ATTACHMENT 1

OVERVIEW TO THE 2020 REVIEW ASSESSMENTS

1 The attachments to the 2020 Review draft report contain the assessments for each
revenue and expense category, as well as each disability that affects a number of
category assessments (for example, wage costs). Also included is an attachment that
sets out how the Commission has used population data in the assessments.

2 Table 1 provides a list of attachments.



Table 1

Attachments to the 2020 Review Draft Report

Number Title

1 Overview to the 2020 Review Assessments

2 Commonwealth payments
REVENUE

3 Payroll tax

4 Land tax

5 Stamp duty on conveyances

6 Insurance tax

7 Motor taxes

8 Mining revenue

9 Other revenue
EXPENSES

10 Schools

11 Post-secondary education

12 Health

13 Housing

14 Welfare

15 Services to communities

16 Justice

17 Roads

18 Transport

19 Services to industry

20 Other expenses
CAPITAL

21 Investment

22 Net borrowing
DISABILITIES AND OTHER

23 Administrative scale

24 Wages costs

25 Geography

26 Other disabilities

27 Population

3 The data and methods set out in the attachments have been developed in accordance
with the principle of horizontal fiscal equalisation (HFE) and the supporting principles
— what States do, policy neutrality, practicality and contemporaneity — as adopted
by the Commission for the purposes of measuring State relative fiscal capacities.!

See Chapter 2 of the main report for information about the HFE objective and the supporting

principles.
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The 2020 Review assessment guidelines, as set out in Chapter 2 of the main report,
have been used to assist in the review of the assessments. In brief, the guidelines say
that the Commission will include a disability in a category when:

° a case for the disability is established, namely:
- a sound conceptual basis for these differences exists

- there is sufficient empirical evidence that material differences exist
between States in the levels of use or unit costs, or both, in providing
services or in their capacities to raise revenues

° a reliable method has been devised that is:

- conceptually rigorous (for example, it measures what is intended to be
measured, is based on internal standards and is policy neutral)

- implementable (the disability can be measured satisfactorily)
- where used, consistent with external review outcomes
° data are available that are:

- fit for purpose — they capture the influence the Commission is trying to
measure and provide a valid measure of State circumstances

- of suitable quality — the collection process and sampling techniques are
appropriate, the data are consistent across the States and over time and
are not subject to large revisions

° the assessment is material.

The general approach to revenue and expense assessments are described below.

CALCULATING ASSESSED REVENUE

6

Assessed revenues are derived by multiplying a revenue base (referred to as a
capacity measure) by the average tax rate. This is equivalent to apportioning total
revenue by each State’s share of the revenue base.

Revenue base (capacity measure)

7
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Conceptually, the capacity measure is the revenue disability faced by States. To
establish the revenue base, the Commission examines States’ tax legislation to
identify the transactions being taxed, the concessions or exemptions being offered
and how tax liability is assessed.

Revenue bases are generally constructed using data on the number or value of
taxable transactions. The extent to which data on the number or value of taxable
transactions might be policy influenced is also considered.

Data can be obtained from two sources.



° State tax collection agencies. Stamp duty on conveyances is an example of a
revenue base measured using State provided data.

. Independent sources. Revenue bases can be measured using data from
independent sources (such as the Australian Bureau of Statistics). If the data are
a reliable measure of each State’s revenue capacity, the Commission’s
preference is to measure revenue bases using third party data, because third
party data tend to be less affected by State policy differences. Payroll tax is an
example of a revenue base measured using third party data.

10 Adjustments for differences from the average policy. Revenue bases are
measured with reference to what States, on average, tax. What is taxed in one State
might not be taxed in another. Thus, adjustments may be required to remove or add
parts of the base where a State’s policy differs from the average. This is more
common for data supplied by States. The Commission’s preference is to measure
revenue bases using third party data, because third party data tend to be less
affected by State policy differences. For example, in the Stamp duty on conveyances
category, an adjustment is made to remove transactions that are caught by the wider
unit trust provisions in three States.

11 Adjustments for differences in disability influences. A revenue base should
capture differences in capacity arising from factors outside the control of a State. An
adjustment may be required to remove or add a factor. For example, if States impose
different rates of tax on different parts of the tax base, assessing revenue capacity
using the total value of transactions will not capture all revenue disabilities. An
adjustment may be required to reflect how differences in the distribution of taxable
transactions across value ranges can affect the revenue States raise. Such
progressivity adjustments are assessed in the Land revenue and Stamp duty on
conveyances categories.

12 If reliable data are available to adjust a revenue base, the Commission uses the data
to estimate the size and direction of the adjustment for each State. An adjustment is
only included if it is material. If reliable data are not available, but the Commission is
confident about the direction and relative size of the adjustment, it may determine
an adjustment using judgment.

Average tax rate

13  The average tax rate is calculated by dividing total revenue by the total revenue base.
This calculation means it reflects any concessions or rebates provided by States.
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CALCULATING ASSESSED EXPENDITURE

14 The expenditure assessments start from a presumption that, if all things were equal,
each State could provide the average level of service by spending the average amount
per capita. However, State circumstances differ and this leads to differences in:

° the use of services, which can have an effect on the cost of providing services
through:

- greater demand for services (some population groups may use services
more often than others)

—  greater cost per occasion of service (some population groups may cost
more per occasion of service than others)

° the cost of inputs used in the provision of services, such as wages.

15 Some examples are provided below.

° Hospital services are used more intensively (through either greater demand or
greater cost per occasion of service) by some age groups and by Indigenous
people. States are assessed to have a cost disadvantage, or disability, if the
groups that make the most use of a service are a larger proportion of their
population than they are of the national population. Conversely, they have a
cost advantage if the size of the group is smaller than the national average.

° Cost of inputs covers interstate differences in wage related costs and
inter-regional differences in wage and non-wage related costs. In addition,
some States face diseconomies of small scale, which result in higher per capita
costs.

16 However, higher costs arising from a State’s decision to provide a higher level of
service, or lower efficiency levels do not constitute a disability.

17 Table 2 summarises the expenditure disabilities the Commission is proposing to
assess in the 2020 Review.
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Table 2 Proposed disabilities to be measured in each expenditure category

Disaggregated use Other disabilities assessed (a)

attributes
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Schools education v v v v v v v v v
Post-secondary education v v v v v v v
Health v v v v v v v v v
Welfare v v v v v v
Housing v v v v v
Services to communities v v v v v
Justice v v v v v v v v
Services to industry v v v (d)
Roads v 4 v v v (e)
Transport v v v (f)
Other expenses v v v v
Investment (b) v v v
Net borrowing 4
Note: Administrative scale costs and native title and land rights disabilities for all categories are assessed

in the Other expenses category.
(a) Some disabilities only apply to a proportion of the category. For more information, please refer to
the draft report attachments for each expense category.

(b) The Investment assessment uses relevant category specific use disabilities to calculate assessed

stock. A capital cost disability is also applied. The disabilities used are described in the expense
attachments and the Investment attachment.

(c) The effect of the use of services and unit cost of providing services in different regions of States.
(d) Sector size and population.

(e) Road length and use and the need for bridges and tunnels.

(f) Urban centre characteristics (population size, density, public transport use, distance to work,

topography and the presence of ferry services).

CALCULATING THE EQUALISATION REQUIREMENTS

18 A State’s equalisation requirement is the difference between the sum of its assessed
expenses and assessed investment, and the sum of its assessed own source revenue,
assessed net borrowing and Commonwealth payments for specific purposes (PSPs),
where:

° a State’s assessed expenses are the expenses it would incur if it were to follow
average expense policies, allowing for the disabilities it faces in providing
services, and assuming it provides services at the average level of efficiency
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a State’s assessed investment is the expenditure on infrastructure it would
incur if it were to follow average policies, allowing for disabilities it faces in
providing infrastructure, and assuming it requires the average level of
infrastructure to deliver the average level of services

a State’s assessed revenue is the revenue it would raise if it were to apply the
average policies to its revenue base, and raise revenue at the average level of
efficiency

a State’s assessed net borrowing is the amount a State would require to achieve
the average net financial worth at the end of each year

a State’s Commonwealth payments is the amount of PSPs it receives from the
Commonwealth.

19 The assessed equalisation requirement is the Commission’s estimate of the funding
each State requires to have the financial capacity to provide the average (or same)
standard of services. This level of funding also ensures that each State has the
financial capacity to finish the year with the average (or same) net financial worth
(NFW) per capita. In other words, NFW is equalised.

Figure 1 Equalisation requirement, 2017-18
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Source: Commission calculation.
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ATTACHMENT 2

COMMONWEALTH PAYMENTS

Summary of proposed changes to the 2015 Review methodology

° The assessment method is unchanged from that used in the 2015 Review.
However, the application of these methods has changed because of changes
to other category assessments.

. The treatment of payments for the Infrastructure Investment program —
Bridges Renewal program has changed from having no impact to having an
impact on State fiscal capacities because disabilities are assessed for bridges
and tunnels in the 2020 Review.

° Payments for Royalties and Compensation for Reduced Royalties are included
as Commonwealth payments revenue and not as mining revenue. The
assessment of these payments (actual per capita) has not changed.

° The Commonwealth payments category has two components. In addition to
the ‘impact’ payments under the 2015 Review methodology, it has another
component comprising other Commonwealth transfers.

1 This attachment contains the Commission’s draft proposals for the treatment of
Commonwealth payments (other than the GST) following consultation with the
Commonwealth and States.

OVERVIEW

2 Commonwealth payments to the States were $120 billion in 2017-18, representing
43.9% of total State revenue (Table 1). They comprise:

° general revenue assistance — the main form is the GST entitlement
° payments for specific purposes (PSPs)

- national specific purpose payments (NSPPs) for Skills and Workforce
Development, Disability and Affordable Housing

- National Health Reform funding
- Quality Schools funding



- national partnership payments (NPPs).

Table 1 Commonwealth payments to States, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total

General revenue assistance (Sb) 17.7 152 15.0 3.0 6.3 2.4 1.3 3.2 64.2
Payments for specific purposes (Sb) 17.2 125 12.0 6.7 4.2 1.3 0.9 1.1 56.1
Total payments ($b) 35.0 27.7 27.1 9.7 10.5 3.7 2.2 4.3 1203
Total payments (Spc) 4413 4345 5456 3760 6094 7096 5350 17548 4857
Payment as proportion of State

revenue (%) 410 430 466 33.1 544 611 412 728 439
Note: Figures in this table do not include Commonwealth own-purpose expenses.

Source: Commonwealth payments are sourced from Commonwealth of Australia’s Final Budget Outcome
2017-18, Table 25. Total State revenues are sourced from State financial reports.

3 Table 2 shows revenue from Commonwealth payments as a share of State total
revenue from 2014-15 to 2017-18.

Table 2 Commonwealth payments, 2014-15 to 2017-18

2014-15 2015-16 2016-17 2017-18

Revenue from Commonwealth payments (Sm) 103423 106 195 115 682 120 304

Proportion of total revenue (%) 43.7 43.4 44.4 43.9
Source: Commonwealth payments are sourced from Commonwealth of Australia’s Final Budget Outcome
documents. Total State revenues are sourced from GFS and State financial reports.

4 State fiscal capacities are affected by Commonwealth payments because they fund
the provision of State services or the acquisition of assets. Like other State revenue,
these payments are taken into account when measuring State fiscal capacities.

5 When the Commission decides a payment affects a State’s fiscal capacity, this does
not mean it is changing the payment in any way, or overriding its purpose. The State
still receives the payment and must comply with its conditions. However, its
equalisation requirement will adjust to reflect any above or below average per capita
receipt of the payment to ensure it has the financial capacity to deliver average
services and the associated infrastructure.?

6 Commonwealth own-purpose expenses (COPEs)? are another form of
intergovernmental financial payment. The payments in Table 1 do not include COPEs.
The Commission does not consider the majority of these payments but those paid to

1 Chapter 2 of the main report explains the Commission’s approach to measuring State relative fiscal
capacities.
2 A Commonwealth own-purpose expense is an expense made by the Australian Government in the

conduct of its own general government sector activities, and includes expenses for the purchase of
goods and services and associated transfer payments.
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the States for the purchase of services from the States are included in the State
budget.

ASSESSMENT APPROACH

7 The Commission’s Commonwealth payments category includes:
. payments affecting State fiscal capacities, or ‘impact’ payments

° other Commonwealth transfers, mainly COPEs, that do not affect State fiscal
capacities, but remain in the adjusted budget because it is not possible to
remove the related expenditure.3 4

8 GST payments and ‘no impact’ payments are not included in the category.” The latter
payments and their related expenditure are removed from the adjusted budget,
ensuring they have no effect on the Commission’s measures of State fiscal capacities.

9 Table 3 shows the category’s assessment structure, the size of each component and
the assessment methods. Payments affecting State fiscal capacities are assessed on
an actual per capita (APC) basis and other Commonwealth transfers are assessed on
an equal per capita (EPC) basis, meaning these payments do not influence the
Commission’s measures of State relative fiscal capacity.

Table 3 Category structure, Commonwealth payments, 2017-18
Component Component revenue Assessment method
Sm
Payments affecting State fiscal capacities (a) 37 366 Actual per capita
Other Commonwealth transfers 2 820 Equal per capita
Note: The Commonwealth payments category does not include GST payments. Payments that the

Commission decides should not affect State fiscal capacities are removed from the revenue and
expenditure side of the adjusted budget.

(a) A small number of COPEs are included in this amount. The rest are included in other
Commonwealth transfers.

Source: Commission calculation using State budget data and Commonwealth of Australia’s Final Budget
Outcome 2017-18.

10 Under the new GST distribution arrangements to apply from 2021-22, pool top-up
payments will be in the other Commonwealth transfers component. Since these

payments are untied, it is not possible to identify and remove the corresponding
expenditure from the adjusted budget.

3 Removing these payments from State revenue in the adjusted budget without making corresponding
adjustments to expenditure would result in an imbalance.

4 The adjusted budget is a representation of State budgets used by the Commission to calculate the
average per capita revenue and expense.

5 The next section defines impact and no impact payments.
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11

The following section discusses the Commission’s treatment of Commonwealth

payments in detail.

Data sources

12

Government Finance Statistics (GFS) sourced from the ABS provide the total amount
of payments from the Commonwealth to the States, which includes revenue from
GST, other general revenue assistance, NSPPs, national agreements, NPPs and COPEs.
Additional details for payments other than COPEs are sourced from the
Commonwealth’s Final Budget Outcome (FBO).

TREATMENT OF COMMONWEALTH PAYMENTS

13

14

15

Commonwealth payments are treated in the following ways:
° Payments affecting State fiscal capacities or ‘impact’ payments
- the revenue is assessed APC in the Commonwealth payments category

- the related expenditure is assessed using the same disabilities as other
expenditure in the related category.

° Payments not affecting State fiscal capacities or ‘no impact’ payments
- the revenue is removed from the adjusted budget

- the spending of the payment is removed from the related expenditure
category.®

The Commission uses a set of guidelines to assist it when making decisions on the
treatment of each payment, that is, whether it should receive an ‘impact’ or ‘no
impact’ treatment. The terms of reference (ToR) also give directions on the treatment
of specified payments.

Table 4 provides information on the amounts of payments and their methods of
treatment in 2017-18. In 2017-18, quarantined payments were 4.4% of total
payments for specific purposes. No impact payments were a further 30.4% of
payments.

Attachment 2 — Commonwealth payments

In some cases, the Commission might choose to assess both revenue and expenses using the same
method (such as EPC or APC) to implement a no impact treatment. The Commission is not proposing to
use these approaches in the 2020 Review. Previously, this was the approach the Commission used for
Quality Schools funding for non-government schools.



Table 4

Commonwealth payments — Methods of treatment, 2017-18

Treatment

2017-18 2017-18

Sm %

Payments listed in FBO

Method required by terms of reference
No impact 2510 4.4
Method decided by the Commission

Impact 37 366 65.1
No impact 17 481 304
State revenue (a) 69 0.1
Sub-total 54916 95.6
Total payments for specific purposes 57 426 100.0
Other Commonwealth transfers
Revenue assessed EPC, expenditure not removed 2 820
Note: Figures in this Table includes COPEs. Payments made direct to local governments are included in
Other Commonwealth transfers.
(a) This is the payment for Interstate road transport that the Commission assesses as motor taxes.
Source: Commonwealth of Australia’s Final Budget Outcome 2017-18, State budget data and Commission

calculation.

16 Table 4 includes the Commission’s intentions to make the following changes in the
treatment of two payments in the 2020 Review.

The treatment of the payment for the Infrastructure Investment program —
Bridge Renewal program has changed from having no impact to having an
impact on State fiscal capacities because disabilities are assessed for bridges
and tunnels in the 2020 Review.

Payments for Royalties and Compensation for Reduced Royalties are included in
the Commonwealth payments category and not as mining revenue. The
assessment of these payments (actual per capita) has not changed.

17  Previously, when discussing Commonwealth payments and their treatments, the
Commission has referred to payments that affect the relativities and payments that

do not affect the relativities. Given the changes to the GST distribution arrangements
from 2021-22, the Commission intends to change its terminology and refer to
payments that affect State fiscal capacities and payments that do not.

Terms of reference requirements

18 Clause 8 of the ToR provide guidance to the Commission on the treatment of
Commonwealth payments. They ask the Commission:
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to ensure that some specified payments, including all reward payments, have
no effect on the State fiscal capacities

to treat national specific purpose payments, National Health Reform funding,
Quality Schools funding (for government schools), national partnership project



payments and general revenue assistance other than the GST, so that they
would affect State fiscal capacities, but treat national partnership facilitation
payments so that they would not.

19 However, the ToR (Clause 8d) also give the Commission discretion to vary the
treatment of the second group of payments where it is appropriate, reflecting the
nature of the payment and the role of State governments in providing services. The
Commission interprets this clause as meaning that in exercising its discretion, it will
be guided only by the principle of Horizontal Fiscal Equalisation (HFE).

20 The Commission is aware there are other policy objectives behind the distribution of
Commonwealth payments. However, it does not consider it has been asked to choose
among objectives in advising on the GST distribution. It has no discretion other than
that which improves the HFE outcome. If that discretion is not to be exercised for a
specific payment, the Treasurer will give direction in the ToR.

21  The ToR’ require the following payments should not directly affect State fiscal
capacities. The Commission has treated them accordingly.®

° additional general revenue assistance ($259.6 million) to the Northern Territory
to offset the reduction in its GST share

° additional general revenue assistance relating to GST transitional support and
top-up payments under the Commonwealth’s HFE reform package:

- to the Northern Territory to effectively lift its GST relativity to 4.66
- to any other State or Territory to effectively lift their GST relativities to 0.7

- to any State or Territory under subsection 5(3) of the Federal Financial
Relations Act 2009 (the cumulative ‘no worse off’ guarantee).

° assisting preparation towards the launch of the National Disability Insurance
Scheme

° Caring for our Country — animal and plant pest disease eradication

° Centenary of Canberra 2013 — A gift to the national capital

° Expansion of Clare Holland House in the ACT (project agreement)
. Health Care Grants for the Torres Strait

° Health Innovation Fund — Stage 1 (project agreement)

. Improving Health Services in Tasmania

° Infrastructure Growth Package — Asset Recycling Initiative

° Northern Territory remote Aboriginal investment

° Proton Beam Facility in South Australia (project agreement)

This refers to current and previous terms of reference.
The Commission refers to these payments as ‘quarantined payments’.
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22

Queensland fruit fly response in Tasmania (project agreement)

Re-allocated Perth Freight Link Infrastructure funding ($1.2 billion) to
Western Australia

Regional Rail Revival program ($1.42 billion) to Victoria

Remote Indigenous Housing commencing in 2018-19 (up to $110 million per
annum for 5 years to the Northern Territory)

Roads to Recovery

Royal Darwin Hospital — equipped, prepared and ready

Royal Victorian Eye and Ear Hospital redevelopment

Sale of Snowy Hydro from New South Wales and Victoria to the Commonwealth
Sinking Fund on State debt

South Australian River Murray Sustainability program

State drawdowns from DisabilityCare Australia Fund during the transition phase
for the National Disability Insurance Scheme

Transfer of the Mersey Community Hospital to Tasmania ($730.4 million)
Trial of My Way sites

Victorian cytology service

Western Australian Hospital Infrastructure Package (project agreement)
Western Australia infrastructure projects

50% of the following payments:

- $1.5 billion for WestConnex

—  $3.0 billion for the East-West link

- $2.9 billion for the Western Sydney infrastructure plan

- $0.6 billion for the Toowoomba second range crossing

- $0.9 billion for the Perth freight link/Roe highway

— S0.4 billion for the North-South road corridor

- $0.1 billion for the Northern Territory roads package.

The ToR also require the National Health Reform funding and corresponding
expenditure relating to the provision of cross-border services to the residents of
other States be allocated to States on the basis of residence. The Commission adjusts
the National Health Reform funding accordingly.

Treatment to achieve Horizontal Fiscal Equalisation

23
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The 2015 Review assessments provided the starting point for the 2020 methodology
review. Issues on the treatment of Commonwealth payments are discussed in Staff
discussion paper CGC2017-02-S The principle of HFE and its implementation, May



2017 and later in Commission position paper CGC 2017-21 The principle of HFE and its
implement, September 2017. The staff proposals, the Commission’s position and
State submissions are available on the Commission website (https://cgc.gov.au).

Treatment guideline

24

25

26

27

28

29

In this review, the Commission will adopt the following guideline, as in the
2015 Review, to decide the treatment of all payments on a case by case basis:

‘Payments which support State services, and for which expenditure
needs are assessed, will have an impact on State fiscal capacities.”®

Under this approach, all Commonwealth payments that completely or partially offset
the fiscal consequences of expense disabilities will be recognised in assessing State
fiscal capacities. Similarly, Commonwealth payments used to address differences the
Commission has not assessed will not affect State fiscal capacities.

In considering whether needs (disabilities) are assessed for the activity for which the
payment has been made, the Commission will have regard to the rationale (or driver)
applied by the Commonwealth in determining the distribution of the payment.

Where the driver applied by the Commonwealth broadly aligns with the
Commission’s expense assessments, the Commission would consider ‘needs are
assessed’ for the payment. This includes the Commission’s use of population shares
as the driver of an assessment where it concludes there are no differences in the per
capita service delivery costs (a deliberate EPC assessment) in delivering the service.
Where the Commission considers the drivers in the assessments do not sufficiently
reflect the Commonwealth distribution of the payment, the payment will not affect
State fiscal capacities.

Other examples of payments excluded because needs are not assessed include
payments from the Commonwealth reimbursing the State for projects that will
achieve a Commonwealth objective or priority, and payments through the States that
need to be passed on to third parties (for example, funding for non-government
schools).

Adopting the guideline and applying it on a case by case basis to Commonwealth
payments will result in some payments having an effect on State fiscal capacities and
others not. The decision is made purely on the basis of whether the payment is
available to support State services and whether needs have been assessed.

Attachment 2 — Commonwealth payments
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Application of the treatment guideline

30 To simplify the application of the treatment guideline, the Commission has
considered the following:

. What payments should be considered?

° How should payments through the States be treated?

. Should a materiality threshold for Commonwealth payments be developed?
° When to backcast Commonwealth payments?

. How to treat payments for infrastructure?

What payments should be considered?

31 Other than those payments listed in the Commonwealth’s FBO, the Commonwealth
also provides direct and indirect financial support to States through COPEs, the direct
provision of services that relieve States from providing those services, concessional
loans and debt forgiveness. To the extent possible, the Commission considers these
Commonwealth supports and their implications on State fiscal capacities. For
example, the Commission assesses a non-State sector disability in the Health category
to recognise the availability of State-like services from non-State health providers
(including the Commonwealth Government) in each State influences the level of State
spending. The provision of concessional loans to States are treated in the same way
as other borrowing by State Governments, and debt forgiveness would be treated as
a capital grant to the relevant State.

32 COPEs. COPEs are paid to State governments as well as non-government
organisations. A COPE is an expense made by the Commonwealth in the conduct of
its own general government sector activities, and includes expenses for the purchase
of goods and services. To the extent that COPEs affect a State’s fiscal capacity, they
should be included in the Commonwealth payments assessment. However, collecting
information on them is difficult. Attempts by the Commission to collect
comprehensive information about COPEs have not been successful. Most States could
not provide detailed information on revenue from COPEs and GFS does not have a
function of government classification code for revenue from Commonwealth grants.°

33 The Commission does consider some COPEs for Indigenous programs managed by the
Department of Health and by the Department of the Prime Minister and Cabinet
(PM&C). The COPEs paid to the States where needs are assessed affect State fiscal
capacities. The COPEs paid to non-government organisations managed by
Department of Health are assessed in the community health assessment because the
Commission considers they affect State spending.

10 This information is necessary if a COPE is to receive a no impact treatment.
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34

Information on other COPEs is not readily available. Currently this revenue is assessed
EPC in the other Commonwealth transfers component and the expense is assessed in
the function that the COPE is paid for.

How should payments through the States be treated?

35

36

37

38

Payments made through States to third parties, such as to non-government schools,
other non-government organisations, State trading enterprises or local governments,
can have indirect effects on State fiscal capacities. For example, a payment to a local
government in one State might reduce the amount the State needs to spend to
achieve average service levels.

Information and amounts on the ‘through’ payments published in the
Commonwealth’s FBO are sourced from the Commonwealth Treasury.

For some payments, such as payments to non-government schools under the Quality
Schools funding agreement and payments to local governments under the local
government financial assistance grants arrangement, the States are required to pass
on the full payment to the ‘third parties’. In these circumstances, the States act as
intermediaries and the payments do not affect their fiscal capacities. These payments
and the related transfer are excluded from the adjusted budget and they have no
effect on State fiscal capacities.

For other payments through the States, if the States have discretion on whether to
pass on the full amount or part of it to third parties, the Commission will apply the
Commonwealth payments guideline to decide on their treatment. They will affect
State fiscal capacities if needs are assessed.

Should a materiality threshold for Commonwealth payments be developed?

39

40

41

States were asked whether for simplicity, a materiality threshold should be applied
when deciding how a payment should be treated. The default treatment of
Commonwealth payments as set out in the ToR would apply to payments below the
threshold.

Tasmania and the Northern Territory did not support applying a materiality threshold
to Commonwealth payments. Other States did not comment.

The Commission intends not to apply a materiality threshold to Commonwealth
payments. The decision on whether a payment should affect State fiscal capacities is
made purely on the basis of whether the payment is available to support State
services and whether needs have been assessed. The size of the payment would not
influence the Commission’s decision.
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When to backcast Commonwealth payments?

42

43

44

45

If there are major changes in federal financial relations between the years used in the
Commission’s assessments and the year to which the Commission’s
recommendations will be applied, the Commission ‘backcasts’ the new arrangements,
unless the ToR direct it not to do so or it cannot be done reliably. This makes the
Commission’s assessments more contemporary by ensuring that they better reflect
the range, level and interstate allocation of Commonwealth payments that will exist
in the application year.

Most States support backcasting major changes in federal financial relations, only if
the information and data used for backcasting are reliable. The ACT suggested
backcasting could be applied to all Commonwealth payments since it will improve
contemporaneity. It assumes the Commonwealth’s estimates of the distribution of its
payments for the coming years are accurate.

The Commission does not support backcasting all Commonwealth payments. The
estimated amounts for forward years published in the Commonwealth’s budget
papers are not reliable and sometimes not available when a new agreement is under
negotiation.

The Commission intends to continue to backcast payments made as a result of major
changes in federal financial relations, only if the information and data available for
backcasting are reliable.

Treatment of infrastructure payments

46

47

48

49

There are two issues on the treatment of infrastructure payments:
° application of 50% no impact treatment to national roads and rail networks

° equalising capital grants over a longer period.

Application of 50% no impact treatment to road and rail national
networks. Some States raised concerns about the current application of a 50% no
impact treatment to payments for national road and rail networks. They asked the
Commission to review the treatment of these infrastructure payments.

The Commission intends to continue treating 50% of Commonwealth payments for
investment in national road and rail networks as having no impact on State fiscal
capacities. The Commission remains of the view that these payments are influenced
by Commonwealth considerations that are not captured in the State-based disability
measures used by the Commission.

Victoria, Tasmania, the ACT and the Northern Territory did not support the retention
of the current treatment. They argued that:

° the Commonwealth and States can influence the projects selected for funding,
including for political considerations
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° the designation of on-network roads and rail tracks is arbitrary or
non-transparent

. the proportion (50%) is arbitrary

° it is not always clear what the Commonwealth objectives may be and how they
differ from those of the States

. State fiscal capacities are not equalised.

50 In addition, Western Australia and South Australia supported the development of
clear guidelines. As a possible compromise, Victoria said that if a no impact
proportion is retained, it should be applied to all road and rail construction projects.

51 Queensland and South Australia supported the retention of the current treatment.
New South Wales did not express a view.

52 The Commission acknowledges the arguments for the discontinuation of the 50% no
impact treatment but remains concerned that transport infrastructure projects can
have national objectives related to the efficient movement of people and goods that
the Commission’s assessments do not capture. For example, the Commonwealth
selects many projects relating to the national network through its Infrastructure
Priority List, which identifies major proposals that have substantial strategic merit
and are of national significance. The Australian Infrastructure Audit report (2015)
identified seven strategic priorities for deciding whether projects should be included
on the priority list. These strategic priorities include increasing Australia’s productivity
and improving social equity and quality of life.

53 Given the concerns about how well the State-based disability measures capture all
the influences that affect Commonwealth funding decisions, the Commission
considers it appropriate that part of the Commonwealth payments for national
network road and rail projects are treated as no impact.

54  Some States suggested the development of clearer guidelines. The Commission
considers that the Department of Infrastructure, Regional Development and Cities
national network designations remain the best available source for identifying
significant roads and rail tracks. Identifying and quantifying spill-over effects, as
suggested by South Australia, would be difficult to undertake reliably. It could also be
time-consuming and involve considerable judgment. In the absence of a reliable
method for quantifying the national benefits, the Commission considers the current
50% no impact treatment remains appropriate.

55 Equalising capital grants over a longer period. Currently, the Commission
includes the full amount of capital grants paid in a year. If the payment is treated as
no impact, the full amount will be deducted from the Commonwealth payments and
the investment assessments in the year of payment. If it receives an impact
treatment, the full amount will be assessed APC in the Commonwealth payments
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assessment in the year of payment and the capital expenditure will be assessed in the
year it is spent.

56 Tasmania was concerned that this treatment of Commonwealth capital payments can
create volatility in the GST distribution when relatively large one-off Commonwealth
payments are made. It said that, while over the long term, lumpy capital payments
tend to even out, in the short term they can create significant budget flexibility
constraints, particularly for a small State. Tasmania noted the 2012 GST Distribution
Review suggested equalising capital payments over a longer period of time to reflect
over-time nature of investment.

57 The Commission agrees in principle that capital payments should be equalised over
the years the payment is spent. However, collecting information on the expenditure
of each infrastructure payment is problematic and would impose a significant burden
on States. For this reason, the Commission has decided to equalise capital payments
in the year they are paid. The three-year averaging process goes some way to
spreading the effect of these payments over time.

REDISTRIBUTION FROM AN EPC ASSESSMENT

58 Table 5 shows the extent to which the assessment for Commonwealth payments
differs from an EPC assessment. States with a positive redistribution are assessed to
have below average capacity to raise Commonwealth payments and States with a
negative redistribution are assessed to have above average revenue raising capacity.
In per capita terms, the Northern Territory experiences the largest redistributions.

Table 5 Redistribution from an EPC assessment, Commonwealth payments,
2017-18
NSW Vic Qld WA SA Tas ACT NT Redist
S million 807 1165 -640 -761 -186 -84 104 -405 2076
S per capita 102 182 -129 -294 -108 -160 251 -1642 84
Note: The redistribution is the difference from an EPC assessment of Commonwealth payments.

Source: Commission calculation.

UPDATING THE ASSESSMENT

59 Asrequired by the ToR, the Commission will incorporate the latest available data in
the assessment during the annual updates. This will allow the assessment to reflect
changes in State circumstances.

60 The following data will be updated annually:
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° Government Finance Statistics State revenue from Commonwealth payments
collected from the ABS

° each Commonwealth payment published in the Commonwealth of Australia’s
Final Budget Outcome

° through and reward payments, and details of local government financial
assistance grants collected from the Commonwealth Treasury

° details of payments for road and rail investment projects collected from the
Department of Infrastructure, Regional Development and Cities

° Commonwealth own-purpose expenses collected from the Department of
Health, and Department of Prime Minister and Cabinet.

61 Before the release of the final report by 28 February 2020, there will be opportunities
for consultation on this assessment. For further information about this category,
please contact Priscilla Kan on priscilla.kan@cgc.gov.au.
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ATTACHMENT 3
PAYROLL TAX

Summary of proposed changes to the 2015 Review methodology

° The assessment method is unchanged from that used in the 2015 Review.

1 This attachment contains the Commission’s draft proposals for the Payroll tax
category following consultation with the Commonwealth and States.

REVENUE OVERVIEW

2 States raised $24.2 billion in payroll tax revenues in 2017-18, representing 19.2% of
total State own-source revenue (Table 1). The category includes revenue from payroll
tax imposed on the wages and related benefits (remuneration) paid by firms
operating in each State. Employers are liable for payroll tax if their total Australian
remuneration exceeds a general deduction threshold.

Table 1 Payroll tax by State, 2017-18

NSW Vic Qld WA SA  Tas  ACT NT  Total
Total revenue ($m) 8782 5955 3830 3246 1188 352 481 360 24244
Total revenue ($pc) 1109 933 782 1256 687 670 1156 1458 979

Proportion of operating
revenue (%) 20.7 21.2 15.2 18.4 17.9 191 18.6 24.9 19.2

Source: Commission calculation using State budget data.

3 The category excludes revenue from payroll tax paid by State general government
sector agencies in some States.

4 Table 2 shows the share of State revenue from payroll tax from 2014-15 to 2017-18.



Table 2 Payroll tax, 2014-15 to 2017-18

2014-15 2015-16 2016-17 2017-18
Total revenue (Sm) 21924 22 560 23054 24 244
Proportion of total operating revenue (%) 20.0 19.8 19.3 19.2

Source: Commission calculation using ABS Government Finance Statistics (GFS) and State budget data.

State role

5 States impose payroll tax on taxable remuneration paid by firms in each State. The
scope of the tax and the range of exemptions and concessions have largely been
harmonised, but States retain control over their tax rates and thresholds.

Commonwealth role

6 The Commonwealth imposed payroll tax between 1941 and 1971. In 1971, it ceded
control of payroll tax to the States. The Commonwealth has no current role in this
area.

CATEGORY STRUCTURE

7 Table 3 shows the category’s assessment structure, the size of its sole component
and the capacity measure (revenue disability) that applies.

Table 3 Category structure, Payroll tax, 2017-18

Component Capacity measure

Component L Influence measured by disabilit
P revenue (revenue disability) ¥ ¥
Sm
Payroll tax 24 244 Value of taxable Recognises the additional revenue capacity of
remuneration States with greater private sector and non-

general government public sector remuneration
above an average threshold.

Source: Commission calculation using State budget data.

Category and component revenue

8 The data sources for calculating category revenue are ABS Government Financial
Statistics (GFS) and State budget data.*

Unless otherwise stated, category and component revenues for the first two assessment years are
sourced from ABS GFS. States provide data for the most recent assessment year because GFS data are
not available in time for the annual update.
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ASSESSMENT APPROACH

Capacity measure (revenue disability)

9 States impose payroll tax on private sector and non-general government public sector
employers, whose total Australian remuneration exceeds a general deduction
threshold. The greater the value of taxable remuneration in a State, the greater its
capacity to raise revenue.

Data and method

10 The Commission measures revenue capacity using ABS National Accounts data on
compensation of employees (CoE). CoE is a broad measure of the remuneration paid
in each State, covering wages, salaries, other cash benefits on behalf of employees
(such as superannuation) and non-cash benefits.

11 CoE data cannot be dissected by size of employers’ payrolls and are, therefore,
supplemented with ABS data on wages and salaries to recognise the average policy to
exempt payrolls below a threshold. ABS wages and salaries data are also used to
remove remuneration paid by the general government sector in each State.

12 Private sector remuneration. Taxable remuneration in the private sector is
calculated by adjusting private sector CoE to recognise the policy of all States to
exempt remuneration below a general deduction threshold. To ensure the
assessment is policy neutral, an average threshold is calculated by weighting each
State’s threshold by its share of total remuneration paid.?

13  ABS data on aggregate private sector wages and salaries in each State above the
average threshold are used to calculate the taxable proportion of total private sector
remuneration in each State.3 The taxable proportion is applied to private sector CoE
to calculate the private sector part of the revenue base for each State.

14  Public sector remuneration. Taxable public sector remuneration in each State is
calculated using ABS wages and salaries data® to make adjustments to public sector
CoE to exclude:

° remuneration of general government employees

° remuneration below an average threshold.®

The average threshold is adjusted before being provided to the ABS, to reflect that the wages and
salaries data are narrower in scope than the CoE data.

Private sector wages and salaries data are sourced from the ABS Quarterly Business Indicators Survey.
Public sector wages and salaries data are sourced from the ABS Survey of Employment and Earnings.
The threshold differed from the private sector threshold, since wages and salaries represented a
different proportion of CoE in the two sectors nationally, the result is also rounded to the nearest

$10 000.
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15 The remuneration of general government sector employees at all levels of
government is excluded from the revenue base, to reflect that:

e States are unable to tax Commonwealth general government sector agencies

e States raise only minor revenue from the general government sector at local
government level®

e payroll tax revenue collected by some States from their general government
agencies is excluded since it represents an internal budget transfer, so the
corresponding remuneration is removed from the revenue base.

16  The taxable public sector, therefore, includes public sector financial and non-financial
corporations (PFCs and PNFCs) and higher education institutions (HEIs). PFCs and
PNFCs at all levels of government are liable for payroll tax under the
1995 Competition Principles Agreement between States and the Commonwealth.
HEls are liable for tax in all States.’

17 The taxable proportion of public sector remuneration is calculated using ABS data on
aggregate public sector wages and salaries above the weighted average threshold in
‘commercial’ industries, plus aggregate wages and salaries above the average
thresholds in HEIs.® Using data for commercial industries, rather than for PFCs and
PNFCs, ensures that the assessment is not affected by an individual State’s
classification of its agencies. The taxable proportion is applied to public sector CoE to
calculate the public sector part of the revenue base for each State.

CATEGORY CALCULATIONS

18 Table 4 shows the calculation of the Payroll tax revenue base.

Tasmania was the only State to impose payroll tax on general government sector remuneration paid by
local governments.

With the exception of the Australian National University, HEIs were established by State legislation.
While they are classified to the general government sector in ABS GFS, HEls are included in the
assessment since they are subject to payroll tax in all States.

Commercial industries are those in which public sector wages and salaries are predominantly paid by
PNFCs nationally. These are Australian and New Zealand Standard Industrial Classification divisions A
(agriculture, forestry and fishing), C (manufacturing), D (electricity, gas, water and waste services), |
(transport, postal and warehousing), and K (financial and insurance services).
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Table 4 Calculating the Payroll tax revenue base by State, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total
Private Sector
CoE (Sb) 231 166 124 86 38 10 11 8 674
Taxable proportion (%) 69.6 69.3 67.1 73.4 62.6 623 63.1 751 69
Taxable CoE ($Sb) 161 115 83 63 24 6 7 6 465
Public Sector
CoE (Sb) (a) 55 40 37 20 14 4 14 3 187
Taxable proportion (%) 19.3 19.2 17.6 17 14.1 23 114 9.2 17.7
Taxable CoE (Sb) 11 8 6 3 2 1 2 0 33
Total taxable remuneration (Sb) 171 123 90 67 26 7 9 6 498

(a)

Excludes CoE for staff of the Australian Defence Force and Australia’s diplomatic missions.

Source: Commission calculation.

19 Table 5 shows the calculation of assessed revenue in 2017-18.
Table 5 lllustrative category assessment, Payroll tax, 2017-18

S per capita NSW Vic Qld WA SA Tas ACT NT Total
Actual revenue ($m) 8782 5955 3880 3246 1188 352 481 360 24244
Revenue base ($m) 171372 122824 89800 66592 25595 7032 8688 6041 497942
Assessed revenue (Sm) 8344 5980 4372 3242 1246 342 423 294 24244
Assessed revenue (Spc) 1053 936 881 1255 721 652 1016 1192 979

Source: Commission calculation.

ASSESSMENT ISSUES

20

21

The 2015 Review assessments provided the starting point for the 2020 Review. In
April 2018, Commission staff released a draft assessment paper setting out staff
proposals for the Payroll tax category. States provided submissions on the proposals.
The staff proposals and State submissions are available on the Commission website,

(https://cgc.gov.au).®

In the Commission’s view, there are no issues in the Payroll tax assessment. The
assessment reflects what States do and is simple. It is based on reliable data and
produces a material result. Six States agreed there were no issues with the
assessment.

State submissions often include significant detail and supporting evidence. In this attachment, the
Commission responds to the arguments and evidence States presented in their submissions. For the
full detail of State submissions, see the Commission website, (https://cgc.gov.au).
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OTHER ISSUES CONSIDERED BY THE COMMISSION

22

There were a number of other issues considered by the Commission, largely in
response to concerns raised by States. These issues related to the method for
measuring existing disabilities or requests for new disabilities that were not included
in the 2015 Review assessment. The main reasons for not assessing certain disabilities
identified by States are:

. the conceptual case for a disability has not been established

) an assessment would not be material, that is, redistribute more than $35 per
capita for any State?°

) data are not available to make a reliable assessment.

Treatment of diminishing thresholds

23

24

25

26

Five States currently impose a single marginal rate of tax on payrolls above a
threshold. The other three States have diminishing deduction thresholds, meaning
the effective rate increases up to a certain payroll size, above which it is flat.?

The Commission’s approach to average policy means it would take account of
diminishing thresholds, if reliable data were available and it were material to do so.

The ABS has indicated that it is unable to provide wages and salaries disaggregated
into several ranges based on size of payroll and the Commission is not aware of any
currently available alternative sources of data for a diminishing threshold adjustment
that are reliable and policy neutral. In these circumstances, the Commission has
continued to reflect the policy of all States to exempt small payrolls, using data above
a single weighted average threshold.

Western Australia argued the threshold adjustment should be removed. It said States
may set thresholds to exempt a certain proportion of businesses, or to raise a certain
amount of revenue, rather than target threshold firms. No other State has said this is
what they do and the Commission does not have evidence that it is common State
policy. In practice, States set dollar thresholds. The Commission cannot ascertain with
any certainty the reasons why States apply different thresholds, or why they adjust
their thresholds over time. The Commission has decided to continue to make the

10

11

The Commission has set a materiality threshold for including a disability. The materiality test applies to
the total impact the disability has on the redistribution across all revenue or expense categories in
which it is assessed. To be included, a disability assessment must redistribute more than $35 per capita
away from an equal per capita assessment for any State.

The Queensland deduction is reduced by S1 for every $4 by which the payroll exceeds $1.1 million,
with no deduction for payrolls of $5.5 million or more. The Western Australia deduction is reduced by
S1 for every $7.82 the payroll exceeds $850 000, with no deduction for payrolls of $7.5 million or
more. The Northern Territory deduction is reduced by S1 for every $4 the payroll exceeds $1.5 million,
with no deduction for payrolls of $7.5 million or more.
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threshold adjustment. It reflects what States do and has a material effect on their
assessed revenue capacity.

Source of data for the revenue base

27

28

29

30

31

32

The ABS data used in the assessment are considered reliable and fit for purpose,
although some States have raised concerns about volatility for the small States,
arising mainly from revisions to historical years as they move through successive
updates.

The ABS has advised on a number of occasions that the revisions to CoE mainly result
from the annual benchmarking process to ensure parity among its three measures of
gross domestic product (income, production and expenditure).'2 That process
involves revisions to CoE at the national level and, subsequently, at the State level,
using data from several ABS surveys, including the Survey of Major Labour Costs and
the Australian Industry Survey. Those surveys have smaller sample sizes and,
therefore, larger standard errors for the smaller States.

The Commission considers that, while the revisions may result from statistical
processes used by the ABS in compiling the CoE data, the use of these data is
consistent with the terms of reference requirement to use the latest available data. It
also notes that the ABS places its aggregate CoE estimates in the highest category of
accuracy ratings, in contrast to many other components of the national accounts.!?

The Commission is not aware of any currently available alternative sources of data
that are reliable, fit for purpose and policy neutral. The Business Longitudinal Analysis
Data Environment (BLADE) being developed by the ABS and the Department of
Industry, Innovation and Science will include data for over two million businesses. It
may provide a richer source of data for a future payroll tax assessment and may allow
the Commission to revisit an adjustment for diminishing thresholds. That dataset,
however, is not expected to be available in time for the 2020 Review.

The Commission will monitor the BLADE data set over the course of the review and
consult with States before making any changes.

The Commission considers that CoE data, supplemented by data on wages and
salaries, best captures State payroll tax capacities.

12

13
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The ABS compiles a set of supply-use tables each year based on a range of surveys. These are used to
balance the three measures of gross domestic product to ensure statistical discrepancies of zero.
Usually only three years are revised. However, periodically a full historical revision cycle is undertaken,
in which annual benchmarks can be revised through the entire time series (back to June 1960).

The ABS classifies its national accounts data to four grades of ‘subjective accuracy ratings’, taking into
account standard errors on key survey inputs, impressions about coverage and reliability of
administrative data sources and revisions to initial estimates of growth.



Remuneration paid to non-profit organisations

33

34

The ACT proposed an adjustment to remove the remuneration paid by charities and
not-for-profit organisations, on the grounds that such remuneration is exempt from
payroll tax in all States except Victoria. Based on analysis of data from the Australian
Charities Report (ACR), it said an adjustment to exclude remuneration paid by
non-profit organisations would have a material impact.

The Commission could make an adjustment to remove remuneration paid by
non-profit organisations, if the necessary data were available and such an adjustment
were material. However, the ABS is unable to provide data on remuneration paid by
non-profit organisations. Employee expenses prepared for the ACR are classified
according to the location of the organisation’s headquarters, rather than the location
of the employee. They are likely, therefore, to give an inaccurate picture of
remuneration paid in each State by non-profit organisations that operate across
several States. The Commission is not aware of any other data sources with which an
adjustment could be made. On practicality grounds, therefore, it has decided not
make an adjustment to remove remuneration paid by non-profit organisations.

REDISTRIBUTION FROM AN EPC ASSESSMENT

35 Table 6 shows the extent to which the assessment for this category differs from an
EPC assessment of payroll tax revenue. States with a positive redistribution are
assessed to have below average revenue raising capacity and States with a negative
redistribution are assessed to have above average revenue raising capacity. In per
capita terms, Western Australia, South Australia and Tasmania and the
Northern Territory experience the largest redistributions.

Table 6 Redistribution from an EPC assessment, Payroll tax, 2017-18

NSW Vic Qld WA SA Tas ACT NT Redist

$ million -591 270 486 -714 445 171 -16 -53 1373

S per capita -75 42 98 -276 258 327 -37 -213 55
Note: The redistribution is the difference from an EPC assessment of category revenues.

Source: Commission calculation.

36

37

The main reasons for the redistributions for each States are:

° New South Wales, Western Australia, the ACT and the Northern Territory have
above average taxable remuneration per capita

) Victoria, Queensland, South Australia and Tasmania have below average taxable
remuneration per capita.

Table 7 shows the per capita taxable CoE in each State (public and private sectors).
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Table 7 Per capita taxable CoE, 2017-18

NSW Vic Qld WA SA Tas ACT NT Ave

Taxable CoE (Spc) 21634 19234 18092 25775 14809 13395 20870 24482 20102
Source: ABS CoE and population data.

UPDATING THE ASSESSMENT

38 Asrequired by the terms of reference, the Commission will incorporate the latest
available data in the assessment during the annual updates. This will allow the
assessment to reflect changes in State circumstances.

° The following data will be updated annually:
— ABS CoE data

- ABS wages and salaries data.

OUTSTANDING ISSUES

39 From the Commission’s perspective, there are no outstanding issues for this
assessment.

FURTHER CONSULTATION

40 Before the release of the final report by 28 February 2020, there will be opportunities
for consultation on this assessment. For further information about this category,
please contact Morgan Moa on morgan.moa@cgc.gov.au.
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ATTACHMENT 4

LAND TAX

Summary of proposed changes to the 2015 Review methodology

° The category excludes other land based taxes. They are assessed equal per
capita (EPC) in the Other revenue category. In the 2015 Review, they were

assessed EPC in this category.

° The assessment discount has been reduced from 25.0% to 12.5%.

1 This attachment contains the Commission’s draft proposals for the Land tax category
following consultation with the Commonwealth and States.

REVENUE OVERVIEW

2 States raised $9.0 billion in land tax in 2017-18, representing 7.1% of total State

own-source revenue (Table 1).

Table 1 Land tax by State, 2017-18
NSW Vic Qld WA SA Tas ACT NT  Total
Total revenue (Sm) 3763 2579 1177 833 402 105 134 0 8993
Total revenue ($pc) 475 404 237 323 233 200 322 0 363
Proportion of total own-source
revenue (%) 8.9 9.2 4.6 4.7 6.1 5.7 5.2 0.0 7.1
Source: Commission calculation using State budget data.

3 The category excludes revenue from other land based taxes,! and from the transfer of

land ownership. The majority of other land based taxes, property based Fire and

Emergency Services Levies (FESLs), are offset against Other expenses (refer to the
discussion in Attachment 9 — Other revenue). The remaining other land based taxes

Other land based taxes are made up of property based Fire and Emergency Services Levies and other

revenues such as Victoria’s Growth Areas Infrastructure Contribution, metropolitan levies,
development and planning levies, parking space levies and the ACT’s Safer Families Levy. States raised
$2.7 billion in other land based taxes in 2017-18, of which $2.1 billion were property based Fire and

Emergency Services Levies.



are assessed equal per capita (EPC) in the Other revenue category. Revenue from the
transfer of land ownership is assessed in the Stamp duty on conveyances category.

4 Table 2 shows Land tax as a share of total own-source revenue from 2014-15 to

2017-18.
Table 2 Land tax, 2014-15 to 2017-18
2014-15 2015-16 2016-17 2017-18
Total revenue ($m) 6478 7031 8193 8993
Proportion of own-source revenue (%) 5.9 6.2 6.8 7.1

Source: Commission calculation using ABS Government Finance Statistics (GFS) and State budget data.

State role
5 States impose land based taxes, although they share the land tax base with local
government. States generally impose two types of land based taxes.

° Land tax, which is imposed on the value of taxable land holdings and involves
aggregation.? Principal places of residence are exempt.

° Other land based taxes, which are usually imposed on a per property basis
(including principal places of residence) and without aggregation.

6 State governments provide a range of concessions to land owners, including rebates
on or exemptions from land tax. The biggest exemption is the exemption for principal
places of residence.

Commonwealth role

7 The Commonwealth imposed land tax between 1910 and 1952, after which it vacated
the field. The Commonwealth has no current role in this area.

CATEGORY STRUCTURE

8 This category has no components. Table 3 shows the capacity measure (revenue
disability) that applies to the Land tax assessment.

2 In assessing land tax liability, most States aggregate a land owner’s value of land holdings and deduct
the value of land that is not taxable (such their principal place of residence).
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Table 3 Category structure, Land tax, 2017-18

Component Capacity measure

Component o Influence measured
revenue (revenue disability)
Sm
Land tax 8993 Value of land holdings Recognises that States with a

greater total value of taxable land
holdings have a greater revenue
capacity.

Value distribution adjustment  Recognises that States with
proportionally more high value
taxable land holdings, which attract
higher rates of tax, have greater
revenue capacity.

Source:  Commission calculation using budget data.

Category and component revenue

9 The main data sources for calculating category revenue are GFS and State budget
data.’

ASSESSMENT APPROACH

10 The Northern Territory does not impose land tax. Other States impose land tax using
a progressive rate above a tax-free threshold.

11 States have different approaches to aggregation. Most States impose land tax on the
combined value of a land owner’s taxable land holdings above a tax-free threshold.
The ACT does not; it imposes land tax on an individual property basis.

12  States also differ in their treatment of joint ownership. Three States treat joint
owners as separate land owners for land tax purposes. New South Wales, Victoria
and Queensland add each owner’s share of the joint property to their other land
holdings. The Commission asks those States to adjust their land holdings data to treat
joint owners as separate land owners.

Capacity measure (revenue disability)

13 The capacity measure is the adjusted value of taxable land holdings. State Revenue
Offices (SROs) provide data on the taxable value of land holdings. Each SRO
aggregates the taxable values of its land owners.

Unless otherwise stated, category and component revenue for the first two assessment years are
sourced from GFS. States provide data for the most recent assessment year because GFS data are not
available.

Attachment 4 — Land tax 3



14 The Commission also captures the effect of differences in the tax rate applied to
taxable land holdings by value range (which captures the progressivity of tax rates).

15 An upward adjustment is applied to the ACT’s value of taxable land holdings because
it does not aggregate a land owner’s land holdings. In this attachment, the
2015 Review adjustment of 2.0% is used.* As it does not impose land tax, the
Northern Territory’s value of taxable land holdings has to be estimated. In this
attachment, the 2015 Review adjustment of 0.6%" of the value of other States’ land
holdings is used.

Data and method

16 The Commission obtains data on the value of taxable land holdings from SROs. SROs
provide the data by 15 value ranges, which allows the Commission to capture
differences in their share of total value of taxable land holdings and the effect of
progressive rates of land tax.

17 The Commission makes two adjustments to State data. The first adjustment, referred
to as the value distribution adjustment (VDA), captures the progressivity of tax rates.
For each value range, an effective rate of tax is derived by dividing States’ tax
collections by their value of taxable land holdings. A State’s assessed revenue for that
value range — the revenue it would raise if it applied the average tax rate — is
derived by multiplying its value of taxable land holdings in that range by the effective
rate of tax. The VDA compares this calculation against the assessed revenue derived
by applying the average rate of tax (across all value ranges) to each State’s total value
of taxable land holdings.

18 The second adjustment is to discount the assessment.

19 Table 4 shows the calculation of total assessed revenue for the category in 2017-18.

4 The Commission set this value in the 2010 Review and retained it in the 2015 Review.

5 This figure represented the Northern Territory’s share of the land tax revenue base in the
2009 Update. In that update, the capacity measure was derived from State Valuers-General data.
These data were available for the Northern Territory.
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Table 4 lllustrative category assessment, Land tax, 2017-18

NSW Vic Qld WA SA Tas ACT NT  Total

Actual revenue (Sm) 3763 2579 1177 833 402 105 134 0 8993
Value of taxable land holdings
(Sb) 610 426 200 156 72 14 14 9 1501

Value distribution adjustment 1.131 1.021 0.863 0.903 0.512 0.543 0.645 1.011 1.000
Adjusted value of taxable land

holdings (Sb) 690 435 173 141 37 7 9 9 1501
Undiscounted assessed

revenue ($m) 4134 2609 1034 842 222 45 53 54 8993
Assessed revenue (Sm) 3977 2572 1130 854 273 63 65 58 8993
Assessed revenue ($pc) 502 403 228 331 158 120 156 236 363
Note: A State’s undiscounted assessed revenue equals total actual revenue multiplied by its share of

adjusted value of taxable land holdings. A 12.5% discount is then applied.
Source: Commission calculation.

CATEGORY CALCULATIONS

20 Table 5 derives the per capita total assessed revenue for each State for the category.
It shows how the different parts of the capacity measure move revenues away from
an EPC distribution and their effect on States’ per capita assessed revenue.

Table 5 lllustrative category assessment, Land tax, 2017-18

NSW Vic ald WA SA Tas  ACT NT  Total
Spc Spc Spc Spc Spc Spc Spc Spc Spc

Equal per capita 363 363 363 363 363 363 363 363 363
Value of taxable land

holdings 86 32 -106 -2 -98 -180 -145 -129 0
Value distribution

adjustment 53 7 -29 -31 -107 -63 -61 2 0
Total assessed revenue 502 403 228 331 158 120 156 236 363

Source: Commission calculation.

ASSESSMENT ISSUES

21 The 2015 Review assessments provided the starting point for the 2020 Review. In
April 2018, Commission staff released a draft assessment paper setting out staff
proposals for the Land tax category. States provided submissions on the proposals.
The staff proposals and State submissions are available on the Commission website,
(https://cgc.gov.au).

22  The main assessment issues for the category were:
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° whether an adjustment should be made to capture the progressive rates of land
tax

° whether foreign owner surcharges should be separately assessed
° the treatment of ACT’s replacement revenue
° whether other land based taxes should be differentially assessed

. whether there is a preferred source of the land value data?

23  Generally, States supported investigating each assessment issue. Western Australia
was concerned about the policy neutrality of land values and the use of observed tax
bases. It favoured a different revenue approach.

24  The following sections discuss the main issues for the Land tax category, including
State views.®

An adjustment to capture the effect of progressive rates of land tax

25  States impose land tax progressively above a tax-free threshold. Properties below the
tax-free threshold attract no tax. Properties in high value ranges attract a higher rate
of tax. Thus, States with a greater proportion of properties in higher value ranges
have greater revenue capacity. The Commission captures the effect of progressive
rates of tax by assessing revenue capacity by value range.

26  Seven States supported continuing to make an adjustment for progressive rates of
land tax. Western Australia did not.

27 New South Wales asked whether the Commission had tested the materiality of the
current value ranges as it might provide an opportunity to simplify the assessment by
having fewer value ranges. Western Australia favoured a different revenue approach,
one that focused on underlying revenue disabilities. Under this approach,
adjustments would not be made for exemption thresholds, differences in scope of
taxes or progressive rates of tax. Western Australia said focusing on the underlying
revenue base would be more policy neutral, more transparent and better fit the data.
It also raised a second concern. It said that, if every State had a policy of exempting a
similar proportion of their tax base and if their tax bases were not uniformly
distributed, States would give effect to this policy by using different actual thresholds.
In these circumstances, replacing States’ actual thresholds with an average threshold
would distort States’ assessed revenue capacities. It would remove a different
proportion of each State’s tax base.”

State submissions often include significant detail and supporting evidence. In this attachment, we
respond to the arguments and evidence States presented in their submissions. For the full detail of
State submissions, see the Commission website, (https://cgc.gov.au).

If States’ tax bases were not uniformly distributed, using an average threshold would remove a smaller
proportion of the revenue base of States with high actual thresholds and remove a larger proportion of
the revenue base of States with low actual thresholds.

Attachment 4 — Land tax 6


http://www.cgc.gov.au/

28 The Commission has not tested the materiality of its value ranges, as materiality will
change for different States in different years. The reason for fixing the value ranges
for the period of the review was to enable States to set up a process for extracting
land holdings data in the knowledge that the Commission’s data specifications would
not change year to year. On these grounds, in this review the Commission does not
intend to change the composition of the value ranges.

29  Western Australia’s proposed revenue approach would ignore material features of
State tax regimes and involve a significant departure from the ‘what States do’
principle. Compared to the current approach, it would produce materially different
assessed revenue capacities. The Commission considers exemption thresholds,
differences in scope of taxes or progressive rates of tax reflect what States do and
should be captured when measuring State revenue capacity. Ignoring these features
produces higher assessed revenue capacities for the fiscally weaker States, meaning
they would have to impose taxes and charges at rates above those of fiscally strong
States to raise the average revenue. The Commission does not consider this is
consistent with determining States’ relative revenue raising capacities and so it does
not intend to adopt this proposal.

30 If States exempted the same proportion of their tax base then the Commission would
consider exempting that proportion from each State’s revenue base. However, no
other State has said this is what they do and the Commission does not have evidence
it is common State policy. The Commission intends to continue to assess each State’s
revenue capacity using its fixed value ranges.

31 The Commission intends to continue to make an adjustment for differences in the
progressivity of State taxes. It reflects what States do and it has a material effect on
their assessed revenue capacity.

Should foreign owner surcharges be separately assessed?

32 Four States impose a foreign owner surcharge on residential property. Currently,
these surcharges are treated as land tax revenue. They increase the revenue collected
and the effective rate of tax. Alternatively, foreign owner surcharges could be
separately assessed.

33  Six States commented on this issue and they all supported continuing the
2015 Review approach of not separately assessing foreign owner surcharges.
South Australia said a separate assessment would require significant additional
information. The current treatment captured the effect of surcharges, without adding
complexity to the assessment. The Northern Territory said the issue should be
revisited if a separate assessment of surcharges became material in the future.

34  While State budget documents provide an indication of the revenue raised from
these surcharges, they do not provide details of the foreign owned property base.
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The Commission would be unable to make a separate assessment without these data.
Based on the information available in State budgets, a separate assessment is unlikely
to be material compared with the current treatment.

35 On both practicality and materiality grounds, the Commission does not intend to
undertake a separate assessment of foreign owner surcharges.

Treatment of ACT’s replacement revenue

36 In2012-13, the ACT commenced a 20 year program to replace conveyance duty with
general rate revenue. In the 2015 Review, the Commission treated that part of the
ACT’s general rates that was a replacement for its conveyance duty as land revenue.
Prior ACT budget documents provided an estimate of this amount, but it has ceased
to be published. The ACT would need to provide an estimate if the adjustment was to
continue. However, the amount involved is small (around $30 million) and an
adjustment would not be material.

37  Five States commented on this proposal. Four supported continuing to make the
adjustment, but the ACT did not. It said the Commission did not estimate
Northern Territory’s foregone land tax revenue and, on consistency grounds, it should
not estimate the ACT’s foregone conveyance revenue.

38 Given afigure is no longer published in the ACT’s budget papers and so no reliable
estimate is available, and that in any case it is unlikely to be material, the Commission
does not intend to include an estimate of the ACT’s replacement in the assessment.

Should other land based taxes (including FESLs) be differentially
assessed?

39 Inthe 2015 Review, revenue in the general property component (other land based
taxes) was assessed EPC. However, the Commission foreshadowed it would replace
the EPC assessment with a differential assessment if the revenue became large
enough for an assessment to be material. If this were to occur, the Commission
would likely assess these revenues using a capacity measure that included principal
places of residence, but excluded aggregation. The Commission sought these data
from State Valuers-General (VG).

40 Six States commented on the proposal to differentially assess other land based taxes.
Four States agreed. Western Australia and the ACT did not. Western Australia said the
other land based taxes were an eclectic mix of revenues from various sources, not all
of which appeared to be clearly linked to land values. On the other hand, the ACT said
other land based taxes were charged, at least in part, on the basis of property values.
It suggested the two components had the same tax base. It proposed combining both
and assessing them using the land tax capacity measure.
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41

42

43

The materiality of this component depends on its size. With the remaining revenues
accounting for $608 million in 2017-18, only by including property based FESLs
(2.1 billion in 2017-18) would the other land tax revenues be large enough for a
separate assessment to be material. However, in the case of FESLs, the Commission
intends to offset them against the related expenses component (refer to the
discussion in Attachment 9 — Other revenue).

The Commission considered the ACT’s proposal of assessing the remaining other land
based taxes with land tax. However, the way States impose land tax is different to the
way they impose other land based taxes. For land tax, principal places of residence
are exempt and taxable land holdings are aggregated. Other land based taxes are
imposed on principal places of residence and aggregation is not used. The
Commission does not consider these revenues should be assessed using the Land tax
capacity measure.

On materiality grounds, the Commission intends to assess other land based taxes
(other than property based FESLs) EPC in the Other revenue category.

The source of land value data

44

45

46

47

438

49

Attachment 4 — Land tax

The Commission investigated three sources of land value data for land tax:

. land holdings data from SROs

° land value data from State Valuers-General
° land values in the National Accounts publication by the Australian Bureau of
Statistics.

None of the sources were ideal. The Commission consulted with States about which
data source was the most appropriate for equalisation purposes.

All States commented on this issue. Seven States supported using SRO data.

Western Australia said the choice of data source depended on the choice of
assessment method. For example, if the Commission decided to assess land tax using
total land values, it should use ABS land value data.

South Australia said SRO data was the only data source that captured how States
imposed land tax. It said it was important the choice of data source captured
aggregation, as a third of its land tax revenue arose because of aggregation.

Two shortcomings with VG and ABS land value data are they do not allow the effects
of aggregation to be captured and they require an adjustment to remove principal
places of residence. Both are characteristics of how States impose land tax and they
materially affect States’ assessed revenue capacities.

The Commission intends to continue to use SRO land holdings data. The data are
generally accepted by States and reflect how most States impose land tax. They
reflect both aggregation and the exemption for principal places of residence.



OTHER ISSUES CONSIDERED BY THE COMMISSION

50

Are
51

52

53

There were a number of other issues considered by the Commission, largely in
response to concerns raised by States. These issues related to the method for
measuring existing disabilities or requests for new disabilities that were not included
in the 2015 Review assessment. The main reasons for not assessing certain disabilities
identified by States are:

. the conceptual case for a disability has not been established

) an assessment would not be material, that is, redistribute more than $35 per
capita for any State®

) data are not available to make a reliable assessment.

land values too policy influenced to be used?

Western Australia said the Commission should not use land values as its capacity
measure because they were too policy influenced. It cited a Reserve Bank of Australia
report stating zoning policies differentially affected housing prices in the four biggest
capitals.’ Western Australia said land values were also affected by other State policies
(such as those aimed at increasing economic activity). Western Australia said that by
basing its capacity measure on land values, the Commission is not removing the
effects of State policies. If these State policies increase a State’s land tax base, that
increase is treated as an increase in its assessed revenue capacity, which

Western Australia concludes is inconsistent with policy neutrality.

While acknowledging State policies could affect land values, Victoria, Queensland and
South Australia did not believe those effects were material.

States use land values to levy land tax. The question for the Commission is whether
State policies are so different as to have a material effect on the comparability of
State land values. The Commission accepts State policies can affect land values. It
assesses the lowest three value ranges EPC because of its concerns about the quality
of the land value data in those ranges. However, it has no evidence the remaining
policy effects are both differential and material.'? If it had, its assessment options

10

The Commission has set a materiality threshold for including a disability. The materiality test applies to
the total impact the disability has on the redistribution across all revenue or expense categories in
which it is assessed. To be included, a disability assessment must redistribute more than $35 per capita
away from an EPC assessment for any State.

Kendall R and Tulip P, Research Discussion Paper 2018-03, The Effect of Zoning on Housing Prices,
Reserve Bank of Australia, Canberra.

In the Commission’s elasticity consultancy, its consultants found rates of land tax varied more
significantly than for other revenues, with some land tax rates more than 2.5 times higher than the
national average. However, even these large differences were not sufficient for an elasticity
adjustment to be material.
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54

would be to choose a different capacity measure, increase the discount on the
existing measure or move to an EPC assessment.

The Commission intends to continue to use State land value data as the basis of its
land tax capacity measure.

Should an adjustment be made for Victoria’s move to annual land
valuations?

55

56

57

Victoria said its properties will be valued annually by its VG, replacing its previous
biennial approach. This change would resolve the inconsistency in the previous
arrangements where some valuations were undertaken by in-house valuers, some by
its VG and some by valuers across municipal boundaries. The annual valuation
process means its valuations will be more up-to-date than States where valuations
were less frequent. It queried whether an adjustment was required to its land values
because of the increased frequency of valuations.

All States seek to keep their land values contemporary. While some States revalue
land less regularly than others, they use benchmarking techniques to bring their
values to a common valuation point for the Commission’s purposes. There is no
evidence to suggest an increased frequency of valuation materially affects a State’s
land values compared to other States.

The Commission does not intend to make an adjustment for the increased frequency
of Victorian land valuations.

Discounting the land assessment

58

59
60

In the 2015 Review, the Commission applied a medium (25%) discount to the Land tax
assessment. The Commission had concerns about States’ SRO data. It noted
inconsistencies between States’ shares of total land holdings and the distribution of
States’ land holdings by value range. It also had concerns because it asked three
States to adjust their land holdings data to reflect a different treatment of jointly
owned properties.

Six States commented on the discount. They suggested reducing or eliminating it.

Victoria said if reliable adjustment methods can be found, a discount would not be
required. Queensland said it had made improvements in its SRO data, which justified
reducing or eliminating the discount. South Australia agreed. While acknowledging
the improvement in Queensland data, the ACT noted the Commission had concerns
with other States’ data when it introduced the discount. If the Commission’s concerns
have not been completely alleviated, it may be appropriate to reduce rather than
eliminate the discount. Tasmania said the Commission had eight years of SRO data
with which to assess the comparability of State data. It did not believe there was
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sufficient evidence to suggest there were inherent errors or inconsistencies in SRO
data, or that any inconsistency had a material impact. The Northern Territory said
there was no evidence to suggest there were errors in SRO data. Even if errors were
assumed, it was unlikely they had a material effect. It suggested, as a minimum, the
discount be reduced to the low (12.5%) discount.

61 The Commission discounts when it has concerns about an assessment method or the
data it uses. The Commission introduced a discount to the Land tax assessment when
it changed the source of its land value data from VG land value data to SRO land
holdings data. At the time, New South Wales said the Commission should heavily
discount the Land tax assessment if SRO data were used. The Commission discounted
the assessment because it had concerns over the comparability of SRO data due to:

° SRO land holdings data being more likely than VG land value data to be affected
by State policies

. asking three States (New South Wales, Victoria and Queensland) to adjust their
land holdings data and provide data on a basis consistent with the treatment of
joint ownership in three other States (Western Australia, South Australia and
Tasmania).

62 Thereis little available information to test the effect that State policies (such as those
relating to aggregation and joint owners) have on the data they provide. However,
there is some evidence to suggest SRO data may have improved over the last decade:

° the correlation between assessed revenue (using SRO land holdings data) and
actual revenue has become stronger, suggesting assessed revenues are tracking
actual revenues better

° there is a more consistency between the land tax and the conveyance
assessments than was the case in the 2010 Review, which would be expected as
both have a connection to land values

° Queensland has improved its SRO data.

63 Nonetheless, particularly given the adjustments made by the three most populous
States to address differences in the treatment of jointly owned properties, the
Commission considers there is a case for retaining a discount. However, States’
general acceptance of SRO data as being the most appropriate to measure land tax
capacity and the improvements in that data suggest a lower discount might be
appropriate. Given this, the Commission is inclined to apply the low level discount
(12.5%).

64 The Commission could consider removing the discount if it had information showing
that the effect of the adjustment New South Wales, Victoria and Queensland make in
relation to joint ownership and the effect of State aggregation policies were not
having a material effect on SRO data.
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The treatment of parking space levies

65 The ACT said parking space levies were based on the location of such spaces. It said
the Commission should look for a different measure of capacity such as the physical
size of city central business districts. However, if a suitable measure could not be
identified, the levies should be assessed EPC.

66  Parking space levies raised $164 million in 2017-18. This is not big enough for a
separate assessment to material.

67 The Commission intends, on materiality grounds, to assess parking space levies EPC in
the Other revenue category. This is the same treatment to be applied to other land
based taxes.

REDISTRIBUTION FROM AN EPC ASSESSMENT

68 Table 6 shows the extent to which the assessment for this category differs from an
EPC assessment of Land tax. States with a positive redistribution are assessed to have
below average revenue raising capacity and States with a negative redistribution are
assessed to have above average revenue raising capacity. In per capita terms,

South Australia, Tasmania and the ACT experience the largest redistributions.

Table 6 Redistribution from an EPC assessment, Land tax, 2017-18

NSW Vic Qld WA SA Tas ACT NT Redist

S million -1101 -254 672 84 354 127 86 31 1355
S per capita -139 -40 135 32 205 243 207 127 55
Note: The redistribution is the difference from an EPC assessment of category revenue.

Source: Commission calculation.

69 The main reasons for these redistributions are the differences between States in their
per capita value of taxable land holdings and the proportion of their taxable land
holdings in higher value ranges.

70  The main reasons for the redistributions for each State are:

° the per capita value of taxable land holdings in New South Wales and Victoria
exceeded the national average and proportionally more of them were in higher
value ranges

° the per capita value of taxable land holdings in Queensland, South Australia,
Tasmania and the ACT were less than the national average and proportionally
less of them were in higher value ranges

° the per capita value of taxable land holdings in Western Australia exceeded the
national average, but proportionally less of them were in higher value ranges
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° the per capita value of taxable land holdings in the Northern Territory was less
than the national average, but proportionally more of them were in higher
value ranges.

71 Table 7 provides a summary of the main disabilities contributing to the redistribution
from an EPC assessment for this category.

Table 7 Major reasons for the redistribution, Land tax, 2017-18

NSW Vic Qld WA SA Tas ACT NT Redist
Sm Sm Sm Sm Sm Sm Sm Sm Sm

Value of taxable land

holdings -682 -207 528 5 169 94 61 32 889
Value distribution
adjustment -419 -47 144 79 185 33 25 -1 466
Total -1101 -254 672 84 354 127 86 31 1355
Note: The redistributions from an EPC assessment are illustrative. Disabilities may not add due to
rounding.

Source: Commission calculation.

UPDATING THE ASSESSMENT

72  Asrequired by the terms of reference, the Commission will incorporate the latest
available data in the assessment during the annual updates. This will allow the
assessment to reflect changes in State circumstances. States’ SRO land holdings data
will be updated annually.

OUTSTANDING ISSUES

73  From the Commission’s perspective, there are three outstanding issue for this
assessment. They are the size of:

° the adjustment for the ACT because it does not aggregate a land owner’s land
holdings

° the adjustment for the Northern Territory to estimate its value of taxable land
holdings

° the discount, if one is to be applied.

74  The Commission is seeking State views and any data or analysis that can assist it
determine the size of the two adjustments and the discount for the 2020 Review.
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FURTHER CONSULTATION

75 Before the release of the final report by 28 February 2020, there will be opportunities

for consultation on this assessment. For further information about this category,
please contact Dermot Doherty at Dermot.Doherty@cgc.gov.au.
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ATTACHMENT 5

STAMP DUTY ON CONVEYANCES

Summary of proposed changes to the 2015 Review methodology

The category excludes Stamp duty on motor vehicle transfers. It is assessed
equal per capita in the Other revenue category.

The adjustment to treat concessional rates of duty for first home owners as
an expense is discontinued.

Where the Commission determines some property transfers should not affect
State revenue capacities, they are excluded from the category. They are
assessed equal per capita in the Other revenue category. In the 2015 Review,
they were assessed equal per capita in this category.

Duty on non-real property transactions are assessed equal per capita in the
Other revenue category. In the 2015 Review, they were differentially
assessed in this category.

Duty on land rich transactions by listed companies are differentially assessed.
In the 2015 Review, they were assessed equal per capita in this category.

1 This attachment contains the Commission’s draft proposals for the Stamp duty on
conveyances category following consultation with the Commonwealth and States.

REVENUE OVERVIEW

2 States raised $20.4 billion in Stamp duty on conveyances in 2017-18, representing
16.2% of total own-source revenue (see Table 1). The category includes revenue from

foreign investor surcharges, which are raised by six States.

Table 1 Stamp duty on conveyances by State, 2017-18

NSW Vic Qld WA SA Tas  ACT NT  Total
Total revenue (Sm) 8030 6930 2750 1348 818 255 225 69 20428
Total revenue (Spc) 1014 1085 554 522 474 485 541 281 825

Proportion of total own-source

revenue (%)

18.9 24.6 10.7 7.7 12.3 13.8 8.7 4.8 16.2

Source:

Commission calculation using State budget data.



3 The category excludes revenue from property transactions the Commission decides
should not affect States’ revenue capacities, stamp duty on motor vehicle transfers
and stamp duty on marketable securities. These revenues are assessed equal per
capita (EPC) in the Other revenue category.

4 The assessment of stamp duty on motor vehicle transfers has been material in most
years since the 2015 Review, but not all years. It was not material in 2017-18. Based
on State budget projections, it does not appear likely the assessment will grow
sufficiently to return to materiality before the next review. Therefore, the
Commission intends to assess these revenues EPC in the Other revenue category.

5 Table 2 shows Stamp duty on conveyances as a share of total own-source revenue
from 2014-15 to 2017-18.

Table 2 Stamp duty on conveyances, 2014-15 to 2017-18

2014-15 2015-16 2016-17 2017-18

Total revenue (Sm) 17 050 19 393 20 388 20428

Proportion of total own-source revenue (%) 15.5 17.0 17.0 16.2
Source: Commission calculation using ABS Government Finance Statistics (GFS) and State budget data.

State role

6 States impose stamp duties, including stamp duty on property transfers. The concept
of taxable property is broad. It comprises both real property (such as land, houses,
apartments, shops, factories, offices etc) and, in three States, non-real property (such
as copyrights, goodwill, patents, partnership interests and options to purchase).

7 States provide a range of concessions to land owners, including rebates on or
exemptions from conveyance duty.

Commonwealth role

8 Foreign persons seeking to purchase real estate in Australia may require approval
from the Foreign Investment Review Board.

9 The Commonwealth also has taxation powers in relation to property, both income tax
and capital gains tax. It imposes income tax on rental income earned from property
and imposes capital gains tax on profit earned from the sale of property.

CATEGORY STRUCTURE

10 The category has no components. Table 3 shows the capacity measure (revenue
disability) that applies to the Stamp duty on conveyances category.
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Table 3 Category structure, Stamp duty on conveyances, 2017-18

Component

Component Capacity measure
P pacity Influence measured

revenue (revenue disability)
Sm
Conveyance duties 20428 Value of land holdings Recognises that States with a greater
total value of property transferred have
a greater revenue capacity.
Value distribution Recognises that States with
adjustment proportionally more high value

property transferred, which attract
higher rates of tax, have greater
revenue capacity.

Source: Commission calculation using State budget data.

Category and component revenue

11 The main data sources for calculating category revenue are GFS and State budget
data.?

ASSESSMENT APPROACH

12 All States impose conveyance duties using a progressive rate structure.

South Australia has abolished conveyance duties on non-residential properties. The
ACT has a 20 year plan to phase out conveyance duties, replacing them with general
rates. It has abolished conveyance duties on commercial properties valued at less
than $1.5 million.

Capacity measure (revenue disability)

13

14

The capacity measure is the adjusted value of property transferred. State Revenue
Offices (SROs) provide data on revenue collected and property transferred by value
range.

The Commission also captures the effect of differences in the value of property
transferred by value range, which captures the progressivity of tax rates.

Data and method

15

The Commission obtains data on the value of property transferred from SROs. They
provide revenue and value of property transferred data by 16 value ranges, which
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allows the Commission to capture differences in their share of total property
transferred and the effect of progressive rates of conveyance duties.

16 The Commission makes two adjustments to State data. The first adjustment, referred
to as the value distribution adjustment (VDA), captures the progressivity of tax rates.
For each value range, an effective rate of tax is derived by dividing States’ tax
collections by their value of property transferred. A State’s assessed revenue for that
value range — the revenue it would raise if it applied the average tax rate — is
derived by multiplying its value of property transferred in that range by the effective
rate of tax. The VDA compares this calculation against the assessed revenue derived
by applying the average rate of tax (across all value ranges) to each State’s total value
of property transferred.

17 The second adjustment captures the effect of differences in the scope of States’
conveyance duty. These differences include off-the-plan concessions (Victoria) and
wider unit trust provisions (Queensland, Western Australia and South Australia).

Component calculations

18 Table 4 shows the calculation of total assessed revenue for the Stamp duty on
conveyances in 2017-18.

Table 4 lllustrative category assessment, Stamp duty on conveyances, 2017-18
NSW Vic Qld WA SA Tas ACT NT Total
Actual revenue (Sm) 8030 6930 2750 1348 818 255 225 69 20428
Value of property
transferred (Sm) 206203 155879 88923 32096 21101 7019 8610 1795 521626
Scope of transactions 1.000 1.028 0.970 0.970 0.970 1.000 1.000 1.000 1.000
Value distribution
adjustment 1.078 0.991 0.906 0.940 0.874 0.829 0.921 0.925 1.000

Adjusted value of
property transferred

(Sm) 222212 158684 78172 29272 17897 5818 7934 1660 521649
Assessed revenue (Sm) 8702 6214 3061 1146 701 228 311 65 20428
Assessed revenue ($pc) 1099 973 617 444 406 434 746 263 825
Note A State’s assessed revenue equals total actual revenue multiplied by that State’s share of adjusted

value of property transferred.
Source: Commission calculation.

CATEGORY CALCULATIONS

19 Table 5 derives the per capita total assessed revenue for each State for the category.
It shows how the different parts of the capacity measure move revenues away from
an EPC distribution and their effect on States’ per capita assessed revenue.
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Table 5 lllustrative category assessment, Stamp duty on conveyances, 2017-18

NSW Vic Qld WA SA Tas ACT NT  Total

Spc Spc Spc Spc Spc Spc Spc Spc Spc

Equal per capita 825 825 825 825 825 825 825 825 825
Value of property transferred 195 131 -123 -338 -347 -301 -15 -540
Scope of adjustment 0 26 -21 -15 -14 0 0 0
Value distribution adjustment 79 -9 -64 -28 -58 -90 -64 -21
Assessed revenue 1099 973 617 444 406 434 746 263 825

Source: Commission calculation.

ASSESSMENT ISSUES

20 The 2015 Review assessments provided the starting point for the 2020 Review. In
April 2018, Commission staff released a draft assessment paper setting out staff
proposals for the Stamp duty on conveyances category. States provided submissions
on the proposals. The staff proposals and State submissions are available on the
Commission website, (https://cgc.gov.au).

21 The main assessment issues for the category were:
. which property transactions should be assessed EPC

° whether an adjustment should be made to capture the progressive rates of
conveyance duty

° whether adjustments should be made to capture differences in the scope of
conveyance duty

° whether foreign investor surcharges should be separately assessed

° whether the value of concessional rates of duty to first home buyers should be
added back into the category, as part of treating assistance to first home buyers
in the same way.

22  Generally, States supported investigating each assessment issue. Western Australia
was concerned about the use of observed tax bases. It favoured a different revenue
approach.

23 The following sections discuss the main issues for the Stamp duty on conveyances
category, including State views.?

State submissions often include significant detail and supporting evidence. In this attachment, the
Commission responds to the arguments and evidence States presented in their submissions. For the
full detail of State submissions, see the Commission website, (https://cgc.gov.au).
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The treatment of property transactions assessed EPC

24

25

26

27

28

The Commission may determine that some classes of transactions should not affect
States’ revenue capacities. It assesses them EPC. In the 2015 Review it assessed three
classes of transactions EPC.

° Duty on corporate reconstructions. Most States exempt these transactions or
refund the duty collected to encourage economic reform.

° Duty on the sale of major State assets. These transactions arise because of
differences in State policies on the ownership of assets.

. Duty on land rich transactions of listed corporations. These transactions were
taxed by a minority of States.3

The Commission considered two changes for the 2020 Review:

° as only three States now tax non-real property transactions, assessing these
transactions EPC

° as seven States now tax land rich transactions by listed corporations,
differentially assessing these transactions.

A small number of States had issues with the approach to the sale of major State
asset sales and the changes to the treatment of non-real property transactions and
land rich transactions. Otherwise, States were supportive of the proposed approach.

Victoria and the ACT disagreed with the proposal to assess duty on the sale of major
State assets EPC. Victoria said these transactions should be assessed actual per capita
(APC) because they were determined by State circumstances. The ACT said some
States were making windfall gains from their sale of major assets and these windfall
gains should be differentially assessed.*

The Commission introduced an EPC assessment for duty on the sale of major State
assets in the 2004 Review. It did so because it concluded these duties arose from
State decisions on which assets to hold and for how long. The Victorian proposal
would mean duties from previous asset sales would be assessed EPC, while duties
from future asset sales would be assessed APC. Similarly, the ACT’s proposal would
mean windfall gains from previous asset sales would be assessed EPC, but windfall
gains from future asset sales would be differentially assessed. The Commission
considers duties from the sale of major State assets arise from State policy choices in
relation to which assets to hold and for how long. For this reason, it intends to
continue to assess them EPC in the 2020 Review.
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These transactions were not common, but when they arose they could be large. The Commission
assessed them EPC because their ad hoc nature and volatility made it difficult to estimate the missing
transactions for States that did not tax them.

The ACT proposed a method for determining the windfall gain associated with a State asset sale.



29  Victoria disagreed with changing to assess duty from non-real property transactions
EPC. It said these duties should be assessed APC because all States agreed to abolish
them as part of the Intergovernmental Agreement on the Reform of
Commonwealth-State Financial Relations 1999 (the IGA) and not reintroduce them.
Victoria believes States that abolished the duty no longer have capacity in this area,
whereas States that continue to impose the duty have not met their obligations
under the IGA. In the 2015 Review, the Commission did not adopt a similar proposal
to assess these transactions APC. It noted States that had not abolished the duty had
not been penalised and it concluded the IGA was not binding. Therefore, an APC
assessment was not appropriate.

30 Theissue for the 2020 Review is that only three States impose the duty. This makes it
difficult to reliably estimate the missing transactions for the majority of States that do
not impose duty on non-real property transactions. It is simpler to remove the
transactions for those States that do impose the duty than it is to estimate the
missing transactions for those States that do not. Consequently, the Commission
intends to assess these duties EPC in the 2020 Review.

31 New South Wales and Western Australia disagreed with changing to differentially
assess land rich transactions by listed corporations. New South Wales said these
transactions should continue to be assessed EPC because there were significant
differences in State legislation regarding the land rich landholder test.

Western Australia said these transactions were volatile and the transactions in one
year bore little or no resemblance to States’ ongoing capacities. In addition, because
they were large and few in number, these transactions were potentially more
sensitive to State policy influence.

32 The Commission considers State legislation regarding land rich landholder tests are
similar. States may have differing land value thresholds (ranging from zero to
$2 million) but they have the same acquisition thresholds for private and public
companies. The Commission introduced an EPC assessment for these transactions in
the 2008 Update when only Western Australia taxed them. It retained this treatment
in the 2010 and 2015 Reviews because a minority of States taxed them. The reason
for changing their treatment in this review is seven States now tax these transactions.
Western Australia’s observations (they bear little or no resemblance to States’ on-
going capacities; they are more prone to policy influence) are also relevant to other
large, one-off transactions. It would be difficult for the Commission to justify one
treatment for land rich transactions but a different treatment for other large, one-off
real property transactions. The inclusion of both types of transactions would be more
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reflective of States’ land tax capacity. The Commission intends to differentially assess
duty from land rich transactions by listed corporations.®

33 The Commission intends to continue to assess the revenue from some property
transactions EPC. It will do so when it concludes those revenues should not affect
States’ revenue capacities, such as when all or a majority of States exempt a class of
transactions, meaning it is difficult to make reliable estimates for missing
transactions.

34 Inthe 2015 Review, property transactions assessed EPC were presented in this
category. However, the Commission intends to present them in the Other revenue
category along with other State revenues assessed EPC.

An adjustment to capture the effect of progressive rates of
conveyance duty

35 States impose conveyance duty progressively above a tax-free threshold. Property
transactions below the tax-free threshold attract no tax. Property transactions in high
value ranges attract a higher rate of tax. Thus, States with a greater proportion of
property transactions in higher value ranges have greater revenue capacity. The
Commission captures the effect of progressive rates of tax by assessing revenue
capacity by value range.

36 Seven States supported continuing to make an adjustment for progressive rates of
conveyance duty. Western Australia did not.

37 Western Australia favoured a different revenue approach, one that focused on
underlying revenue disabilities. Under this approach, adjustments would not be made
for exemption thresholds, differences in scope of taxes or progressive rates of tax.
Western Australia said focusing on the underlying revenue base would be more policy
neutral, more transparent and better fit the data. It also had other concerns with the
assessment. It said that if every State had a policy of exempting a similar proportion
of their tax base and if their tax bases were not uniformly distributed, States would
give effect to this policy by using different actual thresholds. In these circumstances,
replacing States’ actual thresholds with an average threshold would distort States’
assessed capacities as it would remove a different proportion of each State’s tax
base.® Western Australia was also concerned that the assessment did not capture the
different tax rates applying to different property types.

Tasmania is the only State not to levy land rich transactions on listed corporations. This duty comprised
1% of conveyance duties in recent years. A 1% adjustment for Tasmania would not be material,
redistributing less than $5 per capita.

If States’ tax bases were not uniformly distributed, using an average threshold would remove a smaller
proportion of the revenue base of States with high actual thresholds and remove a larger proportion of
the revenue base of States with low actual thresholds.
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38 Western Australia’s proposed revenue approach would ignore material features of
State tax regimes and involve a significant departure from the ‘what States do’
principle. Compared to the current approach, it would produce materially different
assessed revenue capacities. The Commission considers exemption thresholds,
differences in scope of taxes, or progressive rates of tax reflect what States do and
should be captured when measuring State revenue capacity. Ignoring these features
produces higher assessed revenue capacities for the fiscally weaker States, meaning
they would have to impose taxes and charges at rates above those of fiscally strong
States to raise average revenue. The Commission does not consider this is consistent
with determining States’ revenue capacities and hence does not intend to adopt this
proposal.

39 If States exempted the same proportion of their tax base then the Commission would
consider exempting that proportion from each State’s revenue base. However, no
other State has said this is what they do and the Commission does not have evidence
it is common State policy. The Commission intends to continue to assess each State’s
revenue capacity using its fixed value ranges.

40 While some States apply different tax rates to different property types, the
Commission has not previously undertaken an assessment of different property
types. To do so, the Commission would require States to provide revenue and value
of property transferred data by value range and, in addition, by property type. The
current assessment captures the effect of differences in property type, without the
added complexity of replicating the assessment for each property type. It is not clear
the additional complexity would produce a materially different outcome. On
practicality and materiality grounds, the Commission does not intend to undertake
separate assessments by property type.

41 The Commission intends to continue to make an adjustment for differences in the
progressivity of State taxes. It reflects what States do and it has a material effect on
their assessed revenue capacity.

Adjustments to capture the effect of differences in the scope of
conveyance duty

42 The Commission seeks to construct a revenue base that best reflects what States on
average do. Where necessary, adjustments may be required to improve the
comparability of State revenue bases. This can occur, for example, when one State
taxes transactions others do not. These differences in scope can affect revenue bases
constructed from the transaction data provided by SROs. If a State taxes a narrower
range of transactions, an adjustment may be required to estimate the transactions
that are missing from its data. If a State taxes a broader range of transactions, an
adjustment may be required to remove those transactions from its data. The
Commission seeks to make these adjustments in the simplest and most reliable way.
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43

44

45

46

47

° Where a majority of States apply duty to particular transactions, the
Commission imputes the missing transactions for States that do not.

° Where a minority of States apply duty to particular transactions, the
Commission removes those transactions from the data States provide.

The Commission considered making three adjustments. The first adjustment would
apply to Queensland, Western Australia and South Australia. Their legislation
captures a wider range of unit trusts than other States. The adjustment would
remove their additional transactions by reducing their revenue bases by 3%.” The
second adjustment would apply to States that have abolished duty on specific
property transactions. South Australia has abolished duty on non-residential
transactions and the ACT has abolished duty on commercial properties below

$1.5 million. The third adjustment would apply to Victoria in relation to its
off-the-plan concession.®

Three States commented on whether to make adjustments for differences in the
scope of conveyance duty. Two supported this approach, but Western Australia did
not. It believed State policy differences could be more effectively controlled through
effective rates of tax (that is implicitly) rather than through data adjustments. If
underlying revenue disabilities were used, any differences in the scope of
transactions would be reflected in higher or lower effective rates of tax and the
revenue a State actually collected. A State’s tax effort could be assessed by
comparing its effective rate of tax against a weighted average effective tax rate.

Western Australia’s approach of comparing a State’s effective rate of tax against a
weighted average rate of tax complements its proposal to measure revenue capacity
using States’ underlying revenue disabilities. However, the Commission intends to
assess revenue capacity using the value of property transferred. Therefore, if there
are differences in the scope of transactions being caught by State legislation,
adjustments may be required to improve the comparability of the transactions data
being provided by States.

South Australia and the ACT have confirmed they are able to provide transactions
data for those commercial transactions that no longer pay duty. As they will continue
to include these transactions in the data they provide, an adjustment is not required.

Victoria’s off-the-plan concession reduces a property’s dutiable value and thus the
duty payable. When the concession applies, the dutiable value is the purchase price
less any construction (or refurbishment) costs after the contract date.

New South Wales is concerned Victoria is reporting its off-the-plan transactions by
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The 3% figure was based on data provided by Western Australia and South Australia and reviewed by
consultants in the 2010 Review.

The size of the off-the-plan adjustment for Victoria was based on data provided in the 2010 Review.
Victoria provided 2000-01 data implying an adjustment of 2.65%. The Commission’s consultant
provided 2006-07 data implying an adjustment of 2.81%. The Commission decided on 2.75%.
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dutiable value rather than purchase price, which would reduce Victoria’s value of
transactions. The purpose of the off-the-plan adjustment is to address the lower
(dutiable) value reported by Victoria. If Victoria reported its transactions by purchase
price, there would be no need for the adjustment. The Commission does not have
information that would allow it to move Victoria’s off-the-plan transactions to
different value ranges as proposed by New South Wales. The Commission will work
with Victoria to determine whether it is able to provide its off-the-plan transactions
by purchase price. If so, the off-the-plan adjustment can be removed. If not, the
adjustment will remain in place.

48  Victoria has changed its legislation in relation to its off-the-plan concession. As a
consequence of its change, the concession will remain for owner occupiers but be
phased out for investors. Once that happens, an adjustment is likely to become
immaterial.’ Pending discussions with Victoria, the Commission intends to retain the
adjustment for the 2020 Review.

49 The Commission intends to continue to make policy adjustments to capture
differences in the scope of State transactions. It intends to make two adjustments.
The first is to remove the transactions caught by three States’ wider unit trust
provisions. The second is to capture the effect of Victoria’s off-the-plan concession.

Should foreign investor surcharges be separately assessed?

50 Six States impose a foreign investor surcharge on residential property. Currently,
these surcharges are differentially assessed with other property transactions. They
add to the revenue collected, increasing the effective rate of tax. Alternatively,
foreign investor surcharges could be assessed as a separate component.

51 Six States commented on this issue and they all supported continuing the
2015 Review approach. South Australia said a separate assessment would require
significant additional information. The current treatment captured the effect of
surcharges, without adding complexity to the assessment. The Northern Territory
said the issue should be revisited if a separate assessment of surcharges became
material in the future.

52  While State budget documents provide an indication of the revenue raised from
these surcharges, they do not provide details of the foreign investor property base.
The Commission would be unable to make a separate assessment without these data.
Based on the information available in State budgets, a separate assessment is unlikely
to be material compared with the current treatment.

An adjustment based on its concessions for owner occupiers would redistribute less than $10 per
capita.
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53

On both practicality and materiality grounds, the Commission does not intend to
undertake a separate assessment of foreign investor surcharges.

Should concessional rates of duty for first home owners be treated
as an expense?

54

55

56

57

States provide assistance to first home buyers in different ways. All States provide a
payment to first home owners (that is, a grant). In addition, six States provide
assistance by reducing the stamp duty first home owners have to pay (that is, they
offer a concessional rate of duty). In the 2015 Review, the Commission assessed both
forms of assistance in the same way to ensure a State’s method of provision did not
affect the way the assistance was treated. This was achieved by converting
concessional rates of duty into an expense (a ‘grant equivalent’)'%, combining it with
other first home owner grants and assessing them EPC in the First Home Owners
component of the Housing assessment.

Five States supported continuing this treatment in the 2020 Review.

New South Wales did not. It said, compared to other States, the decision to treat
concessional rates of duty as an expense imposed additional costs on its budget. The
treatment increased the conveyance revenue that was differentially assessed.
Therefore, States assessed to have above average revenue capacity

(New South Wales and Victoria in 2017-18) were assessed to have the capacity to
finance an above average amount of the expense. However, those expenses were
assessed EPC in the Housing category, meaning each State was given the capacity to
provide the average level of expense. New South Wales said the 2015 Review
approach led to a reduction in its GST, imposing an additional cost on its budget
compared to other States.

The Commission notes six States provide both concessional rates of duty and grants.
This suggests these States consider them to be different forms of assistance. For that
reason, the Commission proposes to also treat them differently. In addition, the
Commission notes the concerns raised by New South Wales that the 2015 Review
approach of treating concessional rates of duty like grants gives rise to negative GST
effects for some States.

The Commission intends to treat concessional rates of duty as a reduction in States’
effective rates of tax. This means they will be assessed in the revenue category in
which they are provided rather than assessing them as a ‘grant equivalent’ in the
relevant expense category.

10

This treatment increased both the revenue in the Stamp duty on conveyances category and the
expense in the Housing category.
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OTHER ISSUES CONSIDERED BY THE COMMISSION

58 There were a number of other issues considered by the Commission, largely in
response to concerns raised by States. These issues related to the method for
measuring existing disabilities or requests for new disabilities that were not included
in the 2015 Review assessment. The main reasons for not assessing certain disabilities
identified by States are:

. the conceptual case for a disability has not been established

) an assessment would not be material, that is, redistribute more than $35 per
capita for any State!!

) data are not available to make a reliable assessment.

Should all concessional rates of duty be treated as an expense?

59 Inthe 2015 Review, the Commission treated concessional rates of duty to first home
owners like a grant. This was done to ensure the same treatment of first home
owners’ assistance, regardless how States provided that assistance. The ACT said this
approach should be extended to all concessional rates of duties.

60 Given the Commission intends to treat concessional rates of duty for first home
owners differently to grants to first home owners, there is no reason to change the
treatment of other concessional rates of duty.

61 The Commission intends to treat concessional rates of duty as a reduction in States’
effective rates of tax. This means they will be assessed in the revenue category in
which they are provided.

REDISTRIBUTION FROM AN EPC ASSESSMENT

62 Table 6 shows the extent to which the assessment for this category differs from an
EPC assessment of conveyance duties. States with a positive redistribution are
assessed to have below average revenue raising capacity and States with a negative
redistribution are assessed to have above average revenue raising capacity. In per
capita terms, Western Australia, South Australia, Tasmania and the
Northern Territory experience the largest redistributions.

1n The Commission has set a materiality threshold for including a disability. The materiality test applies to

the total impact the disability has on the redistribution across all revenue or expense categories in
which it is assessed. To be included, a disability must redistribute more than $35 per capita away from
an EPC assessment for any State.
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Table 6 Redistribution from an EPC assessment, Stamp duty on conveyances,

2017-18
NSW Vic Qld WA SA Tas ACT NT Redist
$ million -2169  -948 1032 984 724 205 33 139 3117
$ per capita -274 -148 208 381 419 391 78 561 126
Note: The redistribution is the difference from an EPC assessment of category revenue.

Source: Commission calculation.

63 The main reasons for these redistributions are the differences between States in their
per capita value of property transferred and the proportion of their transactions in
higher value ranges.

64 The main reasons for the redistributions for each State are:

. the per capita value of property transferred in New South Wales exceeded the
national average and proportionally more of its transactions were in higher
value ranges

° the per capita value of property transferred in Victoria exceeded the national
average, but proportionally less of its transactions were in higher value ranges

° the per capita value of property transferred in the remaining States was less
than the national average and proportionally less of their transactions were in
higher value ranges.

65 Table 7 provides a summary of the main disabilities contributing to the redistribution
from an EPC assessment for this category.

Table 7 Major reasons for the redistribution, Stamp duty on conveyances, 2017-18

NSW Vic Qld WA SA Tas ACT NT Redist
Sm Sm Sm Sm Sm Sm Sm Sm Sm

Value of taxable land holdings -1 543 -838 611 874 599 158 6 133 2381
Differences in scope of
transactions 0 -168 105 38 25 0 0 0 168
Value distribution adjustment -627 58 317 73 101 47 26 5 627
Total -2 169 -948 1032 984 724 205 33 139 3117
Note: The redistributions from an EPC assessment are illustrative. Disabilities may not add due to
rounding.

Source: Commission calculation.

UPDATING THE ASSESSMENT

66 Asrequired by the terms of reference, the Commission will incorporate the latest
available data in the assessment during the annual updates. This will allow the
assessment to reflect changes in State circumstances. States’ SRO data on revenue
collected and value of property transferred by value range will be updated annually.
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OUTSTANDING ISSUES

67 From the Commission’s perspective, there is one outstanding issue for this
assessment, namely the size of the two adjustments for differences in the scope of
transactions:

) the unit trust adjustment for Queensland, Western Australia and
South Australia

. the off-the-plan adjustment for Victoria.

68 The Commission is seeking State views and any data or analysis that can assist it
determine the size of these adjustments for the 2020 Review.

FURTHER CONSULTATION

69 Before the release of the final report by 28 February 2020, there will be opportunities
for consultation on this assessment. For further information about this category,
please contact Dermot Doherty at Dermot.Doherty@cgc.gov.au.
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ATTACHMENT 6

INSURANCE TAX

Summary of proposed changes to the 2015 Review methodology

° Revenue from fire and emergency levies (FESLs) on insurance has been
moved from this category and offset against Other expenses.

° Revenue from workers’ compensation duty is included in the category and
assessed using the general insurance premiums. In the 2015 Review, it was
assessed equal per capita (EPC) in the Other revenue category.

° The capacity measure no longer includes:

- premiums paid to public insurers

- premiums paid to private insurers for compulsory third party (CTP)

motor vehicle insurance.

1 This attachment contains the Commission’s draft proposals for the Insurance tax
category following consultation with the Commonwealth and States.

REVENUE OVERVIEW

2 States raised $5.3 billion in insurance tax in 2017-18, representing 4.2% of total State

own-source revenue (Table 1).

Table 1 Insurance tax by State, 2017-18
NSW Vic Qld WA SA Tas ACT NT  Total
Total revenue (Sm) 1773 1299 944 645 460 92 43 46 5301
Total revenue ($pc) 224 203 190 250 266 175 104 185 214
Proportion of own-source
revenue (%) 4.2 4.6 3.7 3.7 6.9 5.0 1.7 3.2 4.2
Note: As of 1 July 2016, the ACT has abolished insurance tax. Its remaining insurance related revenue is

its Ambulance Levy.

Source: Commission calculation using State budget data.



3 The category excludes revenue from insurance based fire and emergency services
levies (FESLs), which are offset against Other expenses (refer to the discussion in
Attachment 9 — Other revenue).

4 Table 2 shows the insurance tax share of own-source revenue from 2014-15 to

2017-18.
Table 2 Insurance tax, 2014-15 to 2017-18
2014-15 2015-16 2016-17 2017-18
Total revenue (Sm) 4 803 4932 5139 5301
Proportion of own source revenue (%) 4.4 4.3 4.3 4.2

Source: Commission calculation using ABS Government Finance Statistics (GFS) and State budget data.

State role

5 States impose insurance tax (also known as insurance duty) on various insurance
products. The tax is imposed on three broad types of insurance:

) general insurance, including home and contents, motor vehicle, fire, public and
product liability, and professional indemnity

° compulsory third party (CTP) motor vehicle insurance

° life insurance.

6 Insurance tax is generally levied on insurance companies but passed on to consumers.

Commonwealth role

7 The Commonwealth has no role in the imposition of insurance tax. However, it
imposes income tax on insurance companies, including in relation to income earned
by non-resident insurers for insured risks in Australia.

CATEGORY STRUCTURE

8 This category has no components. Table 3 shows the capacity measure (revenue
disability) that apply to the Insurance tax assessment.
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Table 3

Category structure, Insurance tax, 2017-18

Component

Component Capacity measure

revenue (revenue disability) Influence measured by disability

Insurance tax

Sm
5301 Value of total general insurance Recognises that States with a
premiums paid to private sector greater level of insured risk, as
insurers, excluding premiums  measured by total premiums for
for workers’ compensation and taxable forms of insurance, have
CTP insurance. greater revenue capacity.

Source: Commission calculation using budget data.

Category and component revenue

9 The main data sources for calculating category revenue are ABS GFS and State budget

data.l

ASSESSMENT APPROACH

10 States impose duties on three main types of insurance in the following ways.

General insurance. All States except the ACT? impose a fixed rate of duty on
premiums for general insurance (such as home and contents, motor vehicle,
fire, public and product liability, and professional indemnity insurance). The
rate varies between 9% and 11%. Three States (New South Wales, Queensland
and Tasmania) apply concessional rates to certain classes of general insurance.
Some classes of general insurance are exempt in one or more States.

CTP motor vehicle insurance. Victoria and Western Australia impose a
single rate of duty on CTP premiums, while Queensland, South Australia and
Tasmania impose a flat fee.> New South Wales, the ACT and the

Northern Territory do not tax CTP insurance.

Life insurance. Three States impose duty on the sum insured. South Australia
imposes duty on the annual premiums. Victoria, Western Australia, the ACT and
the Northern Territory do not impose duty.*

1 Unless

otherwise stated, category and component revenue for the first two assessment years are

sourced from ABS GFS. States provide data for the most recent assessment year because GFS data are
not available.

2 The ACT abolished general insurance duty from 1 July 2016.

3 CTP premiums were exempt from duty in Tasmania, but a flat fee was imposed on the issuance of the
certificate. Victoria and Western Australia taxed CTP insurance at the same rate as general insurance.

4 Two St

ates have abolished life insurance duty since the 2015 Review: the ACT from 1 July 2016 and the

Northern Territory from 1 July 2015.
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Capacity measure (revenue disability)

11 The capacity measure is the total general insurance premiums paid to private sector
insurers, excluding premiums for workers’ compensation and CTP insurance.

Data and method

12  Revenue capacity is assessed using data from the Australian Prudential Regulation
Authority (APRA) on the total general insurance premiums paid to private insurers on
insured risks in each State.”

13  APRA cannot provide life insurance data by State. Life insurance premiums are,
therefore, not included in the capacity measure.

14  Revenue from life insurance duties are not easily removed from the category and
available data suggest they represent less than 5% of insurance tax revenue. On
practicality grounds, the Commission leaves life insurance duties in the category and
assesses it using general insurance premiums.

Adjustments to the capacity measure

15 Three additional adjustments are made to the APRA premiums data.

° Insurance based FESLs revenue is included in APRA’s premium data. It has been
removed so as not to overstate the capacities of New South Wales and
Tasmania to raise insurance tax.

° Privately underwritten workers’ compensation premiums have been removed
as they are only taxed by one State but represent a large proportion of total
premiums across all States. Including workers’ compensation premiums would
misrepresent States’ relative capacities to raise insurance tax.

. Privately underwritten CTP premiums have been removed as they are
significantly policy influenced.

5 The APRA data cover general insurers in the private sector. They are insurers regulated by APRA. The
data does not include premiums for reinsurance or private health insurance, which are not liable for
insurance tax in any State.
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CATEGORY CALCULATIONS

16  Table 4 shows the derivation of the revenue base for the category in 2017-18.

Table 4 Derivation of revenue base, Insurance tax, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total

Sm Sm Sm Sm Sm Sm Sm Sm Sm

Premiums — APRA 14371 7628 7353 4093 2983 729 805 495 38456
Less insurance based FESLs -794 0 0 0 0 -18 0 0 -812

Less workers’ compensation
premiums (privately

underwritten) -193 -11 -3 -881 -14 -167 -186 -153 -1607
Less CTP premiums

(privately underwritten) -2328 0 -994 0 -374 0 -149 0 -3845
Revenue base 11056 7617 6356 3212 2596 544 470 342 32192

Source: Premiums data from APRA. FESL data provided by States.

17 Table 5 shows the calculation of assessed revenue for each State in 2017-18.

Table 5 lllustrative category assessment, Insurance tax, 2017-18

NSW Vic ald WA SA  Tas ACT NT Total
Actual revenue (Sm) 1773 1299 944 645 460 92 43 46 5301
Revenue base (Sb) 11 056 7617 6356 3212 2596 544 470 342 32192
Assessed revenue (Sm) 1821 1254 1047 529 427 90 77 56 5301
Assessed revenue ($pc) 230 196 211 205 247 171 186 228 214

Source: Commission calculation.

ASSESSMENT ISSUES

18 The 2015 Review assessments provided the starting point for the 2020 Review. In
December 2017, Commission staff released a draft assessment paper setting out staff
proposals for the Insurance tax category. States provided submissions on the
proposals. The staff proposals and State submissions are available on the
Commission website, (https://cgc.gov.au).

19 The main assessment issues for the category were the treatment of:
. insurance based FESLs
° duty on workers’ compensation insurance

° CTP insurance premiumes.
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20

The following sections discuss the main issues for the Insurance tax category,
including State views.®

Insurance based FESLs

21

22

23

24

Two States (New South Wales and Tasmania) levy insurance based FESLs. The other
States impose FESLs on property or motor vehicles.” In the 2015 Review, insurance
based FESLs were assessed in the Insurance tax category, since the Commission
considered they were raised on a similar basis to other insurance taxes.

Most States supported an assessment of insurance based FESLs in the Insurance tax
category.® South Australia said that approach correctly considered the underlying
nature of FESLs and better captured States’ capacities to generate FESLs revenue. The
ACT said including insurance based FESLs in the category reflected ‘what States do’,
was consistent with the Commission’s approach to average policy, and made the
assessment transparent. The Northern Territory said the alternative — a joint
assessment of FESLs on insurance, land and motor vehicles — may not satisfy
simplicity and materiality objectives.

In contrast, New South Wales argued that the Commission should classify FESLs as
user charges and assess them on an equal per capita (EPC) basis. While it
acknowledged that FESLs are taxes according to the strict definition®, it said they
share many characteristics with user charges. Specifically, it said that the amount of
revenue raised largely depended on what States expected to spend on fire and
emergency services. It said that FESLs were the only tax where the rate of tax was
‘back solved’ to achieve a pre-determined level of revenue.

The Commission intends to treat insurance based FESLs as user charges, since the
level of FESLs revenue depends on a State’s costs of providing emergency services,
rather than its taxable insurance tax capacities. Therefore, the Commission intends to
remove insurance based FESLs from this category and offset them against emergency
services expenses in the Other expenses category (refer to the discussion in
Attachment 9 — Other revenue).

Attachment 6 — Insurance tax

State submissions often include significant detail and supporting evidence. In this attachment, we
respond to the arguments and evidence States presented in their submissions. For the full detail of
State submissions, see the Commission website, (https://cgc.gov.au).

The exception is the Northern Territory which funds its emergency services out of general revenue.
Most States supported assessing FESLs on insurance, land and motor vehicles in their respective
revenue categories. New South Wales and Victoria did not. Victoria supported the inclusion of
insurance based FESLs in Insurance tax, but argued that property based FESLs should be treated as a
user charge and assessed EPC.

FESLs are taxes since they involve no direct link between what people pay and the service they receive.
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Workers’ compensation duty

25

26

27

28

29

Only Queensland imposes duty on workers’ compensation'® and it does so at a
concessional rate of 5%.!! Data for 2017-18 indicate that workers’ compensation
premiums represented about 18% of total general insurance premiums, but the duty
raised on those premiums represented only about 2% of total insurance tax revenue.
The small amount of revenue raised means that a separate assessment of workers’
compensation duty using workers’ compensation premiums is not material at the $35
per capita threshold.

New South Wales said the level of workers’ compensation premiums in each State
reflected government policies on the level of benefits and the institutional structure
of the sector. South Australia argued that workers’ compensation insurance, a
statutory obligation on employers’ payrolls, was different from most other forms of
general insurance. The New South Wales concern principally relates to the degree of
policy influence on workers’ compensation premiums.

The Commission observes that the distribution across States of workers’
compensation premiums is sufficiently different from the distribution of other
general insurance premiums, and that including total workers’ compensation
premiums with other general insurance premiums produces a materially different
assessment outcome (compared with using general insurance premiums only).
Therefore, the Commission considers that an assessment using the combined
premiums is likely to misrepresent States’ capacities to raise insurance tax. The
Commission intends to continue to exclude workers’ compensation premiums from
the revenue base.'?

There is a separate question about the treatment of workers’ compensation duty. The
Commission has two options for treating workers’ compensation duty. It could leave
that revenue in the category and assess it using general insurance premiums
(excluding workers’” compensation premiums). Alternatively, it could remove the
revenue from the category and assess it EPC in the Other revenue category (as it did
in the 2015 Review).

Given the immateriality of a separate assessment of workers’ compensation duty, on
practicality grounds, the Commission intends to leave this revenue in the Insurance
tax category®® and assess it using general insurance premiums (excluding workers’
compensation).

10

11
12
13

South Australia has a provision in its legislation for imposition of duty in relation to workers’
compensation for employees over the age of 25, but its public workers’ compensation provider is
exempt from duty under its own legislation.

Queensland applied a tax rate of 9% to most classes of general insurance in 2017-18.

This includes premiums for privately and publicly underwritten workers’ compensation insurance.
Tax revenue raised on workers’ compensation insurance is included with insurance tax in GFS.
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30

Most States supported this approach. Queensland and Western Australia said it
would not make a material difference but would simplify the assessment. The ACT
said the change would better reflect what States do. The Northern Territory said that
combining revenues raised on the same basis in the same category was consistent
with the Commission’s approach to average policy.

Duty on CTP insurance

31

32

33

34

35

36

37

CTP insurance is required for every vehicle registered in Australia. CTP insurance is
publicly underwritten in four States and privately underwritten, with a choice of
insurer, in the remaining four.

Five States impose duty on CTP insurance premiums and three do not. In the
2015 Review, the Commission included revenue from CTP duty in the category and
total CTP insurance premiums in its capacity measure.

CTP insurance duty cannot be reliably separated from other insurance tax revenue in
GFS.'* Partial data for three States suggest that the total revenue collected is likely to
be at most $350 million (compared to total insurance tax revenue of $5.3 billion).
Based on this figure, a separate assessment of duty on CTP insurance is unlikely to be
material. On practicality and materiality grounds, the Commission intends to leave
revenue from CTP duty in the category.

The further question is whether CTP premiums should be included in its capacity
measure.

In this review, New South Wales argued that CTP insurance premiums should be
removed from the capacity measure. It said those premiums were affected by policy
differences unrelated to underlying taxable capacity, including private or public
underwriting, levels of coverage and benefits, and differences in claims management.
In addition, New South Wales argued that tax revenue collected on CTP premiums
should be assessed on an EPC basis. No other State commented on CTP insurance.

Total CTP premiums paid in a State depend not only on the level of premiums, but on
the number of vehicles registered, which States do not directly control. Nevertheless,
the Commission accepts States have a significant degree of policy control over the
level of CTP insurance premiums. For instance, premiums for both publicly and
privately underwritten schemes are generally subject to approval by a State
regulator. The level of premiums usually depends on characteristics of the vehicle and
the driver, but typically regulators set maximum rates for the assumptions. Regulated
prices for private insurers typically allow a reasonable profit.

To the extent that total CTP premiums are policy influenced, removing those
premiums would improve the policy neutrality of the assessment. It would also be

14
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consistent with the treatment of workers’ compensation duty, where the duty is left
in the category and assessed using general insurance premiums. The Commission
intends to exclude total premiums paid to public and private insurers for CTP
insurance.®

38 The removal of publicly underwritten CTP premiums, together with the exclusion of
workers’ compensation premiums, means that the only remaining public insurer
premiums in this assessment’s capacity measure will be those relating to builders’
warranty insurance (BWI) in the three States that have public BWI schemes (New
South Wales, Victoria and Queensland). Similarly to CTP insurance and workers’
compensation, total premiums raised for BWI are significantly affected by differences
in State policies.’® Therefore, the Commission intends also to exclude those
premiums from its capacity measure.

39 The Commission intends to exclude total premiums paid to public insurers from the
revenue base and to assess insurance tax revenue using the general insurance
premiums paid to private sector insurers excluding premiums for workers’
compensation and CTP insurance. This does not result in a materially different
outcome from the 2015 Review.

OTHER ISSUES CONSIDERED BY THE COMMISSION

40 There were a number of other issues considered by the Commission, largely in
response to concerns raised by States. These issues related to the method for
measuring existing disabilities or requests for new disabilities that were not included
in the 2015 Review assessment. The main reasons for not assessing certain disabilities
identified by States are:

° the conceptual case for a disability has not been established

° an assessment would not be material, that is, redistribute more than $35 per
capita for any State!’

° data are not available to make a reliable assessment.

1 Total CTP premiums paid to private insurers are separately identified in the APRA data and can be

readily removed from the revenue base. Total CTP premiums paid to public insurers would no longer
need to be added to the APRA data.

Three States have publicly underwritten schemes, three require privately underwritten insurance for
building works above a certain value and two have no legal requirement for BWI. The total premiums
collected for privately underwritten BWI are likely to be relatively small.

The Commission has set a materiality threshold for including a disability. The materiality test applies to
the total impact the disability has on the redistribution across all revenue or expense categories in
which it is assessed. To be included, a disability assessment must redistribute more than $35 per capita
away from an equal per capita assessment for any State.

16

17
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REDISTRIBUTION FROM AN EPC ASSESSMENT

41 Table 6 shows the extent to which the assessment for this category differs from an
EPC assessment of Insurance tax. States with a positive redistribution are assessed to
have below average revenue raising capacity and States with a negative redistribution
are assessed to have above average revenue raising capacity. In per capita terms,
South Australia and Tasmania experience the largest redistributions.

Table 6 Redistribution from an EPC assessment, Insurance tax, 2017-18
NSW Vic Qld WA SA Tas ACT NT Redist
S million -125 112 16 24 -58 23 12 -4 186
$ per capita -16 18 3 9 -33 43 28 -14 8
Note: The redistribution is the difference from an EPC assessment of category revenue.

Source: Commission calculation.

42 The main reasons for these redistributions are the differences between States in their
assessed per capita taxable private sector insurance premiums.

43 Table 7 shows the assessed per capita private sector insurance premiums.

Table 7 Assessed per capita private sector insurance premiums, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total

Assessed insurance
premiums ($pc) 1396 1193 1281 1243 1502 1036 1128 138 1300

UPDATING THE ASSESSMENT

44  Asrequired by the terms of reference, the Commission will incorporate the latest
available data in the assessment during the annual updates. This will allow the
assessment to reflect changes in State circumstances. APRA data on the value of total
taxable premiums by State will be updated annually.

OUTSTANDING ISSUES

45 From the Commission’s perspective, there are no outstanding issues for this
assessment.
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FURTHER CONSULTATION

46

Before the release of the final report by 28 February 2020, there will be opportunities
for consultation on this assessment. For further information about this category,
please contact Morgan Moa on morgan.moa@cgc.gov.au.
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ATTACHMENT 7

MOTOR TAXES

Summary of proposed changes to the 2015 Review methodology

° The split of light and heavy vehicle registration fees has been updated.

1 This attachment contains the Commission’s draft proposals for the Motor taxes
category following consultation with the Commonwealth and States.

REVENUE OVERVIEW

2 States raised $7.9 billion in motor tax revenues in 2017-18, representing 6.3% of total
own-source revenue (see Table 1). The category includes revenue from annual
registration fees and associated charges levied by States on vehicle owners, or
collected by the Commonwealth? and passed to States.

Table 1 Motor taxes by State, 2017-18

NSW Vic Qld WA SA Tas  ACT NT  Total
Total revenue (Sm) 2774 1551 1776 1008 469 145 134 52 7910
Total revenue ($pc) 350 243 358 390 271 277 323 211 319

Proportion of total own-source

revenue (%) 6.5 5.5 6.9 5.7 7.1 7.9 5.2 3.6 6.3

Source: Commission calculation using State budget data.

3

The category excludes revenue from stamp duty collected on compulsory third party
motor vehicle insurance, stamp duty on the transfer of motor vehicle ownership and
from driver licence and permit fees. The former is assessed in the Insurance tax
category and the other revenue streams are assessed in the Other revenue category.?

The Federal Interstate Registration Scheme is an alternative to State based registration for heavy
vehicles. The revenue is collected by the Commonwealth and passed to States.

Consistent with the treatment of Fire and Emergency Services Levies (FESLs) in the Land tax and
Insurance categories, revenue from FESLs imposed on motor vehicles should be offset against Other
expenses (refer to the discussion in Attachment 9 — Other revenue). However, the amounts are too
small (less than $10 million) for the adjustment to be material. Therefore, the revenue from FESLs
imposed on motor vehicles are assessed in this category.



4 Table 2 shows Motor taxes as a share of total own-source revenue from 2014-15 to

2017-18.
Table 2 Motor taxes, 2014-15 to 2017-18
2014-15 2015-16 2016-17 2017-18
Total revenue (Sm) 7 005 7 290 7561 7910
Proportion of total own-source revenue (%) 6.4 6.4 6.3 6.3

Source: Commission calculation using ABS Government Finance Statistics (GFS) and State budget data.

State role

5 Motor vehicle registrations are a State responsibility. States impose annual fees and
charges to register vehicles.

6 State governments may provide concessions to vehicle owners, including rebates on
or exemptions from motor vehicle registration fees and charges.

Commonwealth role

7 The National Transport Commission (NTC) sets heavy vehicle charges with the aim of
recovering heavy vehicle related expenditure on roads. The charges are a
combination of annual registration charges and fuel based user charges. States collect
the registration charges and the Commonwealth collects the fuel based user charges.

8 The Commonwealth also imposes a luxury tax on imported vehicles. A tax of 33%
applies to the value of a car above a luxury car tax threshold (currently $66 331).

9 The Commonwealth established the Federal Interstate Registration Scheme (FIRS) as
an alternative to State based registration for heavy vehicles weighing more than
4.5 tonnes. The Commonwealth passed the registration fees it collected to States via
the Interstate road transport National Partnership Payment (NPP). The
Commonwealth intends to close the FIRS scheme. The scheme was closed to new
entrants from 1 July 2018 and will cease on 30 June 2019. State transport authorities
in participating States will manage, administer and collect revenue from National
Heavy Vehicle registration plates. Operators with vehicles garaged in
Western Australia or the Northern Territory will move onto a State registration plate.
Payments under the Interstate road transport NPP ceased in 2017-18 (although some
residual amounts continued until 30 September 2018).

10 Table 3 shows the only Commonwealth payment included in the category in 2017-18.
It was included in the heavy vehicle registration fees and charges component.
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Table 3 Commonwealth payments to the States for the Interstate road transport
NPP, 2017-18

NSW Vic Qld WA SA Tas  ACT NT Total

Interstate road transport NPP (Sm) 32 19 7 3 8 0 0 0 69

Interstate road transport NPP (Spc) 4 3 1 1 5 1 1 1 3
Source: Commonwealth Final Budget Outcome, 2017-18.

CATEGORY STRUCTURE

11 The assessment of the Motor taxes category is undertaken in two components:

° light vehicle registration fees and charges?

° heavy vehicle registration fees and charges.
12 Components allow different disability assessments to apply to different revenues.
13 Table 4 shows the category’s assessment structure, the size of each component and

the capacity measures (revenue disabilities) that apply.

Table 4 Category structure, Motor taxes, 2017-18

Component Capacity measure

C t A Infl d

omponen revenue (revenue disability) ntiuence measure
Sm

Light vehicle registration 6273 Number of light vehicles Recognises that States with greater

fees and charges numbers of light vehicles have
greater revenue capacity.

Heavy vehicle registration 1637 Number of heavy vehicles Recognises that States with greater

fees and charges numbers of heavy vehicles have

greater revenue capacity.

Source: Commission calculation using State budget data.

Category and component revenue

14  The main data sources for calculating category and component revenue are GFS and
State budget data.* States also provided revenue data to split annual registration fees
between light vehicles and heavy vehicles. Revenue on the Interstate roads transport
NPP was sourced from Commonwealth budget documents® and was included in the
heavy vehicle registration fees and charges component.

Light vehicles are vehicles with a gross vehicle mass of up to 4.5 tonnes. Heavy vehicles are vehicles
with a gross vehicle mass in excess of 4.5 tonnes.

Unless otherwise stated, category and component revenue for the first two assessment years are
sourced from GFS. States provide data for the most recent assessment year because GFS data are not
available.

Commonwealth Final Budget Outcome, 2017-18
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ASSESSMENT APPROACH

Light vehicle registration fees and charges

15 Revenue for this component includes light vehicle registration fees that are colle
annually, including number plate fees, inspection fees, administration or recordi
fees and road safety levies.

cted
ng

16  States provided data to allow the Commission to split total vehicle registration fees

and charges between light and heavy vehicles.

Capacity measure (revenue disability)

17  State light vehicle registration fees vary by vehicle weight, engine capacity and
vehicle use. The Commission does not seek to adjust for the complexity of these
differences.

18 The greater the number of light vehicles registered in a State, the greater its cap

acity

to raise revenue. Therefore, the capacity measure for this component is the number

of light vehicles registered in each State.

Data and method

19 The Commission obtains the number of light vehicles from the ABS’ Motor Vehicle
Census publication.® The capacity measure is the number of passenger vehicles and
the number of light commercial vehicles. These vehicles account for 94%” of light

vehicle registrations.

Component calculations

20 Table 5 shows the calculation of assessed revenue for the component in 2017-18.

Table 5 lllustrative component assessment, light vehicle registration fees and
charges component, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total

Actual revenue ($m) 2194 1226 1416 804 368 116 107 41 6273
Number of light

vehicles ('000) 5153 4541 3662 1991 1303 437 285 145 17518
Assessed revenue (Sm) 1845 1626 1311 713 467 156 102 52 6273
Assessed revenue (Spc) 233 255 264 276 270 298 245 210 253
Note: A State’s assessed revenue equals total actual revenue multiplied by that State’s share of light

vehicles.

Source: Commission calculation using data from ABS, Motor vehicle Census, Australia, cat. No. 9309.0.
6 ABS, Motor Vehicle Census, cat. no. 9309.0, various issues.
7 The remaining 6% relate to motor cycles (4.6%), light rigid trucks (0.8%) and campervans (0.4%).
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Heavy vehicle registration fees and charges

21 Revenue for this component includes heavy vehicle registration fees that are
collected annually, including number plate fees, inspection fees, administration or
recording fees and road safety levies. It also includes revenue from the Federal
Interstate Registration Scheme that is collected by the Commonwealth and paid to
States.

Capacity measure (revenue disability)

22 The National Heavy Vehicle Charging Regime sets the heavy vehicle registration rates
States are to apply. The rates vary by vehicle weight, number of axles, body type and
trailer use. The Commission does not seek to adjust for the complexity of these
differences.

23 The greater the number of heavy vehicles registered in a State, the greater its
capacity to raise revenue. Therefore, the capacity measure for this component is the
number of heavy vehicles registered in each State.

Data and method

24 The Commission obtains the number of heavy vehicles from the ABS’ Motor Vehicle
Census publication. The capacity measure is the number of heavy rigid trucks and the
number of articulated trucks. These vehicles account for 78%8 of heavy vehicle
registrations.

Component calculations
25 Table 6 shows the calculation of assessed revenue for the component in 2017-18.

Table 6 lllustrative component assessment, heavy vehicle registration fees and
charges component, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total

Actual revenue ($m) 580 325 361 204 100 29 27 11 1637
Number of heavy
vehicles ('000) 121 112 96 69 32 11 2 6 448
Assessed revenue (Sm) 442 409 351 251 116 41 7 21 1637
Assessed revenue ($pc) 56 64 71 97 67 78 16 87 66
Note: A State’s assessed revenue equals total actual revenue multiplied by that State’s share of heavy
vehicles.

Source: Commission calculation using data from ABS, Motor vehicle Census, Australia, cat. no. 9309.0.

8 The remaining 22% relate to buses (17.3%) and non-freight carrying vehicles (4.2%).
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CATEGORY CALCULATIONS

26  Table 7 brings the assessed revenue for each component together to derive the total
assessed revenue for each State for the category.
Table 7 lllustrative category assessment, Motor taxes, 2017-18

NSW Vic Qld WA SA Tas ACT NT Total

Spc Spc Spc Spc Spc Spc Spc Spc Spc
Light vehicle registration fees
and charges 233 255 264 276 270 298 245 210 253
Heavy vehicle registration
fees and charges 56 64 71 97 67 78 16 87 66
Total assessed revenue 289 319 335 373 337 376 261 297 319

Source: Commission calculation.

ASSESSMENT ISSUES

27

28

29
30

The 2015 Review assessments provided the starting point for the 2020 Review. In
April 2018, Commission staff released a draft assessment paper setting out staff
proposals for the Motor taxes category. States provided submissions on the
proposals. The staff proposals and State submissions are available on the
Commission website, (https://cgc.gov.au).

The main assessment issues for the category were:

° should the split of annual registration fees and charges between light and heavy
vehicles be updated

° whether the value of concessional rates of motor vehicle taxes should be
treated as a concession in the Welfare category?

Generally, States supported investigating each assessment issue.

The following sections discuss the main issues for the Motor taxes category, including
State views.?

Updating the split of light and heavy vehicle registration fees

31

The 2015 Review split of registration fees between light and heavy vehicles was based
on 2009 Update data — the last time the Commission assessed these revenues in
separate categories. The Commission collected State data to update the split.
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32  Five States commented on the proposal. They supported the proposal to update the
split.

33 Most States provided data. Their data suggested the light vehicle proportion of total
registration fees (82.9%) was largely unchanged from the 2009 Update figure (82.3%).

34 Given small changes in the proportion are not material, the Commission intends to
round the split to 80% for light vehicles and 20% for heavy vehicles for the duration of
the 2020 Review.

An adjustment for concessional rates of motor vehicle taxes

35 Currently, registration fee revenues are net of concessions. Any motor vehicle
concessions provided by States reduce the revenue collected and, therefore, the
effective rate of tax. The Commission investigated whether motor vehicle concessions
should be treated as an expense (a ‘grant equivalent’) and be combined with other
concessions in the Welfare category.

36 Only Victoria and the ACT commented on the proposal and both supported
investigating the treatment of concessional rates of tax. The ACT considered
concessional rates of duty to be expenses rather than foregone taxes.

37 The concessional rates of tax offered by States vary considerably. AlImost all offer a
concessional rate to a person with a pension concession card (whether provided by
Centrelink, the Department of Human Services or the Department of Veterans’
Affairs) and to primary producers. However, States offer a range of other
concessional rates including for vehicles modified to support wheelchair transport,
for Carer’s Allowance recipients, for environmentally friendly vehicles, for charitable,
benevolent or religious institutions and for specific geographic regions. For the
Commission to treat these concessional rates as expenses, it would require
information on the amount of the concessional rate and to whom it was provided.
The Commission does not currently collect this information.

38 State budget documents indicate the biggest concessional rate of duty (5450 million)
is provided to pensioner concession card holders. The Commission tested the
materiality of an adjustment by adding this amount to the concessions component of
Welfare. Compared with its assessment in the Motor taxes category, this adjustment
would have changed States’ revenue capacities by less than the $10 per capita data
materiality threshold.

39 Asdiscussed in Attachment 5 — Stamp duty on conveyances, the Commission intends
to treat concessional rates of duty as a reduction in States’ effective rates of tax. This
means they will be assessed in the revenue category in which they are provided
rather than assessing them as an expense in the Welfare category.
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OTHER ISSUES CONSIDERED BY THE COMMISSION

40 No other issues were raised by States.

REDISTRIBUTION FROM AN EPC ASSESSMENT

41 Table 8 shows the extent to which the assessment for this category differs from an

equal per capita (EPC) assessment of motor tax revenue. States with a positive

redistribution are assessed to have below average revenue raising capacity and States
with a negative redistribution are assessed to have above average revenue raising
capacity. In per capita terms, Western Australia, Tasmania and the ACT experience

the largest redistributions.

Table 8 Redistribution from an EPC assessment, Motor taxes, 2017-18

NSW Vic Qld WA SA Tas ACT NT Redist
S million 243 4 -77 -139 -31 -30 24 5 277
$ per capita 31 1 -16 -54 -18 -57 59 22 11
Note: The redistribution is the difference from an EPC assessment of category revenue.

Source: Commission calculation.

42 The main reasons for these redistributions are the differences between States in their

per capita number of vehicles and their per capita value of vehicles transferred.

43  The main reasons for the redistributions for each State are:

° the per capita number of heavy and light vehicles in New South Wales and the

ACT was less than the national average

° the per capita number of heavy vehicles in Victoria was less than the national

average, but the per capita number of light vehicles exceeded the national

average

° the per capita number of heavy and light vehicles in Queensland,

Western Australia, South Australia and Tasmania exceeded the national average

° the per capita number of light vehicles in the Northern Territory was less than
the national average, but the per capita number of heavy vehicles exceeded the

national average.

44  Table 9 provides a summary of the main disabilities contributing to the redistribution

from an EPC assessment for this category.
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Table 9 Major reasons for the redistribution, Motor taxes, 2017-18
NSW Vic Qld WA SA Tas ACT NT Redist
Sm Sm Sm Sm Sm Sm Sm Sm Sm
Light vehicles 161 -9 -55 -59 -29 -24 3 11 175
Heavy vehicles 82 14 -23 -81 -2 -6 21 -5 117
Total 243 4 -77 -139 -31 -30 24 5 277
Note: The redistributions from an EPC assessment are illustrative. Disabilities may not add due to
rounding.

Source: Commission calculation.

UPDATING THE ASSESSMENT

45  Asrequired by the terms of reference, the Commission will incorporate the latest

available data in the assessment during the annual updates. This will allow the

assessment to reflect changing State circumstances.

° The following data will be updated annually:

- the number of light vehicles

- the number of heavy vehicles.

° Some assessment data will not be updated as they are not readily available on

an annual basis, or remain stable over time. The Commission will not be
updating the split of registration fees and charges between light and heavy

vehicles.

OUTSTANDING ISSUES

46  From the Commission’s perspective, there are no outstanding issues for this

assessment.

FURTHER CONSULTATION

47 Before the release of the final report by 28 February 2020, there will be opportunities

for consultation on this assessment. For further information about this category,
please contact Dermot Doherty at Dermot.Doherty@cgc.gov.au.
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ATTACHMENT 8

MINING REVENUE

Summary of proposed changes to the 2015 Review methodology

The Mining revenue assessment methodology is unchanged from the
2015 Review.

- Minor proposed changes in its application reflect market developments
for individual minerals.

The category excludes Commonwealth payments to Western Australia and
the Northern Territory under revenue sharing agreements. They are assessed
actual per capita with other Commonwealth payments. In the 2015 Review,
they were assessed actual per capita in this category.

Nickel royalties are assessed in the other minerals component. In the
2015 Review, they were separately assessed.

Lithium royalties will be separately assessed if it becomes material to do so.
Until then, they will be assessed in the other minerals component, as they
were in the 2015 Review.

1 This attachment contains the Commission’s draft proposals for the Mining revenue
category following consultation with the Commonwealth and States.

REVENUE OVERVIEW

2 States raised $12.0 billion in mining revenue in 2017-18, representing 9.5% of total
own-source revenue (see Table 1). The table shows royalties are concentrated in
three States — New South Wales (14.8%), Queensland (36.0%) and
Western Australia (43.3%). This reflects the dominance of coal and iron ore royalties.



Table 1 Mining revenue by State, 2017-18

NSW Vic Qld WA SA Tas ACT NT  Total

Total revenue ($m) 1763 102 4297 5171 237 41 0 341 11951
Total revenue (Spc) 223 16 866 2002 137 79 0 1380 482
Proportion of total own source

revenue (%) 4.2 0.4 16.8 29.4 3.6 2.2 0.0 23.6 9.5

Source: Commission calculation using State budget data.

3 The category includes State royalties, but excludes payments received by States
under revenue sharing agreements with the Commonwealth. Western Australia
receives two payments and the Northern Territory one.! These payments are treated
as Commonwealth payments.?

4 Table 2 shows Mining revenue as a share of total own-source revenue from 2014-15

to 2017-18.
Table 2 Mining revenue, 2014-15 to 2017-18
2014-15 2015-16 2016-17 2017-18
Total revenue (Sm) 8 405 7923 11230 11951
Proportion of total own-source revenue (%) 7.7 6.9 9.4 9.5

Source: Commission calculation using ABS Government Finance Statistics (GFS) and State budget data.

State role

5 The Commonwealth and States both impose royalties. The Commonwealth and
Western Australia share revenues in relation to the Barrow Island and the
North West Shelf (NWS) projects. The Commonwealth and the Northern Territory
share revenues in relation to uranium.

6 States own most minerals located on or below the surface of their land (a small
proportion are privately owned) and onshore oil and gas. The delineation for onshore
oil and gas is the low-water mark of the Australian continent. However, the
Commonwealth has conferred, through agreements, certain rights to States over
minerals located within three nautical miles of the low-water mark (coastal waters).
Thus, States have the power to impose royalties landward of coastal waters.

Commonwealth role

7 The Commonwealth has the power to impose royalties seaward of coastal waters.

Western Australia receives a payment in relation to royalties from the North West Shelf project and a
payment for the loss of royalty revenue resulting from the Commonwealth’s removal of the exemption
of condensate from crude oil excise. The Northern Territory receives a payment in relati