judge whether they are a substitute for State





provided services or relieve State budgets in any way. It concluded it could not be certain
needs were assessed.

° Direct payments to local government under the following programs: Preventive
health — Healthy communities, Water for the Future the East Kimberley
development package — other infrastructure projects, Liveable cities and Local
Government and Regional Development infrastructure employment projects.

. Direct payments to local government and non-government organisations under
the Digital regions initiative program.

10. AP 2015-06 External review of decision making processes

The Commission:
° noted Mr Poole’s conclusions

° asked staff to ensure report drafts clearly explain reasons for discounts and to
examine the appropriateness of the timeframes and decision points in the
health assessment during the post-report review of the conduct of the Review

° agreed Mr Poole’s report should be put on the web site as soon as possible.

OTHER MATTERS

11.The Commission asked that the question of whether preliminary results would be sent
to States be put on the agenda for each meeting until the Commission had final results.

12.The Commission asked that staff continue to reality check assessments and bring
anything of concern to the Commission’s attention.

13.The Commission noted the importance of ensuring all report documentation and results
were held securely. It discussed appropriate security procedures to put in place as the
review nears completion to avoid leaks of review outcomes. The Commission agreed
that from now on agenda papers should just be placed on the secure cloud and not be
emailed to them.

FUTURE MEETINGS

The next Commission meeting will be held on the 28 January 2015.The Commission noted
that telepresences may be necessary to finalise assessments and that facilities had been
booked for the afternoons of 3 and 17 February.





The Chairperson closed the meeting at 3.00 pm on 19 January 2015.

Read and confirmed

G J Smith
Chairperson






MINUTES

Commonwealth Grants Commission
STATE FINANCES DIVISION

9.30 am — 2.00 pm 28 January 2015
held at the commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Mr G P Appleyard
Ms P Faulkner AO

Ms J Menzies

Prof J Petchey

1. The minutes of the State Finances meeting held 19 January 2015 were accepted.

Actions arising

The Commission noted that all State submissions on Significant changes had
been received and had been placed on the webpage.

It also noted submissions in relation to the Treasurer’s letter requesting advice
on mitigating the effects of volatile revenue and ensuring that State’s shares of
the GST in a given year were appropriate were due Friday 30 January 2015.

2015 REVIEW

2. AP 2015-07 Some loose ends

The Commission reviewed assessments in a number of areas and decided the following.

The Commission reviewed the levels of substitutability of State services by non-
State services applied in the Health assessment and decided to increase the
level of substitutability in the admitted patients component from 10% to 15%.
This made the level of substitutability of admitted patients and emergency
departments the same, on the basis that each provided similar proportions of
more complex services that were not provided in the private sector. It left the
levels of substitutability the same for the non-admitted and community health





components, maintaining the gradation of increasing substitutability as
complexity of case mix decreases.

° The Commission decided to use December estimated resident populations to
measure population growth because it considered it would result in a better
overall HFE outcome. This is because December populations are used in all
other assessments and in the calculation of assessed stock per capita.

° The Commission decided to allocate road gross capital spending to urban and
rural roads using a blended split which is based two thirds on data provided by
the States and one third on data obtained from the NTC. The Commission noted
it had concerns about both data sets, given the large differences between them.
However, it had more confidence in the State provided data because it was
based on an urban/rural definition which more closely complied with the
definitions used in the roads assessments. It was for this reason that it decided
to give more weight to those data. It noted that further work should be done to
review the definition used by States and to ensure the data are collected on a
consistent basis across States.

° The Commission reviewed the location adjustments it decided to make at the
last meeting. It confirmed the adjustments for the ACT, Tasmania and the
Northern Territory but decided to reduce the adjustment for Western Australia
to $65 million. This will give Western Australia 25% of the GST it would have
received if Perth had been classified as inner regional. The Commission decided
25% was a more appropriate adjustment than the 50% used for other smaller
State capitals of Canberra, Hobart and Darwin because, while Perth is more
isolated than the larger capital cities of Sydney, Brisbane and Melbourne, it is a
much larger city than the smaller capitals and much more like the large capital
cities in terms of its access to production, manufacturing and importation.

The Commission considered new text relating to the electricity subsidy assessment and the
regional costs/non-wage costs assessment. It asked that a blend of the text relating to
electricity be drafted and that version 2 of the text on regional costs/non-wage costs
assessment be included in the report with some amendments.

3. AP 2015-05 Iron ore — a contemporaneous assessment (with supplementary notes)

The Commission considered the papers and reviewed its assessment of iron ore royalties. It
decided that in its methodology review report it would not treat iron ore royalty revenue
differently to its treatment of all other revenues and expenses. That is, iron ore royalty
revenue would be assessed using a lagged three year average. This was because it
considered that applying different treatments to different aspects of State activities would
unbalance the HFE system and risk making it incoherent. The Commission decided that the
lagged three year average approach provided the most appropriate HFE outcome,
balancing all its underlying principles.





The Commission decided it would respond to the letter from the Treasurer of 23 December
2014 separately to its methodology report. Its response would include some analysis of
how the current system deals with volatility and would include a discussion of the pros and
cons of the three approaches on which the Commission sought State views. The
Commission decided it would not recommend any particular approach to the Treasurer (as
its recommended approach is that contained in its methodology review report) but that it
would provide illustrative adjusted relativities should Western Australia receive an
additional $500 million in GST revenue in 2015-16, to be reclaimed over the following three
years.

OTHER MATTERS

4. Preliminary results to States

The Commission decided it would advise States it could not provide preliminary results at
this stage of the review because it was still considering its response to the Western
Australia contemporaneity issue and the Treasurer’s letter. In addition, the supplementary
terms of reference has now asked the Commission to report only to the Treasurer on 28
February and it would not be appropriate to foreshadow what will be in that report at this
late stage of the review. It would do this by responding to the ACT’s letter, which requested
information on the health assessment as soon as the Commission had finalised its
decisions, with advice that review results would be communicated as a package in the final
report, not individually. This would be copied to all States.

5. Concerns about timing of release of the report to States

The Commission noted that its report may not be released to States in time to facilitate the
preparation of their budgets. However, it noted the requirements of the terms of reference
that it must only report to the Commonwealth on 28 February 2015.

FUTURE MEETINGS

The next Commission meeting will be held on 10 February 2015. The possible telepresence
meetings to be held on 3 and 17 February were cancelled but Members agreed to retain a
booking for a possible meeting on 17 February in case any final matters had to be
discussed.





The chairperson closed the meeting at 2.00 pm on 28 January.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.00 am — 4.00 pm 10 February 2015

held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Mr G P Appleyard
Ms P Faulkner AO

Ms J Menzies

Prof J Petchey

MINUTES

1. The minutes of the State Finances meeting held 28 January 2015 were accepted.

Actions arising

° The Commission noted that a letter had been sent to the ACT Treasury, copied
to all States, advising it could not provide preliminary results at this stage of the
review because it was still considering its response to the Western Australia
contemporaneity issue and the supplementary terms of reference now asks the
Commission to report only to the Treasurer on 28 February.

° The Commission noted that submissions had been received on the issues raised
in the letter from the Treasurer from all States but Victoria, and on the possible
options to improve contemporaneity suggested by Commission staff from all
States but Queensland and the ACT. All three States had advised that their
previous views on the issues stood and they had nothing further to add.

2015 REVIEW

2. Response to Treasurer’s letter

The Commission considered the draft response and asked that it be restructured. It asked
that the response note that the Commission was aware that the options considered were
not exhaustive, but represented those the Commission considered appeared practical and





potentially reliable. It asked that these options, possibly with relativities, be moved from
the attachment to the main body of the response. It also asked that the covering letter to
the Treasurer be expanded to address some of the main points considered by the
Commission. It asked that a further draft be provided at the next meeting.

3. AP 2015-08 2015 Review report - final draft

The Commission considered the draft of the final report and provided staff with comments
on the content and structure. It also requested editorial and wording changes.

It asked staff to provide a revised draft of Volume 1, except Chapter 5, for the next
meeting. It agreed that the Chairman should approve the changes to be made to the rest of
the report.

In considering the draft of the final report, the Commission again reviewed assessments. It
decided to make the following changes.

° The Commission revised the location adjustments for Western Australia from
S65 million to $70 million, Tasmania from -$25 million to -$30 million and the
ACT from $20 million to $30 million. It confirmed that the Northern Territory’s
adjustment should remain at -$50 million. This was based on revised and
rounded calculations of a proportion of the GST each State would have
received, had its capital city been classified as one classification less or more
remote under the ABS remoteness classification.

° The Commission decided it should adjust the substitutability proportion for
Community Health from 65% to 70%.

° The Commission decided the proxy indicator for economic environment (bulk-
billed GPs) in the Community Health component should be discounted by 25%.
It considered the indicator less appropriate for community health than for
emergency department presentations, where it is not discounted.

. The Commission decided a 12.5% discount should be reintroduced in the Net
borrowing assessment because there continued to be some uncertainty that all
appropriate disabilities had been recognised. It noted treating urban transport
and housing as general government activities reduced but did not remove the
uncertainties about the assessment, justifying a reduction in the discount from
the 25% discount in the 2010 Review to 12.5%.





FUTURE MEETINGS

The next Commission meeting will be held on 24 February 2015.

The Chairperson closed the meeting at 4.00 pm on 10 February 2015.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.00 am — 4.00 pm on 24 February 2015
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Mr G P Appleyard
Ms P Faulkner AO

Ms J Menzies

Prof J Petchey

MINUTES

1. The minutes of the State Finances meeting held on 10 February 2015 were accepted.

2015 REVIEW

2. Response to the Treasurer’s letter

The Commission confirmed that its advice to the Treasurer should be that it could not
recommend an alternative approach to the current system which achieved both HFE and a
GST distribution in the application year which more closely reflected the fiscal capacities of
the States in that and future years. It also decided to include illustrative relativities though
not relating to any specific alternate approach, in the response.

It confirmed the basic structure of the response but asked for redrafts of some sections:
° to clarify how the Commission was interpreting the Treasurer’s letter
. to make it clearer that HFE is the basis of the Commission’s advice
° to clarify the purpose of the illustrative relativities.

The Commission considered a second draft of the response and agreed to further drafting
changes. It agreed the Chairman should clear these final changes before signing and
sending the letter to the Treasurer by 28 February 2015.





4. AP 2015-09 Final report

The Commission considered a final draft of Volume 1 of the report and agreed to a number
of drafting changes which it decided the Chairman should clear.

Members asked that the report and the response to the Treasurer be placed on the
Commission’s cloud on Friday for their access.

OTHER MATTERS

5. Email received from Western Australia on 17 February

The Commission noted the content of the email and that staff had responded to Western
Australia. It also asked that the matters raised be dealt with adequately in the report and in
the response to the Treasurer.

6. Reflections on the review process
The Commission reflected on the review process and concluded the following.

° At the start of any review, an environmental scan should be undertaken to
identify the important issues for the review, whether they be matters of
principle or assessment. For example, the issue of contemporaneity may need
to be revisited as well as the measurement of remoteness and the transport
and wages assessment.

° In the next review it would be important to consider from first principles what
we are doing and why. The first part of the review could focus on this and the
second part the development of the detail of assessments.

° Careful consideration would need to be given to the forms of consultations
undertaken with States:

- A high level conference to which academics and States could be invited to
assist in identifying the major issues and options for dealing with them.

- Functional conferences of experts might be considered.

- State visits would need to be carefully designed to obtain maximum
benefit for the Commission in relation to what it considers are the major
issues.

° Commission meetings with fuller discussion of the issues could be held.

The Commission noted that State views on the process would be sought and an internal
staff review of process would also be conducted.

7. Commissioner Appleyard

The Chairperson noted that this was likely to be Glenn’s last meeting. He acknowledged
and thanked him for his exemplary contribution to the work of the Commission over the
last 11 years. He noted Glenn was extremely knowledgeable about the work of the





Commission and a pleasure to work with. On behalf of the Commission, the Chairperson
wished Glenn all the best for the future.

Mr Appleyard responded that it had been a pleasure working as a Commissioner. He noted
that he had enjoyed the collaborative style of the Commission and found it highly
stimulating and a pleasure to work with current and past members. He also acknowledged
the assistance and support provided by staff.

8. Appreciation of contribution of staff to the review

The Commission thanked staff for their work on the Review, noting their professionalism
and dedication.

FUTURE MEETINGS

The Commission agreed to the following meeting dates in 2015-16. It noted that, while
some meetings may not be required, the dates should be reserved to ensure the
Commission can deal with potential work for the period, such as the wages assessment and
a possible update.

28 April

27 May

24 June

20 August

6 October

18 November
14 December
19 January

9 February
23 February

The Chairperson closed the meeting at 4.00pm on 24 February 2015.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.30 am — 2.05 pm 27 May 2015
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms P Faulkner AO
Ms J Menzies

Prof J Petchey

MINUTES

1. The minutes of the State Finances meeting held 24 February 2015 were accepted.

Actions arising

° The Commission noted that Glenn Appleyard had resigned.

2015 REVIEW

2. AP 2015-12 Media feedback on the 2015 Review report and response to Treasurer’s
letter

The Commission noted the paper. It agreed that it was not appropriate for the Commission

to engage in the debate over whether its recommended relativities should be accepted. It

noted the support given to HFE and the Commission in the letter to the Commonwealth

Treasurer from seven State Treasurers.

3. AP 2015-13 Review of the review process
4. AP 2015-10 Commission work program 2015-16

Based on the Commission’s experience with the 2015 Review, and to make full use of the
time before receipt of any new terms of reference, it decided it wanted to engage early on
issues relating to horizontal equalisation principles and architecture and on more detailed
assessment questions later. It asked staff to bring forward papers on:

° HFE issues, such as:





what we are trying to equalise (scope — government provided or all
services in a State, what government services and revenues)

alternative approaches/models to use to achieve HFE (simpler, partial,
safety net, predictive)

contemporaneity and the treatment of changes in federal relations, State
circumstances and policies

how should historical data be project forward to the application year

what have been the important trends in HFE — how much redistribution
and to which States, what have been the major drivers

how should average policy be implemented

what is meant by policy neutrality and what are the implications of
assessment where this is not achieved

should new review methods be phased in

are we treating Commonwealth payments appropriately, particularly
where one State refuses a payment?

History papers, such as:

wages

regional costs and service delivery scale
administrative scale

gambling

economic development, including the impact of Commonwealth decisions
on State use of resources

mining

the associated infrastructure used by States to deliver services.

Assessment work planning, including:

Regional costs
Administrative scale
Health

Roads and transport
Gambling

User charges

Services to industry

Information papers, such as:

Analysis of relativities and change
The budget analysis process

The assessment system and calculating relativities





- External content (web and cloud)

The Commission asked that staff prepare two different styles of agenda paper to allow it to
deal with this work in a meaningful way:

° information or discussion papers with no recommendations
° briefer decision-making papers with recommendations
It also decided it would seek briefings on difficult issues when required.

For the next review, the Commission decided, again subject to terms of reference, it would
aim to undertake a full comprehensive review of assessments if time permitted, but limit
the assessments reviewed more strictly if the next review is to be conducted over a short
time period. It would also seek to follow an iterative approach in the development of
principles and more detailed methods.

In terms of consultation with the States, it would:

° seek to hold a meeting between State Treasurers and the Commission to
commence the review, to allow Treasurers to put the issues they considered
important on the table

° consider holding multilateral meetings with senior State officers on a small
number of specific issues, including inviting third party experts

° adopt other approaches, such as hearings, as appropriate
° use teleconferences more sparingly

. provide a mix of bi-lateral and multi-lateral meetings with senior State officials
and Commission staff

° as part of developing the work plan:

- seek State views on the possibility of additional rounds of multi-lateral
consultations, including giving States the opportunity to provide more
initial input into the development of assessments

- provide States with enough opportunity to provide their views through
written submissions

° provide more specific responses to State positions in the draft and final reports
to ensure States know the Commission has considered their arguments (to
facilitate this, the minutes should record Commission decisions in more detail,
including reasons for decisions, to provide better guidance for report
preparation and quality assurance checks)

° undertake State visits, if time permits, but provide States with Commission-
approved guidelines on how the visits should be framed; for example, each visit
should be associated with an assessment issue which is likely to have an impact
on HFE and Commissioners should not be required to interact with service
clients





° advise States that, for practical reasons, a cut-off for Commission advice on its
decisions and State comments will be implemented prior to release of the final
report.

In terms of on-going research, it would:

° reconstitute the Data working party in 2016 to identify and explore data issues
facing the Commission.

° use consultants throughout the review on a case-by-case basis to assist staff in
developing methodologies and to validate assessments

) continue the current data collection protocols, including the current
confidentiality arrangements

° not limit the use of confidential data because the Commission must use the
best data available for measuring disabilities

It also noted that it would be desirable to improve community knowledge of the
Commission’s work, in particular, HFE principles and its methodology for determining GST
distribution relativities. It proposed doing this by writing opinion pieces for publication and
offering training sessions to State Treasury and other departmental officials.

5. AP 2015-11 Australian Government Reviews

The Commission noted the paper.

6. AP 2015-15 History of the wage costs assessment

The Commission noted the paper and agreed that it should be provided to States and
placed on the web at the same time as the wages position paper is released.

2016 UPDATE

7. AP 2015-14 Wage costs review work plan

The Commission considered that the decision on the future of the wages assessment was
largely an empirical one, but noted that most of the consultation would occur before new
data were available.

It agreed that the ABS’s timetable on the release of data meant that this was inevitable,
and agreed to the proposed work plan.





FUTURE MEETINGS

The next meeting will be held on 24 June 2015.

The Chairperson closed the meeting at 2.05 pm on 27 May 2015.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.30am — 1.30 pm on 24 June 2015
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms P Faulkner AO
Prof J Petchey

Teleconference: Ms J Menzies

MINUTES

1. The minutes of the State Finances meeting held on 27 May 2015 were accepted.

Actions arising

. The Commission noted that comments had been received from most States on
the proposed work plan for the wages assessment in the 2016 Update. Based
on these comments it confirmed the work plan.

° The Commission noted that the Green paper on the Reform of the Federation
had been released and that three options relating to HFE and the distribution of
GST were discussed.

2015 REVIEW

2. AP 2015-21 Western Australia’s mining related expenditure data for the 2015 Review

The Commission noted the paper and agreed:

° staff should pass on Western Australia’s mining related expenditure data to the
other States

° staff should contact Western Australia to advise that the Commission had noted
the receipt of the data and it had been passed on to the other States.





2020 REVIEW

3. AP 2015-16 History of the regional costs assessment

The Commission noted the paper and agreed the history part of it should be placed on the
Commission’s website. It asked that a brief introduction to the set of history papers be
included on the webpage, explaining that they relate to areas of interest that have been
raised in other fora.

It noted the focus for future work in this area, and endorsed the approach that staff
proposed to take. It noted that:

° interstate differences in wages, or in policy, should not be captured in the
regional costs assessment

° work on developing a cost related geography required large data sets

° different services can be delivered using different service delivery models and
understanding these differences may improve the basis for any extrapolation
from the impact of regions on costs in schools in the future.

4. AP 2015-17 Review of analysis in the 2015 Review

The Commission noted that it valued the analysis that split changes in the common years
between impact of data changes and impact of method changes. It accepted staff advice
that a comprehensive split was likely to be arbitrary and imprecise, but asked that such
analysis be as available as practical.

It noted that the nature of the 2020 Review may determine what analysis could be
undertaken, but under an assumption that the 2020 Review is somewhat like the 2015
Review, it would like to at least have major data revisions identified in text, even if the total
impact of data changes could not be reliably measured.

The Commission decided that the grouping of disabilities adopted in the 2015 Review
should be retained until the next review. Depending on how the Commission wishes to
frame the drivers of the distribution of the GST at that time, the grouping may be
considered over the course of the 2020 Review.

5. AP 2015-20 History of the gambling assessment

The Commission noted the paper and agreed the history part of the paper should be placed
on the Commission’s website.

2016 UPDATE

6. AP 2015-18 Wage costs assessment position paper and AP 2015-15 History of the
wage costs assessment

The Commission considered that the position paper should be redrafted to:





include material explaining how it formed part of the consultative process on a
new wage assessment

explain that, to facilitate that consultation, staff had consolidated currently
available State views and evidence on key assessment issues and set out
positions on each they were currently inclined to put to the Commission based
on that evidence.

It noted that the paper would be circulated for final comment early in the week of 29 June,
with comments due (out of session) by cob Friday of that week.

In discussing the paper, the Commission noted that:

its underlying assessment related to wage costs, which included both
consideration of average wages and the use of labour

it wanted the paper to refer to a range of theoretical mechanisms outside of
State control, such as compensating differentials, labour demand, attachment
to place and the costs of moving that would explain why there may be
differences in public sector wage costs for the average employee, at least in the
short run

observed public sector differentials would not be policy neutral

it may not be important to determine why public sector wages differ but merely
to observe that private sector wages differ for comparable employees and that,
as this reflected the policy neutral wage level in a community, it may be a
suitable proxy of public sector wage differences across States

Western Australia has argued that a relationship between the public and
private sector wages levels may not be a necessary precondition for the
assessment.

OTHER MATTERS

7. AP 2015-22 National partnership on remote indigenous housing

The Commission noted that:

staff are currently preparing a paper for the Commission on the appropriate
scaling treatment of NPPs such as NPARIH

it may be asked to consider the issue of the treatment of NPARIH funding at its
August meeting.

The Commission said that it would prefer not to give advice on how it might treat a
Commonwealth payment while it is still under negotiation. This is because until it knows
the details of the arrangements that have been implemented, the Commission would find it
difficult to provide reliable advice.

It asked that the Department of Prime Minister and Cabinet be advised of this and that, if
there were new or better information on how the NPARIH operates (from either the





Department or the Northern Territory), then the Commission could reconsider the
treatment of the payment in the 2016 Update of relativities.

FUTURE MEETINGS

The Commission noted the next meeting would be on 20 August 2015 and the papers likely
to be presented.

The Chairperson closed the meeting at 1:30 pm on 24 June 2015.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.00 am — 1:05 pm on 20 August 2015
held at the commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms P Faulkner AO
Prof J Petchey

Teleconference Ms J Menzies

MINUTES

1. The minutes of the State Finances meeting held on 24 June 2015 were accepted.

Actions arising
The Commission noted:

° Western Australia’s mining related expenditure has been acknowledged and
sent to other States.

° The Wages, Regional costs and Gambling history papers have been placed on
the Commission’s website.

° The Staff Discussion Paper on the wages assessment has been sent to States
and placed on the Commission’s website. Two States have held telepresence
discussions with staff.

° A consultant to review relevant theory and empirical evidence relating to the
wages assessment has been engaged.

2016 UPDATE

2. AP 2015-30 New Issues for the 2016 Update - Draft Staff Discussion Paper

The Commission noted the proposals for the treatment of new issues. It agreed to staff
including the issue on the treatment of the National partnership payment for Remote
Indigenous Housing and sending the discussion paper to States seeking their comments on
staff proposals.





The Commission agreed that in future it would only consider those new issues that were of
such significance that its early engagement was appropriate at this time of the update
cycle. Otherwise, the Commission would consider the staff proposals on new issues, and
the State responses to those proposals, together once they were available.

3. AP 2015-34 National Partnership on Remote Indigenous Housing

The Commission decided to reopen the issue of the treatment of the National Partnership
Agreement on Remote Indigenous Housing (NPARIH) because of the information provided
by the Department of Prime Minister and Cabinet (PM&C). At the request of PM&GC, it
agreed not to provide PM&C’s note to States.

The Commission asked staff to engage with States to:

e seek information on the relative size of the different funding streams covered by
the NPARIH payments

e advise them of the applicable disabilities assessed within each funding stream

e seek their views as to whether there is some part of the NPARIH funding
distributed on the basis of disabilities not assessed, for example differential
overcrowding or past under-investment.

2020 REVIEW

HFE PAPERS

4. AP 2015-31 Scope of equalisation

The Commission discussed the paper and asked for some additional information about how
the current institutional arrangements for housing and urban transport public non-financial
corporations developed across States, including whether there were any reasons for the
use of particular institutional arrangements.

The Commission also asked for a paper to be prepared showing the range of revenue
raising effort and level of service provision ratios for assessment categories by assessment
years for States. The Commission considered this information may provide some
intelligence as to whether there may be missing disabilities, although it noted that this
intelligence would be limited due to these ratios also reflecting a number of other
influences which could not be separately quantified. These influences include policy
differences, elasticity effects, efficiency effects and data misclassifications.





5. AP 2015-23 Alternative equalisation models

The Commission noted the paper. It considered that it does not have a mandate to change
the intent of equalisation, which has been agreed by governments through the
Intergovernmental Agreement on Federal Financial Relations.

However it considers that it should aim to progressively simplify the assessment
methodology through the next review to make it more accessible to third parties.

It agreed that when assessment guidelines were prepared for the next review they should
include a focus on the simplification of existing methods.

6. AP 2015-24 Can a state be financially worse off accepting a payment for specific
purposes?

The Commission noted the paper.

7. AP 2015-27 High level conference on HFE issues

The Commission noted the paper and agreed to hold a high level conference on issues of
principle and architecture early in the conduct of the next review. The Commission’s
inclination is that a conference should be primarily for States to express views in a
multilateral forum, with perhaps a small number of third party participants (for example,
academics in the field) invited. Discussion topics will be confirmed once terms of reference
have been received.

History papers (for the web site)
8. AP 2015-26 History of the mining assessment

The Commission agreed to the paper being placed on its website.

9. AP 2015-32 Administrative scale — a history

The Commission agreed to the paper being placed on its website.

Assessment papers
10. AP 2015-29 Assessing user charges in the next review

The Commission noted the paper and expressed an initial disposition to retain the 2015
approach to assessing user charges in the next review.

This means that user charges would be assessed differently from EPC only if:
° there is a strong conceptual basis for a differential assessment
° a reliable method can be devised supported by data fit for purpose

) the effect on the GST redistribution is material.





While assessment officers will review the approach to assessing user charges in the context
of reviewing the corresponding category expenses, for presentational purposes all user
charges assessed equal per capita will be included in the Other revenue category.

11.AP 2015-25 Administrative scale assessment

The Commission noted the paper and expressed an initial disposition to endorse the
conceptual case supporting the assessment of fixed costs and to retain the 2015 Review
definition of administrative scale.

The Commission endorsed the approach that staff proposed to take. It noted that staff
intend to prioritise the following work:

e seek to build fresh estimates of minimum fixed costs
e attempt a blending of various approaches, namely:
- a ‘bottom up’ approach
- a ‘top down’ approach
- a regression intercept approach to assessing minimum fixed costs.

The Commission noted that when staff start engaging with States on the measurement of
fixed costs, they intend to ask States whether they support investigating scale-affected
variable costs. If there is support from States, staff would undertake a literature search,
investigate available data and, only if early investigation is promising and there is broad
support from States, set up a State data collection on State head office and Statewide
services expenses.

The Commission noted staff intend to do no further work to measure, through regression
analysis, economies of scale for the entire services delivery expenses of States.

12. AP 2015-28 Services to communities issues for investigation

The Commission noted that staff intend to gather more data to improve the database for
the Services to communities assessment, with a focus on water and electricity subsidies.

The Commission endorsed the approach that staff proposed to take. It noted that staff
intend to prioritise the following work:
° consider jointly assessing community amenities expenses with community
development expenses
° seek information from State governments, utility regulators and distributors on
funding models and community by community data for utilities subsidies

° investigate the non-Indigenous communities that benefit from community
development expenses, seeking data from State planning and regulatory
agencies

° seek data on funding for local governments by council and purpose.





13. AP 2015-33 Justice — issues for investigation

The Commission noted the paper and in discussions identified intelligence they had
received indicating the increasing importance of, and time allocated to, domestic violence
in the work of police.

The Commission endorsed the approach that staff proposed to take. It noted that staff
intend to prioritise the following work:

. conduct further analysis of existing data to better inform a split of expenses
between community and specialised policing

° explore additional or alternative sources of data which may provide more
information about the proportion of police activities and expenses consumed
by community and specialised resources

° investigate various alternative sources of data which may provide information
about cost weights for the police, courts and prison components

° explore and quantify the costs and savings incurred by the ACT by its use of the
Australian Federal Police

° investigate whether appropriate reliable data are available to inform a
differential assessment of civil court expenses.

OTHER MATTERS

Update report

The Commission decided that the next Update Report would better meet its purpose if it
became a shorter and more focused document, concentrating on drivers of change to
States’ GST shares.

Chapters included in previous update reports that did not change from year to year, such as
the chapter on Commonwealth State financial relations, would continue to be available as
stand-alone documents on the Commission’s web site, but would no longer be included in
the update report.

The Commission agreed that the 2016 Update report would be limited to focus on sections
relating to the new issues, why the relativities have changed and the State by State effects.

Conflict of interest

The Chairperson reminded Members that as their initial declarations were not routinely
updated, should they engage in any new undertaking that might be construed as having a
conflict of interest with their work on the Commission, they should advise the Chairperson
by email, copy to the Secretary.





FUTURE MEETINGS

The next Commission meeting will be held on 6 October 2015.

The chairperson closed the meeting at 1:05pm on 20 August 2015.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.00 am — 3.30 pm 18 November 2015
held at the commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms P Faulkner AO
Ms J Menzies
Prof J Petchey

MINUTES

1. The minutes of the State Finances meeting held on 20 August were accepted.

Actions arising
The Commission noted the following.

° The history papers on the mining and administrative scale assessments had
been placed on the web.

° A paper providing information on how the current institutional arrangements
for housing and urban transport public non-financial corporations developed
across States, including whether there were any reasons for the use of
particular institutional arrangements, had been placed on the work program for
next year.

UPDATE 2016

2. AP 2015-44 Update issues — staff recommendations on new issues and update report
structure

In relation to new issues, the Commission made the following decisions.

The Commission confirmed the following assessments would not change in the 2016
Update:

° State mining revenue raising activities

° Other expenses — natural disaster relief expenses





° Welfare assessment — use of socio-economic index for individuals

° Road classification — sealed and unsealed roads.

The Commission confirmed it would rely on advice from the Department of Infrastructure
and Regional Development (DIRD) to determine which projects are on the road or rail
national network. Specifically, in response to State comments, it decided:

. not to include the payment for the Port Botany rail line in New South Wales
included in DIRD’s list of payments because it is owned by the Commonwealth

° to treat the Western Interstate Freight Terminal project in Victoria as a
non-national network project

° to treat the Lloyd Street Upgrade in Western Australia as neither a local
government nor national network project

° to recognise the Majura Parkway in the ACT is now classified as a national
network road by DIRD and to change its treatment in the 2016 Update so that
50% of the Commonwealth payments for the three assessments year do not
impacting on the relativities.

The Commission accepted the general principle that, if DIRD changed its classification of
roads or rail project payments, it would change the treatment of those payments in the
first inquiry after the change in classification occurred. However, it would not make any
corrections for the previous treatment.

The Commission agreed that staff should consult the States on Western Australia’s
proposals on sharing confidential data among the States following the 2016 Update.

The Commission confirmed the treatment of new payments commenced in 2014-15 listed
in Table 1 Treatment of Commonwealth payments commenced in 2014-15 in the agenda
paper. Specifically, in response to State submissions, it decided the following.

° The payment for Hummingbird House should be split and 50% of the payment
should be treated as impacting on the relativities and 50% as having no impact.
This is because palliative and respite care for children is a normal State
responsibility for which needs for differences in use and cost of health and
welfare services for children are recognised. However, as the Commission was
unsure of the extent this payment would relieve the State or the private sector
of responsibility, a split treatment of the payment has been adopted.

° The payment for the National school chaplaincy programme should impact on
the relativities because the programme is a normal State educational
responsibility for which needs relating to student numbers and characteristics
have been assessed.

° The payment for the implementation of National insurance affordability
initiative should not impact on the relativities because it is classified as a
protection of the environment expense for which needs cannot be assessed.

The Commission confirmed it will continue the practice of not advising States of any
changed treatment of matters set out in the New Issues papers before the final report.





In relation to the 2016 Update work plan and report structure, the Commission agreed to
the 2016 Update work plan, report structure and content on the CGC website.

3. AP 2015-45 Wage costs - results
4. AP 2015-46 Wage costs — capital city or whole of state

The Commission commenced its discussion of the wage costs assessment. It noted the new
Compensation of Employees (CoE) data for 2014 supported the conceptual case for a
continued wage costs assessment. It asked staff to obtain States views before making any
decisions on how the assessment might be made.

2020 REVIEW

5. AP 2015-47 What states do — average policy?

The Commission noted the paper and discussed how average policy should be applied in
relation to the following.

° How does the Commission treat State activities that are undertaken by a
minority of States?

) How does the Commission address relative versus absolute measures of needs
in redistributive areas, such as social housing?

° How does the Commission balance two (or more) approaches within a State
activity, such as specialised and community policing services?

It decided that how average policy would be applied would need to be considered in every
assessment on the basis of what the available information, ‘the facts’, told it about what
States were doing. It noted that its ‘what States do’ principle supporting the
implementation of its horizontal equalisation objective, and how average policy would be
implemented as a result, was a guideline and not a rule, allowing discretion in how the
Commission could interpret average policy.

The Commission noted that the current approach to average policy works well when what
States do is homogeneous but less well when what they do is very different. Different
policies could be due to State preferences or to special needs. Deciding which could be
difficult.

The Commission also noted there were two ways of thinking about average policy and what
States were doing.

° When we observe that States spend different amounts on different client
groups but there is no differential effect on State budgets, then the distribution
of the client group should have no impact on the GST distribution, although
States will not have the capacity to deliver the same level of services to each
client group.





. When we observe that States spend different amounts on different client
groups and there is a differential effect on State budgets, then the distribution
of the client group should have an impact on the GST distribution, so that States
will have the capacity to deliver the same level of services to each client group.

The Commission also discussed under what circumstances the outcomes were the same.

6. AP 2015-37 Contemporaneity — alternative approaches

The Commission noted the paper and discussed possible alternative approaches to
contemporaneity. The Commission requested that staff provide additional material on two
different approaches as follows:

° a Completions approach, which explicitly does not attempt to reflect conditions
in the application year

° an approach using budget forecasts for the application year, also incorporating
error correction once final budget outcomes are known.

The Commission asked that the section of the paper comprising the history of
contemporaneity be prepared as a separate document for placing on the Commission web
site. It said that it would consider this history paper again following the 2016 Update.

7. AP 2015-38 Treatment of Commonwealth payments

The Commission confirmed it was satisfied with the approach it had set out in the 2015
Review on the treatment of Commonwealth payments for specific purposes — that
payments which support a State service for which expenditure needs were assessed should
impact on the GST distribution. It also confirmed the 2015 Review approach to treating
payments refused by one State.

The Commission also noted the difficulty of deciding the treatment of some payments
because it was difficult to discern their purpose, given available information, and whether
needs had been assessed. It asked staff to ensure that in making recommendations on the
treatment of payments the following information was available:

° what purpose or disability the payment addressed and, if possible, the basis of
its distribution

° whether this was a State responsibility and

° how we assess disabilities relating to this.

8. AP 2015-35 Trends in horizontal fiscal equalisation

The Commission noted the paper and agreed to post the paper on the Commission’s
website after staff had modified tables or graphs in the paper presenting time series to
show real GST impacts instead of nominal impacts.





9. AP 2015-19 Should new review methods be phased in?

The Commission noted the paper and that phasing-in of new methods in a review did not
present a solution to reducing large movements in States’ GST. It noted that phasing was
not consistent with HFE as currently defined and that a ‘stability’ supporting principle
would be required for the Commission to attempt to make reductions to any large impacts
on State budgets. It also noted that in abnormal circumstances, the Commission may wish
to recommend such adjustments.

10. AP 2015-39 Revenue and expense ratios

The Commission noted the paper and asked that the ratios be presented when the
Commission was considering assessments in the future. It noted that the ratios for Land tax
Housing and Roads gave cause for concern which should be investigated in the next review.

The Commission asked that in the future the ratios be described as follows:
° ratio of assessed to average (capacity and cost of service provision ratios)

° ratio of actual to assessed (effort and capacity ratios).

History papers
11.AP 2015-41 History of CGC methods

The Commission noted the paper and sought some editorial changes. It asked that the
paper be placed on the web at the same time as the ‘Contemporaneity history’ paper which
will be considered by the Commission following the 2016 Update.

12. AP 2015-43 History of the capital assessments

The Commission noted the paper and sought some editorial changes. It asked that the
paper be placed on the web after the changes had been incorporated.

Assessment issues
13. AP 2015-36 Relationship between investment in urban transport and urban roads

The Commission said the conceptual case for the substitutability of urban roads investment
and urban transport investment was unclear, and that the available data were inconclusive.
It said States would have the opportunity to present evidence supporting the argument as
part of the next review and asked that staff not undertake further work on the issue at this
stage. The Commission noted that, to the extent that urban transport and roads expenses
were substitutable, this was captured in the urban roads and urban transport assessments.





Review and information papers
14. AP 2015-40 Review of budget analysis
The Commission noted the paper and agreed:
° the adjusted budget should continue to be compiled at the State level of details

° staff should discuss with the States through the data working party process
options for reducing year 3 data requirements

° as part of the consideration of assessment guidelines for the 2020 Review a
materiality test could be considered for adjustments to correct data
misclassifications, although, at this stage, the Commission was not disposed to
do so.

15. AP 2015-42 Implications of a major increase in GST revenue

The Commission noted the paper and discussed the implications and possible approaches
should there be a major change to State budget structures due to tax reforms, such as an
increase in GST revenue.

OTHER MATTERS

16.Tax reform and HFE

The Commission noted that a presentation was provided by staff to officials from Treasury
and PM&C in September addressing whether HFE acts as a disincentive to tax reform. It
asked that this presentation be sent to Commissioners.

17.John Spasojevic

On behalf of the Commission, the Chairman expressed appreciation for John’s 11 years of
service. He noted that John had advised the Commission capably as a result of his great
insight and strength of character through a period of considerable stress and change for the
Commission. He wished John and his family all the best for the future.

FUTURE MEETINGS

The next Commission meeting will be held on 14 December 2015. It is likely to be a
teleconference to discuss outstanding new issues.

The meeting scheduled for 19 January 2016 may also be a teleconference to make
decisions on the wages assessment.





The meetings on 9 February and 23 February were reconfirmed.

The Chairperson closed the meeting at 3.30 pm on 18 November.

Read and confirmed

G J Smith
Chairperson






MINUTES

Commonwealth Grants Commission

STATE FINANCES DIVISION

12.00 — 1.15 pm 19 January 2016

Teleconference held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members by Phone  Ms P Faulkner AO
Ms J Menzies
Prof J Petchey

1. The minutes of the State Finances meeting held 18 November 2015 were accepted.

Actions arising

The Commission noted they had received the staff presentation on HFE and tax
reform.

The Commission confirmed the decisions it had made in relation to Agenda
paper 2015-48 Outstanding New Issues and 2015- 49 Material for the Website
that it had considered out of session.

25% of the (National Partnership Agreement on Remote Indigenous
Housing (NPARIH) funding will be excluded from State investment
spending and from the NPP treated as impacting on the GST distribution
to recognise that part of NPARIH funding is being used to overcome
differences among the States in the levels of remote Indigenous housing
stock provided by the Commonwealth.

The Roads assessments will be updated using the trend AGM data and the
urban-rural split of vehicle use data provided by the National Transport
Commission for 2014.

The assessment of family and child services in the Welfare assessment will
be updated using 2014-15 data from the Australian Institute of Health and
Welfare on substantiations for seven States. The use weights derived
from the data will be used in all three years as they are more





representative of national average use rates than the data for previous
years.

- The Tasmanian Wilderness and World Heritage Area Payment will have no
impact on the GST distribution because it assists Tasmania to fulfil
Commonwealth responsibilities as a party to the World Heritage
Convention. Needs are not been assessed for this activity.

- The Water Reform — Constraint measures payment will have no impact
on the GST distribution because it relates to the Intergovernmental
Agreement on Implementing Water Reform in the Murray—Darling Basin
and is for protection of the environment. Needs are not been assessed for
this activity.

- COPEs paid to the State general government sector for Indigenous
purposes, except those for the Jobs, Land and Economy and Cultural and
Capability programs, and the part of the Remote Australia Strategy
program targeted at municipal and essential services, for the three
assessment years, based on data provided by the Department of Prime
Minister and Cabinet will impact on the GST distribution, including
payments for Indigenous education only for 2014-15.

- COPEs paid to State non-government organisations for Indigenous
purposes will have no impact on the GST distribution because there is not
enough information available to decide on the treatment of these
payments.

- The Commission confirmed the information papers contained in Agenda
Paper 2015-49 — Material for the Website (Commonwealth-State Financial
Relations, Update Processes and 2015 Review Distribution Model) should
be placed on the web at the same time the 2016 Update report is made
public.

2016 UPDATE

2. AP 2016-01 Western Australian submission on land value data

The Commission accepted the paper’s analysis and conclusion that SRO land value data
were reasonable. It decided not to change the assessment’s already significant 25%
discount as requested by Western Australia but to re-examine the alternative sources of
land value data in the future.

3. AP 2016-03 Wage costs assessment draft chapter

The Commission decided to make no further adjustments to the wage costs assessment. It
accepted the chapter subject to editorial comments, and asked that text be included on
whether the relationship between the private and public sectors is one to one.





OTHER MATTERS

The Commission noted the following.

The terms of reference has not been received but is under active consideration
by the Treasurer’s office at present.

Preliminary relativities are available but some data, such as for the health and
natural disasters assessments, are outstanding. The Commission was briefed on
likely outcomes.

A secure draft of the 2016 Update report would be made available to Members

by 2 February 2016. Revised or new text would marked in yellow in the
chapters the Commission have already seen.

The Mavromaras et al final report on interstate wages would be provided to the
Commission and the States before the Update report is signed off.

A new Secretary, Mr Michael Willcock, has been appointed and will commence
on 8 February 2016.

FUTURE MEETINGS

The next Commission meeting will be held on 9 February 2016, probably by teleconference
if required. If not, editorial comments and other suggestions could be provided to staff by
secure email.

The meeting on 23 February would be held at the Commission offices for the purpose of
signing the report.

The Chairperson closed the meeting at 1.15 pm on 19 January 2016.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

10.30 am — 2.00 pm on 23 February 2016
held at the commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms P Faulkner AO
Ms J Menzies
Prof J Petchey

The Chairman welcomed Members to the meeting and introduced the new Secretary, Mr
Michael Willcock who was congratulated on his appointment.

MINUTES

1. The minutes of the State Finances meeting held on 19 January 2016 were accepted.

2016 UPDATE

2. AP2016-07 Wage cost consultancy — final report

The Commission noted the receipt of the final Mavromaras et al report at 5:00pm on
Friday the 19th of February.

As per the paper, the Commission reconsidered its decisions in light of the final report. Staff
provided an oral briefing on any notable changes to and implications of the final report.
Staff noted that the final report text was largely unchanged from the draft report received
12 November 2015.

The Commission noted that the tone of the report had changed slightly; and was more
evenly balanced between national and local labour market hypotheses. It also noted that
the quality of the report had improved somewhat when compared to the earlier draft.
Some concerns were expressed regarding the quality of the dataset and the reliability of
the conclusions in respect of smaller States.

Staff provided an explanation of the consultant’s main theory regarding national labour
markets and noted several States had advanced alternative theories which could be





regarded as equally plausible. It was also noted that the extent of any possible influence
was not extensively explored nor quantified in the report.

The Commission decided that the report was supportive of the conceptual case and
method of the current wages assessment, but did not provide compelling evidence to
change the assessment in any way. Concerns with alternative explanations and data
quality in regards to the consultant’s conclusions were also discussed.

The Commission considered that the report offered no further information in regards to
the circumstances of the ACT and confirmed that it would not perform any adjustments.

It was noted that the report devoted some time to the issue of responses to the GFC,
emphasizing the evidence for a slower response in the public sector compared to the
private. The Commission noted this, but did express some concern regarding the reliability
of the evidence to inform on the operation of the labour markets in a general sense. The
limited number of observations, size of the dataset and the possible influence of State
policy contributed to this concern.

The Commission also considered more generally the implications of the report with regard
to State specific adjustments; noting that many consultants had examined this assessment
over many years, and new cases for special circumstances often resulted. The Commission
considered that the strength of the arguments here did not warrant any adjustments. The
Commission emphasized a desire to keep the assessment as simple as possible, and that
over-interpreting the data, given its quality, to justify certain adjustments over others, was
not the preferred way forward. It considered that a simple, transparent assessment was
the most desirable and defensible outcome.

The Commission considered that this report was best released together with the 2016
Update Report.

The Commission reiterated its earlier decision that the report provided no support for a
capital city based assessment, and so a whole-of-State assessment remained the best
available policy neutral measure of the disability.

3. AP 2016-04 Draft 2016 Update report (incorporating additional Members’ comments)

The Commission acknowledged the receipt of a draft of the report. It noted that all editorial
changes received up to Friday the 19" of February had been received and processed.
Several other minor editorial changes were noted and will be added to report. The
Commission confirmed that the Chairman will clear any final edits, pending no unexpected
changes to the Terms of Reference (ToR).

If there are changes to the ToR compared with the draft ToR, any changes to the report
would be made in accordance with any new requirement. Members would be briefed on
those changes.





2020 REVIEW
4. AP 2016-05 Taking stock and where to next (2016 work program)

The Commission had a wide ranging discussion about implications of the strategic
environment for the Commission’s work plan.

It noted that:

. tax reform and reform of the federation were unlikely to have an impact on
Commission work

° the uncertainty of when a ToR for a methods review might be received caused
some concerns

° Commission reappointments or appointments by the end of August may cause
the need for some changes

° the large redistribution of GST from Western Australia to the other States and
the volatility in relativities caused by changes in mining royalties, natural
disasters in Queensland, the property boom in New South Wales and changes in
population growth patterns were raising questions about the appropriateness
of the relativities and may influence the content of any ToR

° solving any real or perceived weaknesses in the horizontal equalisation system
should be a priority for the Commission

° the contemporaneity/reliability compromise was identified as a perceived
weakness that could possibly be solved by using estimates of, for example,
mineral royalties and value of production tax bases and payments for specific
purposes that do not grow at the same rate as the pool.

The Commission agreed to the proposed work program for 2016-17, emphasising the need
for priority work on the use of estimates to solve the contemporaneity problem, work on
long term assessment issues, such as administrative scale, regional costs, gambling, and the
research aimed at identifying ‘what States do’.

FUTURE MEETINGS

The next Commission meeting will be held on 20 April 2016.

The Commission also agreed to keep the following meetings in their calendars, noting the
meetings in June and August were unlikely to go ahead. Advice on any meeting
cancellations would be provided to the Members as soon as possible before the meeting

2016

20 April

18 May

15 June (unlikely)





27 July

17 August (unlikely)
21 September

26 October

23 November

14 December
2017

18 January

8 February
22 February

The Chairperson closed the meeting at 2.00 pm on 23 February 2016.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.00 am — 12.50 pm 18 May 2016
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms P Faulkner AO
Ms J Menzies
Prof J Petchey

MINUTES

1. The minutes of the State Finances meeting held on 23 February were accepted.
Actions arising

The Commission noted the following.

° The 2016 Update Report was presented to the Treasurer and released to the
States on 1 April 2016, after receipt of the terms of reference the previous day.
As the final terms of reference were identical to the draft, apart from release
dates, no changes to the report approved by Members at the meeting of
23 February 2016, with final edits cleared by the Chairperson, were required.
The report was made public at 8.00pm on Thursday, 7 April 2016.

° The Mavromaras et al report on the wages assessment was released to the
States at the same time as the 2016 Update report, as requested by the
Commission.

2016 UPDATE

2. AP 2016-21 Review of the Update 2016

The Commission noted the paper including the staff intention to respond to State feedback
on the 2016 Update processes.





3. Letter from Director General of Premier’s Department of Western Australia

The Commission noted the letter and that its receipt had been acknowledged by the
Secretary. The Commission considered whether it should provide an additional flat and
factual response, noting that it had responded to the terms of reference provided to it by
governments. On balance, it decided not to do so.

4. Visits by the West Australian and the Northern Territory Treasuries

The Commission noted that officers from the Western Australian and Northern Territory
Treasuries had visited Commission staff on 3 May. It noted that the Northern Territory
wished to improve its knowledge of the Assessment system on-line and the Western
Australia Treasury wished to provide some feedback on the 2015 Review and 2016 Update
processes. In particular, Western Australia was keen for more interaction with the
Commission —both Members and staff - in the next Review.

2020 REVIEW

5. AP 2016-13 History of contemporaneity

The Commission noted the paper and agreed to place it on the Commission website,
subject to minor editorial changes.

6. AP 2016-15 Contemporaneity — an overview
7. AP 2016-08 Contemporaneity — a projections approach
8. AP 2016-10 Contemporaneity — alternatives for dealing with PSPs and mining revenue

9. AP 2016-06 Contemporaneity — a completion approach

The Commission noted the suite of contemporaneity papers. It decided the issue would be
best progressed in consultation with States and that discussions on this topic should
commence soon after terms of reference for a new review are issued.

To aid these discussions the Commission asked staff to bring forward a research paper
when review terms of reference have been received. The paper should:

e focus on the trade-off between reliability, certainty, contemporaneity and
stability

e seek State views on:
- the appropriate balance between these features

- what a standalone HFE process, that gave effect to that balance, would
look like.





10.AP 2016-11 History of the Commission’s approach to economic development

The Commission noted the paper and agreed to place it on the Commission website,
subject to minor editorial changes.

The Commission noted that this paper was the last of the identified history paper series.
After consideration the Commission decided that rather than produce further history
papers, staff should focus on producing material for the Commission’s web site that was
more accessible for non-experts in aiding their understanding on topics such as:

e whatis HFE?
e why does Australia have an HFE system?

e why do some States receive more or less GST revenue?

11.AP 2016-09 Services to industry issues for investigation

The Commission noted the paper and endorsed the staff proposal to investigate the
following issues.

e Disaggregating expenses:

- investigate different options for disaggregating State spending on
different industries, including using GFS unit record data and existing
administrative data, or developing a new survey.

e Business development:

- investigate what States do to support particular industries and to facilitate
economic activity

- investigate whether population is the most appropriate driver of all
business development expenses.

e Drivers of agriculture expenses:

- investigate the nature of State spending on agriculture to confirm the
current drivers used in the assessment are appropriate

- investigate how fluctuations in the value of agricultural production affect
the size of the regulation task

- investigate the interaction, if any, between the Services to industry and
natural disasters assessments.

e Drivers of tourism expenses:

- investigate the drivers of State tourism spending through discussions with
relevant national and State industry bodies.

e Drivers of other economic affairs and labour and employment affairs

- investigate the nature of State spending on ‘other economic affairs’ and
‘other labour and employment affairs’ to determine if there are any
missing drivers.





e Administrative scale quantum:

- re-examine the quantum of administrative scale expenses for the Services
to industry category as part of broader consideration of the
administrative scale assessment for the 2020 Review.

e User charges

- investigate the appropriate treatment of agriculture and other industry
user charges.

12. AP 2016-16 Indigenous use and cost weights

The Commission noted the paper. It agreed to a program of further work that would
investigate further whether appropriate Indigenous cost weights can be developed or

improved in:

o Justice services

o Housing

J Services to communities (small communities utilities subsidies).

The Commission also noted that there are no Indigenous cost weights in the Welfare
assessment, in particular for Family and Child services. It suggested that further work in this
area could be done by considering:

e the Indigenous/non-Indigenous split of children classified as having special needs
for the purposes of foster or kin care, as compared with the split of children
identified as not having special needs

e whether any material produced by the Child Protection research centers could
inform its assessments.

13.AP 2016-12 Capital disabilities

The Commission noted the paper and that a conceptual case exists, at least in relation to
schools, hospitals, housing and police services, capital stock disabilities may differ from
recurrent expense disabilities. It also noted that, largely due to variations in the useful life
of infrastructure, across categories the disabilities for replacement capital and new capital
may differ.

The Commission endorsed the staff proposal to put work on capital specific disabilities on
hold until such time as further work, considering whether the assessment model can
integrate various different capital stock disabilities and their effect on the complexity of the
assessments, is completed.





14. AP 2016-14 Transport services — what states do and implications for future work

The Commission noted the paper and the many ways States provide transport services. It
agreed that the factual part of the paper (excluding discussion of assessment issues and
recommendations) be uploaded to the CGC Cloud for access by the States.

The Commission confirmed the continued appropriateness of using consolidated urban
transport activities in the assessments, subject to any directions in future review terms of
reference. It agreed to a program of further work which would examine:

e the appropriate relationships between city size and recurrent spending and
investment for transport services, and whether other drivers, such as urban form,
should and could be taken into account

e whether the 2015 Review definition of metropolitan urban areas remains
appropriate

e whether the population threshold for other urban areas included in the
assessments should be revised

e whether the increased use of public private partnerships to acquire infrastructure
has implications for the assessment

e whether the data used in the assessments are fully comprehensive in terms of the
agencies covered and the funding methods used

e the assessment of non-urban transport expenses

e the assessment of dividends from public corporations as part of the review of the
Other revenue assessment.

15. AP 2016-20 What states do — electricity subsidies

The Commission noted the paper and the very different ways States are involved in
electricity generation and distribution and in the subsidies they provide to communities. It
agreed that the factual part of the paper (excluding discussion of assessment issues and
recommendations) be uploaded to the CGC Cloud for access by the States.

The Commission agreed to a program of further work which would:

° consider the appropriateness and reliability of splitting subsidies into three
groups: urban, on-grid remote, and off-grid remote

° explore the size of communities where subsidies are concentrated (and
whether the current threshold of 1 000 people is still the most appropriate)

° investigate subsidy levels by fuel source

° investigate differences in the level of cost recovery between remote Indigenous
and non-Indigenous communities.





16. AP 2016-22 What states do — welfare services

The Commission noted the many ways States provide welfare services and, subject to any
directions in a future review terms of reference, approved a review of the welfare
assessment with a particular focus on:

e monitoring the implementation of the NDIS and State intentions regarding the
continued provision of non-NDIS type services

e exploring alternative assessments for the other general welfare expenses
assessment, which is currently based on ABS 2006 SEIFI data adjusted for changes
in the relative proportions of State populations with concession cards between
the 2006 and 2011 Censuses.

The Commission agreed that the factual part of the paper should be uploaded on the CGC
Cloud for access by the States.

FUTURE MEETINGS

The next meeting will be held on 27 July 2016.

The Chairperson closed the meeting at 12.50 pm on 18 May 2016.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.30 am — 1.00 pm on 17 August 2016
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Ms J Menzies
Prof J Petchey
Apologies Ms P Faulkner AO

MINUTES

1. The minutes of the State Finances meeting held 18 May 2016 were accepted.

Actions arising
The Commission noted the following:

° The last of the history papers — Commission methods, contemporaneity and
economic development — had been placed on the Commission’s website.

° Three ‘what States do’ papers — transport services, welfare and electricity
subsidies had been placed on the cloud and States have been asked whether
they have any comments on them. The feedback on those papers has been very
positive and comments from the ACT have been received on two papers.

2017 UPDATE

2. New Issues Staff discussion paper for the 2017 Update

The Commission noted that the staff discussion paper on New issues for the 2017 Update
had been prepared and sent to States. Members noted it seeks State views on staff
proposals on the treatment of new Commonwealth payments, the updating of the wages
assessment, the use of Independent Health Pricing Authority data, concerns over Natural
Disasters data and changes to the data release protocol and data request timetable. As
none of these issues are controversial, as agreed previously by the Commission, the paper
had not been submitted for Commission approval prior to despatch.





However, the Commission will need to consider two of those issues at the next meeting
before despatching staff views to the States.

° The New Compensation of Employees data should be made available by the
ABS in late August or early September. The results from the new data will be
made available to the Commission, noting any concerns staff may have with
them.

° The treatment of the Natural Disasters data used in an actual per capita
assessment in the update has become an issue. The Commonwealth has
decided to withhold payment to some States in 2015-16, pending audit. The
guestion for the Commission is whether it should accept unaudited figures or
wait for the audit figures to come through. There is no clear timeline on that.

Commission decisions on all these matters (those raised in the new issues paper and in the
two other papers) will be sought in November once State views have been received.

3. AP 2016-27 State budget developments

The Commission noted the paper. In particular the Commission noted that State GST share
forecasts demonstrate their knowledge of the operation of the HFE system, including the
effects of lags.

The Commission indicated it would appreciate receiving a similar paper each year after
States have published their Budgets.

2020 REVIEW
4. AP 2016-25 Changes in State budgets 2000-01 to 2014-15

The Commission noted the paper and agreed to post it on the Commission’s website.

5. AP 2016-26 Administrative scale — re-estimating fixed costs — progress report

The Commission noted the work done so far on estimating administrative scale costs and,
despite some concerns about the amount of judgment needed to make the estimates,
endorsed the approach taken. It was keen for staff to produce estimates for all categories,
noting the amount of work required to do so. It agreed that staff should not engage with
States until terms of reference for the review had been received or unless States agreed to
work on administrative scale as part of a data working party process. The Commission
asked that any material provided to States make it clear that regional office costs relate to
the size of the service and therefore were not included in administrative scale costs which
capture costs not related to the size of the service.





6. AP 2016-18 Gambling taxation — data limitations
The Commission noted the paper. It asked staff to keep it appraised of any discussions it
has with the Queensland Government Statistician’s Office and the ABS on gambling data.

The Commission asked staff to bring forward a paper on the conceptual case for a gambling
assessment early in the next review.

7. AP 2016-23 What states do — Payroll tax

The Commission noted the paper and agreed that the factual part should be uploaded on
the CGC cloud as a staff research paper. Staff should first remove any discussion of
assessment issues and the recommendations.

The Commission noted that payroll tax continues to be an important source of revenue for
States and that many of the aspects have been harmonised, with the notable exceptions of
rates and thresholds. It approved a program of future research which would examine:

° the best available sources of data for measuring the payroll tax base, including
whether we can better capture the average threshold

. the appropriateness and materiality of any adjustments

° whether any elasticity effects are material and, if they are, whether it is possible
to quantify them reliably.

8. AP 2016-24 what states do — Stamp duty on conveyances

The Commission noted the paper and agreed that the factual part should be uploaded on
the CGC cloud as a staff research paper. Staff should first remove any discussion of
assessment issues and the recommendations.

The Commission approved a program of future research which would examine:

° the criteria for choosing which revenues should be included in the EPC
component

° the appropriateness and materiality of any adjustments for differences in the
range of transactions subject to duty in each State

° the appropriateness and materiality of an adjustment for the progressivity of
rates

° whether any elasticity effects are material and, if they are, whether it is possible
to quantify them reliably.

The Commission noted that staff plan to engage a consultant to assist with any research on
guantifying an elasticity adjustment.

With five States no longer collecting duties on non-real property transactions, the
Commission asked staff to raise the issue of the treatment of these duties with States early
in the review cycle.





9. AP 2016-17 What States do — Wage costs

The Commission noted the paper and agreed the factual part should be uploaded on the
CGC cloud as a Commission staff research paper following the completion of the 2017
Update. Discussion on assessment issues and recommendations are to be removed from
the paper prior to upload. The Commission also requested that references to the ABS wage
price index in the paper and future work make it clear that this is a measure of nominal
wages and not real wages.

10.AP 2016-29 What States do and implications for future work — Community health

The Commission noted the paper and agreed that the factual part should be uploaded on
the CGC cloud as a Commission staff research paper. Staff should first remove any
discussion of assessment issues and the recommendations.

The Commission approved a program of future research that would:

° draw on a range of non-government finance statistics (GFS) health datasets
including the Australian Institute of Health and Welfare (AIHW), the
Independent Hospital Pricing Authority (IHPA) and State administrative data, to
develop a better understanding of the relative importance of different
community and other health services (due to the unreliability of State provided
GFS data at the 4-digit GPC level)

° investigate the non-State sector provision of community health services using
independent research data

° approach States seeking information on the usage of community health services

. re-examine the substitutability level for the community health component.

11. AP 2016-28 What States do and implications for future work - Roads

The Commission noted the paper and agreed that that the factual part should be uploaded
to the CGC cloud as a Commission staff research paper. Staff should first remove any
discussion of assessment issues and the recommendations and ensure that the tables and
text make clear whether actual or assessed figures are being used. The Commission also
asked that the way the ‘redistribution’ concept is described in all future papers be
reconsidered to avoid the idea that the GST of some States is transferred to others.

The Commission noted the way States provide roads services and, subject to any directions
in a future review terms of reference, approved a program of research which would:
e consider whether the disabilities used in the current assessment appropriately

capture the disabilities driving States’ funding and delivery of roads services (road
length and use)





e identify and investigate other disabilities that should be considered when
assessing States’ roads needs (such as bridges, land area, population density,
physical environment and road width)

e reconsider the treatment of Commonwealth funding for national network roads

e investigate the full range of available data sources to support the reliable
measurement of the disabilities States face in delivering roads services (such as
the Public Sector Mapping Authority, State Road Authority databases, Bureau of
Infrastructure, Transport and Regional Economics, the National Transport
Commission and the Australian Bureau of Statistics)

e if investigation suggests that the Commission’s synthetic measurement of road
length should continue to be used, investigate whether the population thresholds
for localities remain appropriate

e if investigation suggests that the assessment should continue to use urban
population as a proxy for urban road length, investigate whether the 40 000
population threshold is appropriate and whether the appropriate urban structure
should remain as the Australian Bureau of Statistics’ Urban Centre/Locality
structure.

OTHER MATTERS

12. End of appointments of Ms Jennifer Menzies and Ms Patricia Faulkner

The Chairman recorded his appreciation on behalf of the Commission for the contributions
they had made over the last five years to the work of the Commission, particularly in the
challenging circumstances the Commission had faced. He wished them well in the future.

Both Jennifer and Patricia thanked the Chair for his kind words and for his leadership of the
Commission. They also expressed their thanks to staff for the high quality and
professionalism of their work.

13. Productivity Commission Data Inquiry

The Commission noted that staff provided a submission to the Productivity Commission
Inquiry into Data Availability and Use. The submission covers staff issues relating to data
quality, data access and data for the future, given the agency’s role as an intensive user of
data, however being small, with limited capacity to develop and maintain its own datasets.

14. Simple powerpoint presentations for the web

The Commission discussed draft presentations explaining the operation of HFE in a
simplified manner. The intention of these presentations is to develop material suitable to





be placed on the Commission’s web site that would explain the operation of HFE in a way
understandable to non-experts in the field. The Commission will provide further feedback
on the presentations out of session.

FUTURE MEETINGS

The next Commission meeting will be held on 21 September 2016.

The Chairperson closed the meeting at 1.00 pm on 17 August 2016.

Read and confirmed

G J Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

9.30 am — 1.15 pm 21 September 2016
held at the commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Dr L Williams
Prof J Petchey

The Chairman opened the meeting and welcomed Dr Lynne Williams to her first
Commission meeting.

MINUTES

1. The minutes of the State Finances meeting held on 17 August 2016 were accepted.

Actions arising

The Commission noted the following:

A paper will be sent to members before the next Commission meeting
discussing the results of the updated wages assessment based on the new ABS
Compensation of Employees data from the 2015 Survey. Commission approval
to send the results to States will be sought.

The Commission paper on Changes in State budgets 2000-01 to 2014-15 has
been posted on the web.

The What States do papers on Payroll tax, Stamp duty on conveyances,
Community health and Roads have been posted on the CGC Cloud.

The Commission web site now includes simplified presentations on federal
financial relations and the work of the Commission, along with additional text
describing fiscal equalisation.

The Commission asked that further consideration be given to adding material (of no more
than 2-3 pages) in a graphical/tabular form to draw together the framework that guides

HFE.





2017 UPDATE

2. AP 2016-37 2017 Update — report structure and work plan
The Commission considered the paper and agreed:
e to the proposed structure of the report

e to use the proposed structure for all updates until the next review, with the
flexibility of adding chapters as circumstances require

e tothe proposed content on the CGC website
e tothe proposed update work plan

e that all supporting information be a Commission staff responsibility.

3. AP 2016-38 Natural disaster relief expenses

The Commission noted the issues regarding the natural disaster relief expense assessment
and indicated its intention to consider the issue later in the update process when more
information is available regarding the Commonwealth’s assurance processes.

Pending further information on the outcome of the assurance processes, the Commission
expressed an inclination to include State estimates, in particular for 2015-16, in the update,
with the proviso that any changes to relevant years would be fully incorporated into a
future assessment.

2020 REVIEW

4. AP 2016-34 ldentifying area based expense indicators

The Commission considered the paper and approved a program of further work that will
include:

e examining the appropriateness of using ICSEA as an indicator of socio-economic
status in schools

e attempting to quantify differences between capital cities that affect the cost of
services.

The Commission agreed:

e to continue to measure socio-economic status with IRSEO for the Indigenous
population and NISEIFA for the non-Indigenous population for all assessments
currently using these measures, unless subsequent work determines ICSEA to be a
more appropriate measure for the Schools education assessment

e to continue to measure remoteness using ABS remoteness areas.





5. AP 2016-39 Reuvisiting the urban transport and infrastructure models

The Commission considered the paper and agreed to a consultancy in relation to the urban
transport recurrent and infrastructure assessments. The Commission noted that the
current approach is significantly influenced by expenses and investment in Sydney and
Melbourne, and suggested that the consultant be asked to look at overseas experience
(comparable overseas cities) as a way of testing the Australian results.

The Commission also suggested that a consultant be sought for a scoping study prior to
going to a full consultancy. The scoping study should cover, among other things, the
availability of reliable financial data and its suitability for use in Commission modelling of
urban transport subsidies and investment.

In addition, the Commission asked that the consultancy include an investigation of the
substitutability of urban roads and urban transport investment and expenses.

6. AP 2016-31 Raising revenue — a global revenue assessment?

The Commission noted the paper. It asked staff to bring forward a future paper on options
for a global assessment of the less volatile revenues including, but not limited to, insurance
taxes and other revenue.

7. AP 2016-40 What States do — mining

The Commission noted the way States raise mining revenue. It agreed that the factual part
of the paper (excluding discussion of assessment issues and recommendations) be
uploaded to the CGC Cloud for access by States.

The Commission approved a program of further work which would examine:
e the impact of a more contemporaneous mining assessment
e ways of assessing average policy when there are production bans in some States

e whether any elasticity effects are material and, if they are, whether it is possible
to quantify them reliably.

8. AP 2016-32 What States do — motor taxes

The Commission noted the way States raise motor taxes. It agreed that the factual part of
the paper (excluding discussion of assessment issues and recommendations) be uploaded
to the CGC Cloud for access by States.

The Commission approved a program of further work which would examine:
e the treatment of revenue raised to support a National Injury Insurance Scheme
e the split of State annual registration fees between heavy and light vehicles
e whether any progressivity effects are material

e whether any elasticity effects are material and, if they are, whether it is possible
to quantify them reliably.

The Commission asked staff to include in a future proposed assessment paper analysis on
the sensitivity of changing the split of State revenue between heavy and light vehicles.





9. AP 2016-33 What States do — housing

The Commission noted the paper. It approved a program of future research that would
examine:

° whether Census or AIHW data provide a better basis for the assessment

° whether community housing should be assessed separately from State-owned
and managed housing

° whether the size of the Indigenous cost weight remains appropriate and
whether there is a case to apply the Indigenous cost weight also to the
depreciation and capital assessments

° how much of State expenses is accounted for by State funding going into
affordable housing projects and the relative importance of affordable housing
in the total mainstream community housing stock

° whether the equal per capita assessment of first home owner related expenses
remains appropriate

° subject to State views, the merits of reallocating homelessness expenses to the
Housing category.

10. AP 2016-42 What States do — school education

The Commission noted the paper. It agreed that the factual part of the paper (excluding
photos, discussion of assessment issues and recommendations) be uploaded to the CGC
Cloud for access by States.

The Commission approved a program of future work which includes:

e revisiting our approach to measuring the effect of socio-demographic groups on
the cost of school education.

e simplifying, or abolishing, the assessment of transport of school children

e preparing a discussion paper which resolves the assessment issues related to
differences between States identified in the paper.

OTHER MATTERS

11.AP 2016-43 Work program for the next twelve months

The Commission considered the paper and approved the proposed work plan, noting that it
is subject to change depending on when terms of reference are received. The Commission
agreed to a set of meeting dates through to the end of February 2018.





FUTURE MEETINGS

The next meeting will be held on 26 October 2016.

The Chairperson closed the meeting at 1:15pm on 21 September 2016.

Read and confirmed

G ] Smith
Chairperson






Commonwealth Grants Commission
STATE FINANCES DIVISION

2.00 pm — 2.45 pm on 18 October 2016
held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Prof J Petchey (by telepresence)
Dr L Williams (by telepresence)

2017 UPDATE

AP 2016-45 The wages assessment in the 2017 Update

The Commission agreed to an issues paper being sent to States. It asked staff to prepare
the paper on the basis that:

° it had undertaken a comprehensive review of the assessment in the
2016 Update and as per that review, incoming CoES data will be used in the
assessment

) new variables are included in the latest, 2015 CoES, dataset compared to the

previous, 2014 CoES, dataset

° it proposed to consult States in regard to removing the Commonwealth
Superannuation Scheme adjustment for the ACT and the Northern Territory if
the adjustment was not material

The chairperson closed the meeting at 2:45 pm on 18 October 2016.

Read and confirmed

G J Smith
Chairperson






COMMONWEALTH GRANTS COMMISSION

STATE FINANCES DIVISION

9.15 am — 4.00 pm on 23 November 2016

Meeting held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Dr L Williams
Prof J Petchey

MINUTES

1 The minutes of the State Finances meetings held on 21 September 2016 and
18 October 2016 were accepted.

Actions arising

2 The Commission noted the following.

The What States do papers on Mining, Motor taxes, Housing and Schools
education have been posted on the CGC Cloud.

Staff are further considering material drawing together the influences causing
State fiscal capacities to differ for presentation on the Commission web site,
along with navigational improvements to best assist site users reach the
material suited to their needs. Staff will provide Commissioners with a briefing
on these changes at the next meeting.

The Commission considered AP 2016-45 The Wages assessment in the 2017
Update out of session and approved the release to States of the updated results
from the 2015 Characteristics of Employees Survey through Staff Discussion
Paper CGC 2016-18-S.





2017 UPDATE

AP 2016-44 Issues relevant to the 2017 update

3

The Commission:

e noted that staff have maintained the dispatch date for data requests but moved
the return date back by four weeks in this update

e noted that some States might still not be able to meet the deadlines for the
provision of data because of their financial reporting commitments

e agreed to review the process at the conclusion of the update.

It also decided to change the current data sharing protocol to ‘sharing non-
confidential data among States which have not designated their data as confidential,
provided any data designated as confidential by States cannot be back solved from
the assessment outcome’.

The Commission:

e noted States’ concerns about the late availability of the terms of reference (ToR)
for the 2017 Update and the 2020 Review

e decided to record State views on this issue in the New issues chapter of the 2017
Update report, as well as noting the Commission’s appreciation of States’ co-
operation in preparations for the update prior to receipt of ToR.

The Commission also agreed:

e to send the preliminary adjusted budget to a State once the figures for that State
have been compiled

e to push back the due date for State comments to mid-January.

In relation to protocols for correcting errors, the Commission decided to continue its
usual approach and report on changes, including changes as a result of data revisions,
to States’ fiscal capacities, in the update report. It considered this the appropriate
way of advising States of relevant changes affecting GST shares.

Despite this general approach, it also decided:

. to correct the error in the calculation of the non-State sector adjustment in the
community health component assessment from the 2017 Update

° but to advise States about the error before the report is released using the
proposed text in the paper, with some additional text to increase clarity. This is
because the error is large and unexpected.

In relation to the National Disability Insurance Scheme (NDIS), the Commission
decided to retain the use of total number of people eligible in a year to be covered by
the NDIS when fully operational as the measure of NDIS needs during transition,
consistent with the 2015 Review decision.





10 Inrelation to Commonwealth payments commenced in 2015-16, the Commission:

approved staff proposals on the treatment of Commonwealth payments
commenced in 2015-16, as listed in Table A-1 of the paper

decided not to allow the Zika response team payment to affect the relativities
because the payment supports services which must be provided by Queensland
for which needs are not assessed in the community health assessment

decided for consistency to change the treatment of an existing payment for
Torres Strait health protection strategy — mosquito control from impact to no
impact because this is a payment similar to ‘Zika response’ and needs are not
assessed

decided that payments under the bridge renewal programme not affect the
relativities because needs could not be assessed reliably

decided to allow the established pest and weed management payment to affect
the relativities because needs are assessed in the agriculture regulation
component of the services to industry assessment

decided not to allow the mechanical fuel load reduction trial payment to affect
the relativities because it is a Commonwealth trial program and needs are not
assessed.

11 Inrelation to Commonwealth payments commencing in 2016-17 or 2017-18, it
decided not to backcast any of the Commonwealth payments commencing in
2016-17 and 2017-18, as listed in Table A-2 of the paper.

12  The Commission noted South Australia’s information on a payment it will receive in
2016-17 and 2017-18 under the Building Australia Fund — rail component and will
consider whether it is a payment for the national rail network in the 2018 Update.

AP 2016-51 Wage costs — State responses and staff
recommendations

13 The Commission decided:

to include the education variables in its econometric model in the 2017 Update
and future updates because they have a material effect on State’s GST
distributions

to exclude the trade union membership variable from its econometric model in
the 2017 Update and future updates because it does not have a material effect
on State’s GST distributions and its exclusion would make the econometric
model more consistent year to year

not to change the level of discount due to concerns about data or methods
used in the assessment in the 2017 Update

not to reintroduce a State specific adjustment for Tasmania because its
modelled outcome is not so extreme as to warrant an adjustment





° to cease assessing a disability in relation to the Commonwealth Superannuation
Scheme because it is no longer material for the ACT or the Northern Territory.

AP 2016-54 Other outstanding issues for the 2017 update

14

15

16

In relation to natural disaster expenses, the Commission noted ongoing audit action
in relation to State expenses. It decided to continue the practice of using State
estimates of net Natural Disaster Relief and Recovery Arrangements (NDRRA)
expenses as a reflection of States’ natural disaster expenses in the 2017 Update.
Because it is an actual per capita assessment, it decided adjustments for any material
revisions to expenses in current assessment years would be made in the latest
assessment year, to ensure the adjustment is reflected in the assessments for three
application years. The relevant materiality threshold for making this adjustment
would be $10 per capita.

However, it decided, as per past practice, adjustments would not be made for
revisions affecting years no longer used for calculating application year relativities
and that non-material revisions to data for current assessment years would be
reflected only in those assessment years.

In relation to Independent Hospital Pricing Authority (IHPA) data, the Commission
decided:

. to use 2015-16 IHPA data in the 2017 Update when they become available in
January 2017

° for the emergency department and community health components in the
Health category, to use the number of Public Hospital Establishment (PHE)
emergency department (ED) occasions in 2013-14 to estimate the number of ED
occasions for hospitals previously covered by the National Public Hospital
Establishment Database (NPHEDB)for 2014-15 and 2015-16

. to consult with States early in 2017 about the feasibility of obtaining PHE ED
data directly from the States via a special data request for the 2018 Update and
continue to monitor improvements in the coverage of the remaining collections
for ED activity.

2020 REVIEW

AP 2016-30 Consultancy proposal — elasticity adjustments to
revenue bases

17

The Commission considered that the conceptual case in relation to differences in tax
rates across States affecting the measure of State tax bases under average policy was





18

19

established. The Commission’s view was that it faced an empirical problem in
calculating a reliable and material adjustment to reflect elasticity effects.

The Commission agreed to commence a consultancy process, including consultation
with States. It asked staff to firstly undertake discussions with a range of
organisations to determine the feasibility of measuring elasticity effects on State tax
bases.

It asked staff to bring back a revised consultancy paper following these discussions.

AP 2016-55 Consultancy proposal — transport

20

21

22

23

The Commission discussed the proposed consultancy brief. It decided to have one
consultancy but with a two-stage process. The first stage would involve the following
outputs:

° Output 1 — A report that provides a comprehensive understanding of the drivers
of urban transport spending (recurrent and capital) in Australia and overseas
and a model specification relevant to Australia. In other words, the consultant
should answer the question ‘What does the theoretical and empirical research
on the drivers of urban transport spending tell us?’ The model should allow the
Commission to estimate what each State would spend on providing urban
transport if it applied the policies of all States (the average policy) to the cities
in the State, given their non-policy influenced characteristics (size, form). This
should include an evaluation of our current model, including reasons, if any,
why it needs to be improved, and if so how this might be done.

. Output 2 — An evaluation of whether available data are sufficiently reliable and
fit for purpose to estimate a model of urban transport spending for Australia. If
not, the consultants should consider what is practical and captures most of the
differences?

° Output 3 — A report on the most appropriate urban area geography/boundaries
for the assessment and treatment of satellite cities.

If data are available and it is practical to do so, the consultant would then be asked to
proceed to the second stage of the consultancy, which would cover the following
output.

° Output 4 — A report on alternative models, with data and results, which could
become the basis of a Commission assessment.

The Commission asked to see a revised copy of the consultancy brief before it is sent
to States for comments.

The Commission agreed to the proposed consultancy process, including the
consultation with States and proposed timing.





AP 2016-53 Investment architecture

24

The Commission noted the paper. It provided guidance to staff on further work it
would like to see in the next paper on the capital assessments. In particular the
Commission asked for more information on what States do in respect of managing
their balance sheets, including an analysis of the redistributive effects to date of the
capital assessments first implemented in the 2010 Review.

AP 2016-49 Data working party

25

The Commission endorsed the proposed process and timetable for the data working
party and the scope of work it will cover.

AP 2016-36 What States do — services to agriculture

26

27

The Commission noted the paper and agreed that the factual part should be
uploaded on the CGC cloud as a staff research paper for States to comment. Staff
should remove any discussion of assessment issues and the recommendations.

The Commission noted the ways States provide services to agriculture and approved
a program of future research which would examine:

° the drivers of State spending on industry regulation, management and
development

° the weights to apply to each of these drivers

° whether user charges should be netted off State spending before making the
assessment.

AP 2016-41 What States do — admitted patients

28

29

The Commission noted the paper and agreed that the factual part should be
uploaded on the CGC cloud as a staff research paper for States to comment. Staff
should remove any discussion of assessment issues and the recommendations.

The Commission noted how States provide admitted patient services and the
non-policy influences on State costs. It approved a program of future research which
would:

° confirm the net spending estimate for the admitted patients component based
on GFS data is accurate

° confirm whether the current level of detail in the SDC assessment remains
appropriate

° review the substitutability level for the admitted patients component and the
calculation of the associated non-State adjustment in the next Review.





AP 2016-46 What States do — Land revenue

30

31

The Commission noted the paper and agreed that the factual part should be
uploaded on the CGC cloud as a staff research paper for States to comment. Staff
should remove any discussion of assessment issues and the recommendations.

The Commission noted the different ways States collect land taxes and it approved a
program of future research to investigate:

. the sources of land value data, including the basis and frequency of valuation
. alternative measures of Land tax capacity

° which land revenues are a tax on the rental value of land and which are in the
nature of a user charge

° whether Land revenue and Stamp duty on conveyances can be combined and
assessed using a single capacity measure

) whether any elasticity effects are material and, if they are, whether it is possible
to measure them reliably.

AP 2016-50 What States do — Gambling revenue

32

33

The Commission noted the paper and agreed that the factual part should be
uploaded on the CGC cloud as a staff research paper for States to comment. Staff
should remove any discussion of assessment issues and the recommendations.

The Commission noted the different ways States collect gambling taxes and it
approved a program of future research to investigate whether a conceptual case for a
gambling assessment could be established once the policy choices of States had been
addressed. If so, it asked staff to investigate:

- whether reliable data on the level of gambling activity can be obtained
- the degree of substitutability between different forms of gambling

- policy neutral capacity measures for different forms of gambling

- policy neutral capacity measures for total gambling

- whether those measures require adjusting and, if so, what those
adjustments might be

- whether any elasticity effects can be measured reliably and, if so, whether
they are material.

AP 2016-48 Composition of the Other revenue category

34

The Commission noted:





° the revenues that are currently classified to the Other revenue category
. the reasons for assessing these revenues equal per capita

) the treatment of these revenues would be reconsidered in the next review.

AP 2016-35 What States do — water subsidies

35

36

The Commission noted the paper and agreed that the factual part should be
uploaded on the CGC cloud as a staff research paper for States to comment. Staff
should remove any discussion of assessment issues and the recommendations.

The Commission noted the ways States provide water services and approved a
program of future research which would:

° consider if the current distinction between common and differential subsidies

remains relevant

° work with States through the Data Working Party process to identify the
availability of water subsidy and other data on water service providers

° investigate subsidy levels by utility size, customer density and water source to

see whether the small remote communities disability remains the best proxy for

these disabilities

° work with States to ensure component expenses do not include subsidies which

benefit non-residential water customers.

AP 2016-47 What States do — native title and land rights

37

38

The Commission noted the paper and agreed that the factual part should be
uploaded on the CGC cloud as a staff research paper. Staff should remove any
discussion of assessment issues and the recommendations.

The Commission noted the many ways States handle native title and land rights
claims and approved a program of future research that would examine:
. whether land rights expenses should be assessed for all States

° whether the Northern Territory’s on-going land rights expenses should be
included in the assessment.





OTHER MATTERS

AP 2016-52 CGC website strategy

39 The Commission decided to review the proposed content of the CGC website out of
session.

Road data standards

40 The Commission noted that Austroads was supporting this project to develop a
consistent classification of road measures and that preliminary data could be
available for the next review.

Questions from the Western Australian

41 The Commission noted the final response to the questions asked by the journalist and
discussed the article published on that basis.

Interaction with States

42  The Commission noted that staff had recently provided training for Queensland
Treasury officers and that the telepresences with the Western Australian Treasury
were continuing.

FUTURE MEETINGS

43  The next Commission meeting will be held on 14 February 2017.

44  The Chairperson closed the meeting at 4:00 pm on 23 November 2016.

Read and confirmed

G J Smith

Chairperson






COMMONWEALTH GRANTS COMMISSION

STATE FINANCES DIVISION

9.30 am — 1.40 pm on 8 February 2017

Meeting held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Dr L Williams AM
Prof J Petchey

MINUTES

1 The minutes of the State Finances meeting held on 23 November 2016 were
accepted.

Actions arising

2 The Commission noted:

° A revised consultancy proposal relating to elasticity adjustments would be
brought back to the Commission following the completion of the update.

° Its comments on a revised transport consultancy proposal would be taken into
account in preparing the final document to be sent to States.

° The what States do papers on Native title, Water subsidies, Admitted patients
and Agriculture have been posted on the CGC cloud. Others seen by the
Commission but not yet been revised as requested will be placed on the cloud
as soon as possible.

2017 UPDATE

AP 2017-03 2017 Update draft report

3 The Commission considered the report and suggested editorial and other changes. It
decided that the ‘Main changes’ tables in the States’ individual page summary should
show the total GST changes instead of the impact of changes in circumstances. It also
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decided to note minor errors in the Quality Assurance attachment but to include the
change to the Community health non-State sector adjustment in the New issues
chapter (Chapter 2). It noted the revised tables for data revisions and changes in
circumstances.

The Commission asked that any major changes to the report be highlighted in the
final draft for the next meeting.

AP 2017-02 Health assessment in the 2017 update

5

The Commission noted the effect on the GST distribution of including Independent
Hospital Pricing Authority (IHPA) and Australian Institute of Health and Welfare
(AIHW) data received in late January 2017.

The Commission confirmed an earlier decision to correct an error in the calculation of
the non-State sector adjustment in the Community health assessment, noting that
the error affected the GST distribution in the 2015 Review and 2016 Update. The
Commission decided to advise States of the error in the New issues chapter (Chapter
2) of the update report using the draft text in the agenda paper.

AP 2017-01 2017 Update issues — Land tax and NDIS

7

The Commission considered this paper, an email containing additional information, a
‘Commission only’ box in the draft report and State views. It decided it would:

° use Queensland’s new distribution of its land values by value range for the
2015-16 assessment year as it considered this distribution consistent with
current market conditions in Queensland

° estimate the distribution for earlier assessment years by transitioning between
Queensland’s old distribution and its new distribution. It decided to extrapolate
between the two available data points in a straight line way to represent the
change in circumstances over the period.

The Commission also noted the use of the new anticipated NDIS full scheme
participant numbers in the 2017-18 application year in this update and the impact on
the GST distribution.

FUTURE MEETINGS

9

The next Commission meeting will be held on 22 February 2017.





10 The Chairperson closed the meeting at 1.40 pm on 8 February 2017.

Read and confirmed

G J Smith

Chairperson






COMMONWEALTH GRANTS COMMISSION

STATE FINANCES DIVISION

9.30 am — 1.40 pm on 22 February 2017

Meeting held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Dr L S Williams AM
Prof J Petchey

MINUTES

1 The minutes of the State Finances meeting held on 8 February 2017 were accepted.

2017 UPDATE

AP 2017-05 2017 Update draft report — second draft

2 The Commission considered the draft report. It made editorial changes and agreed
that any further substantial changes that may be identified after the meeting should
be cleared by the Chairman.

3 The Commission noted that the report would be sent to the Commonwealth
Treasurer and the States on 10 March 2017, under embargo until 24 March 2017. It
noted that if a leak occurred it would be the Treasurer’s responsibility to decide on
whether to release the report early.

4 Members asked that they be advised when the final report is placed on the
Commission’s cloud.





2020 REVIEW

AP 2017-04 Proposed work program for 2020 Review

5

The Commission considered State and Commission views on the 2015 Review
process, State views communicated to the Secretary during discussions with Heads of
Treasury and the preliminary views of States on desirable features of a work program
for the 2020 Review. It reviewed a proposed work program based on these views and
requested a number of changes. It concluded the following.

The review should commence with a multilateral Heads of Treasury (HoTs)
meeting at a time associated with an already scheduled meeting in March.
Alternatively if that were not possible, bilateral meetings with HoTs in their own
States could be held in April 2017.

Bilateral discussions should be held between the Commission and each HoT (as
part of a round of State visits by the Commission) in late August/September
2017 on State submissions (due at the end of July) on the HFE staff paper (to be
released in mid-May 2017).

A more flexible release date for the draft report should be provided, so as to
avoid possible Commonwealth and State elections. End April or May was
suggested. Consequential changes to staff visit dates, State submission due
dates and a possible meeting with HoTs would also be required.

The Commission asked that Members be sent copies of the revised work program and
Commission commitments for the 2020 Review as soon as possible.

FUTURE MEETINGS

7

8

The next Commission meeting will be held on 22 March 2017.

The Chairperson closed the meeting at 1.40 pm on 22 February 2017.

Read and confirmed

G J Smith

Chairperson






COMMONWEALTH GRANTS COMMISSION

STATE FINANCES DIVISION

09.30 am — 1.20 pm 22 March 2017

Meeting held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Dr L Williams AM
Prof J Petchey

MINUTES

1 The minutes of the State Finances meeting held on 22 February 2017 were accepted
after amendment.

Actions arising

2 The Commission noted the following.

° The 2017 Update was sent to the Treasurer and the States, under embargo, on
10 March 2017. It was also placed on the Commission’s cloud.

- The Report and accompanying material will be released publicly through
the Commission’s web site on 24 March 2017, subject to the advice of the
Treasury.

- Western Australia wrote to the Commission on 16 March 2017 requesting
amendments to the 2017 Update report because of two ‘errors’. These
related:

= to the correction to the Community Health adjustment error which
Western Australia suggested was not an error because the way it was
calculated in the 2015 Review was the way it was reported in the
2015 Review Report and

= to the use of backcasting for the Student First funding which Western
Australia considered inappropriate because the MYEFO distribution
for 2017-18 was unreliable.

The Commission rejected Western Australia’s request because it
considered the report circulated on 10 March was final so far as the





methods applied and the Commission decisions made were concerned. It
concluded that the issues Western Australia raised did not constitute the
late discovery of errors and the report would not be amended. It wrote to
Western Australia in such terms on 17 March 2017.

- The ACT had written advising the Secretary that it would raise the issue of
reinstating a superannuation adjustment in the wages assessment
because of the high cost of its PSS members in the 2018 Update. The
Secretary proposed to write to the ACT, noting that the Commission
would need to consider whether there was a data problem that would
trigger the need for a method change as part of the 2018 Update process.

. The proposed 2020 Review work program was sent to States in a letter from the
Secretary dated 24 February 2017.

2020 REVIEW

AP 2017-09 2020 Review final work program

3

The Commission considered the State comments on the draft work program and
made some changes as a result. It agreed to the despatch of the indicative work
program to the States with a letter from the Secretary explaining how the program
should be understood.

Oral report on elasticity consultancy

4

Staff provided an oral report on the progress of the proposed elasticity consultancy.
The Commission noted that staff had had preliminary discussions with researchers
from the Tax and Transfer Policy Institute on possible ways to proceed with the
project. It noted that staff would bring back a revised consultancy proposal following
further discussions to determine whether a scoping study was necessary before
proceeding with the full project.

AP 2017-06 HFE objective and supporting principles for 2020
review

5

The Commission noted the paper. It discussed changes to be made to it for the next
iteration, which will become the draft staff discussion paper on HFE, supporting
principles and their implementation, to be prepared for the May meeting.

In particular, the Commission asked for the paper to address the following.

° The implicit hierarchy in the supporting principles, including that practicality is a
first order principle at all levels.





° The implementation aspects of the supporting principles, including the
discounting framework and materiality thresholds.

° The assessment guidelines.

° The aspirational nature of full contemporaneity, and that in reality the system
effectively provides an averaged set of completion grants with no advance, with
the question being what is the most appropriate year or years to be completed.

- States are to be explicitly asked for their preferred trade-offs in respect of
contemporaneity for budget management purposes.

FUTURE MEETINGS

7 The next Commission meeting will be held on 3 May 2017.

8 The Chairperson closed the meeting at 1:20 pm on 22 March 2017.

Read and confirmed

G J Smith

Chairperson






COMMONWEALTH GRANTS COMMISSION

STATE FINANCES DIVISION

9.30am — 3.00 pm 3 May 2017

Meeting held at the Commission’s offices, Canberra

Present:  Chairperson Mr G J Smith
Members Dr L Williams AM
Prof J Petchey

MINUTES

1 The minutes of the State Finances meeting held on 22 March 2017 were accepted.

Actions arising

2 The Commission noted the following.

° The Secretary sent a revised ‘indicative’ work program to States on 24 March
2017, with an explanation of how it should be understood.

) On 24 March 2017, staff circulated a revised outline to Commissioners of the
staff discussion paper on the principle of HFE, supporting principles and their
implementation, to be prepared for the May meeting.

2017 UPDATE

AP 2017-17 Review of the 2017 Update process

3 The Commission noted that States were generally happy with the update processes
and the report. It thanked staff for their efforts. It agreed that staff should continue
the approaches adopted in the 2017 Update with regard to data requests, sending
the outline of the report, maintaining the report structure as far as possible and in
dealing with the update of the assessment system on line. It agreed that staff should
respond to States on their feedback, including giving them an undertaking that the





Commission will be as timely as possible in providing States with advice on major
changes.

2020 REVIEW

Productivity Commission review of economic impact of horizontal
fiscal equalisation

4 The Commission noted it had current terms of reference from the Treasurer requiring
it to report on a review of methods by February 2020. It therefore concluded that,
despite the PC inquiry, it needed to conclude the work on the HFE objective and
supporting principles this year so that the review could be finished by the due date. It
also considered providing its latest views and research on HFE would assist the PC in
its inquiry.

5 The Commission asked staff to write to States advising that the Commission believes
it has no choice but to continue the review process:

° acknowledging the PC inquiry and recognising that it may lead to
supplementary terms of reference for the Commission

° recognising that the two concurrent inquiries will stretch State resources and
that States may need to prioritise their contributions to both

° proposing changes to the work program to facilitate the publication of
Commission views on the HFE objective and supporting principles and their
implementation, based on the current IGA and terms of reference, hopefully by
the end of September:

- the initial staff paper on HFE and its supporting principles would be
released to States in mid-May and State submissions would be due by end
July as proposed

- bilateral discussions between the Commission and State Treasurers and
Treasury staff on State submissions would be held in August and early
September

- the Commission paper on HFE and the supporting principles would be
brought forward to the end of September

- the proposed teleconferences between Commission staff and State
Treasury officers would be moved to October and November

° proposing that States would have a further opportunity to provide submissions
to the Commission on the approach to the review, the objective(s), supporting
principles and their implementation after the Productivity Commission has
reported and the Government has dealt with its findings. This may take place





instead of optional submissions on the Commission’s paper on HFE and its
implementation by the end February

AP 2017-16 Staff discussion paper — The principle of HFE and its
implementation

6 The Commission noted the paper and provided editorial comment. It asked that the
introductory section be reworked to describe the Commission’s process for
considering the principle of HFE and its implementation in the review, acknowledging
the inquiry to be undertaken by the Productivity Commission.

7 The Commission asked that State views expressed (other than those on process) not
be attributed to individual States. It said that as this was a fresh review States should
not feel constrained by previously expressed views. The Commission decided that the
issue covered in the ‘Comparable effort’ section would be more appropriately
addressed later in the review as an assessment question.

AP 2017-13 Staff research paper — Achieving HFE — other
approaches to distributing the GST

8 The Commission noted the paper and provided editorial comment. It asked staff to
review the assumptions underpinning the actual per capita distribution.

9 The Commission agreed to release the revised paper to States.

AP 2017-14 Staff research paper — Options for improving
contemporaneity

10 The Commission noted the paper and provided editorial comment. It asked staff to
exclude analysis if it was affected by a change in assessment methods.

11 The Commission agreed to release the revised paper to States.

AP 2017-15 Staff research paper — State mining policies
12  The Commission noted the paper and provided editorial comment.

13 The Commission agreed to release the revised paper to States.

AP 2017-08 Consultancy proposal — Elasticity adjustment feasibility
study
14  The Commission noted the paper. The Chairperson recused himself from decisions on

the paper lest there be any possible conflict of interest arising from his role as
member of the advisory board for the Tax and Transfer Policy Institute.





15 The remaining Commission members agreed that staff should:

° proceed with the scoping study according to the proposed statement of
requirements and approach proposed in the paper

. inform States of the Commission’s intention to engage the Tax and Transfer
Policy Institute at the ANU to undertake the work and invite State comments on
the proposed statement of requirements should they wish.

AP 2017-10 What States do — Services to industry

16 The Commission noted the paper and agreed to release the factual part of the paper
to the States for comment. The Commission noted that some of the data in the paper
are confidential which could limit the distribution of the paper more broadly.

FUTURE MEETINGS

17  The next Commission meeting will be held on 26 July 2017.

18 The Chairperson closed the meeting at 3.00 pm on 3 May 2017.

Read and confirmed

G J Smith

Chairperson





