Attachment 1 (Cont)


ANALYSIS OF BUDGET VARIATIONS FROM 1996-97 TO 2001-02

Basis of the Estimates Used

· The basis of the estimates is the Northern Territory total public sector economic transactions frameworks.  Data in the earlier years has been adjusted to ensure that there are no scope and treatment differences over the period.  

· The treatment changes are:

· to adjust CSO and dividend transactions so that they accord with treatment in the later years and are consistent with the ABS treatment for these items;

· the changes to taxes, fees, fines and miscellaneous revenue introduced by the ABS as part of the SNA 93 changes; and

· general purpose payments from the Commonwealth have been recast into GST related revenue.  

· The scope differences remove the Northern Territory University, the Batchelor Institute of Indigenous Tertiary Education and the Katherine Rural College from the early years.

Overall Comment

· The series indicates that over the period the variations between the budgeted outcome and the actual outcome have increased largely because final consumption expenditure has grown by around 5% greater through the year than the budget anticipated.  The increases are predominantly in the areas of Health, Education, Superannuation and to a lesser degree Law and Order.  While the budget decisions were based on a philosophy of restricting expenditure there was insufficient discipline through the year to ensure that the targets were achieved and in some cases the targets could not have been considered realistic without policy changes being implemented.

1996-97

· The budget outcome for 1996‑97 predicted an increase in net debt of $32 million whereas the actual outcome was a reduction of $15 million, or an improvement through the year of $48 million.

· While total expenditure declined by $14 million, this was explained by an increase in current expenditure of $27 million but a reduction in capital expenditure of $41 million.

· The key reason for current expenditure increases was a rise of $42 million in final consumption expenditure of $17 million for Health funding (predominantly hospital growth and renal dialysis), $10 million for Education (EBA related increases and additional programs including Commonwealth funded programs), $8 million for Correctional Services (increase to base funding).

· The decreases in capital expenditure are $25 million for underachievement in capital spending (port, roads and other capital works).

· The only material variations on the revenue side are increases in Commonwealth grants due to:

· revised population estimates from the 1996 census were received in June 1997 and resulted in an increase in general purpose payments;

· increases also occurred in SPPs contributing in part to an increase in final consumption expenditure in 1996-97 and 1997-98.

1997-98

· The budgeted outcome for 1997-98 was an increase in net debt of $27 million or a deterioration from the previous year’s outcome of $43 million.  However the outcome through the year deteriorated by a further $29 million.

· The 1997-98 year included two major events which had a material effect on particular aggregates and the outcome.  

· The first of these was the High Court Section 90 decision which removed business franchise fee revenue from States and Territories effectively from August 1997.  This resulted in around $100 million reduction in NT taxes, an obligation to pay $10 million approximately in fuel and liquor subsidies, and commensurate increases in Commonwealth grants.

· The second major event was the 1998 Australia Day floods in the Katherine region which resulted in major additional expenditure in that year.  Around half of the additional expenditure was funded by Commonwealth Natural Disaster Relief Arrangements (NDRA).

· Total expenditure rose through the year by $78 million, $52 million was in current expenditure and $26 million in capital expenditure.

· The increase in final consumption expenditure was $13 million due to EBA related issues for Health ($3 million) and flood related additional expenditure for Health, Police and other agencies ($10 million).

· Current grants and subsidies rose by $53 million due to Section 90 related subsidies ($10 million), personal hardship flood related grants ($6 million), increases in grants to non-government agencies largely as a result of additional Commonwealth funding ($15 million), increases in grants to government and non‑government schools ($8 million) and increase in PAWA uniform tariff CSO ($8 million).

· Interest paid shows a decline of $14 million but interest received is showing the same decline so there is no net effect on the bottom line.  The reasons for the adjustments are not clear but may be related to treatment or timing issues.

· Capital expenditure increased in 1997-98 largely due to significant increases associated with the floods but offset by the usual level of underachievement on capital expenditure of around $20 million.  Capital grants increased slightly also due to expenditure on flood related damage.  The variation in other net expenditure is related to a debt equity transfer between the Darwin Port Corporation and general government.

· On the revenue side the $77 million reduction in taxes is due to the Section 90 effect and offset to a small degree by slightly higher other tax revenues.

1998-99

· The budgeted outcome for 1998-99 was an increase in net debt of $13 million or an improvement over the previous year of $43 million.  The actual outcome was an increase in net debt of $18 million, a $5 million variation.  The budget for 1998-99 on the expenditure side was very similar to the actual outcome for 1997‑98 however there are a number of one-off items in 1997-98 associated with the floods.

· Current expenditure rose by $88 million with most of this increase in final consumption expenditure.

· Capital expenditure showed a reduction through the year of $36 million due to the underachievement on capital works expenditure of $15 million and a delay in the timing of taxi licence buy-backs.  This expenditure was transferred into the following year.

· Revenue increased through the year by $48 million with increases in all components.

· Taxes increased by $12 million through a combination of a major one-off transaction and slightly increased activity.

· The other key area of increased revenue was in other grants where increased SPPs would also have resulted in increased expenditure obligations, some of which would have been delayed until 1999-00.  NDRA funding is also included in other grants.

1999-00

· The 1999 budget outcome was predicting a balanced budget which was an $18 million improvement on the previous year, however the actual outcome was a $91 million increase in net debt.

· There was a small increase in the 1999 budget estimates in current expenditure over the actual outcome in 1998-99.  However this included a decline of $11 million in final consumption expenditure reflecting increases in efficiency related dividends applied to the budget in that year.

· Increases of $60 million were recorded during 1999-00 with the main contributors being $20 million additional base funding for Education, additional growth funding for Hospitals of $5 million ($11 million had been included in the original budget figures), $10 million for one-off litigation costs, $5 million for Victims Crimes Assistance, and increased repairs and maintenance costs some of which was diverted from unspent capital funds.

· Capital expenditure declined by $7 million through the year however there were significant changes in some components.

· The Power and Water Authority commissioned additional generating equipment at the Channel Island power station at a cost of $33 million.  New fixed assets was $18 million higher than the budget estimate but removing the effect of the new generator, the shortfall in capital expenditure was $15 million.  

· Revenue also declined by $40 million in 1999-00.  The budget estimate predicted small increases on the previous year’s outcome, however there were declines in all own-source revenue items related to the downturn in the economy which became apparent in 1999.  The most substantial reduction was in taxes where declines occurred in pay-roll tax and conveyancing.

· The reduction in general purpose payments was due to changes in population inflation parameters although increases were again recorded in SPPs including NDRA.  As previously stated these increases directly affect additional expenditure obligations.

2000-01

· The budgeted outcome for 2000-01 was an increase in net debt of $45 million which was an improvement of $46 million over the 1999-00 outcome.  The actual outcome for 2000-01 was an increase in net debt of $114 million or a deterioration through the year of $69 million.

· There is significant variations through 2000-01 because of the railway transactions, the extent of which were not known at the time of the Budget, and the settlement of the Darwin to Katherine Transmission Line matter which occurred after the commencement of the financial year.

· The GST was introduced on 1 July 2000 and was associated with some uncertainty in relation to a number of budget aggregates.  These included GST embedded tax savings that had been factored into reduced Commonwealth payment amounts, and the timing associated with the receipt from the ATO of GST tax credits.  

· There were also tax changes on 1 July 2000 which were part of the national tax reform changes.  These were the cessation of the Territory’s tourism marketing duty (TMD) and a reduction in State gambling tax rates to take account of the application of GST.  Both of these reduced the Territory’s own source revenue collections by approximately $8M respectively.

· The budgeted amounts for current expenditure and final consumption expenditure showed little variation from the actual outcome in 1999-00.  The reason for this is the inclusion of embedded tax savings and the application of a 2.5% efficiency dividend in the 2000-01 budget.  

· Total expenditure increased by $73 million through the year with an increase of $75 million in current expenditure and a reduction of $2 million in capital expenditure.

· The $70 million increase in final consumption expenditure is due to additional superannuation costs ($16 million), increases in Education base funding ($6 million), GST administration fee ($10 million but off-set by additional Commonwealth funds), additional base funding to reach target of 929 police ($3 million), TAB wind up costs ($4 million), Crimes Victims Assistance Scheme ($5 million), various items for Health ($8 million).

· The increase in grants and subsidies is due to the Commonwealth’s First Home Owners Scheme ($9 million) and reinstatement of fuel and liquor subsidies ($6 million).

· There were significant changes in the components of capital expenditure although minimal change at the aggregate level.

· Expenditure on new fixed assets was again lower than had been budgeted but the underachievement was less than in previous years due largely to additional expenditure related to significant flooding in the Daly River region in 2001.

· The budget had anticipated a capital grant for the Railway of $50 million to be funded by $50 million capital receipt, the Conditions of Service Trust from an off-budget revenue source (recorded in Other Net Expenditure).  This amount was indicative only as the timing of the Railway financial close was not known.  However, financial close did occur prior to the end of the financial year and the remaining Territory contribution was included in the budget.  This resulted in an increase of $115 million in capital receipts (shown as negative Other Net Expenditure).  Capital grants increased by $90 million.  The reason for the difference is that the Territory’s $165 million contribution to the Railway has been made as a $140 million grant and a $25 million loan.  There is a low likelihood that the loan will be repaid in full.

· A further complication in 2000-01 was the acquisition of the Darwin to Katherine Transmission Line as part of settlement of a long standing legal dispute.  This expenditure was recorded as an increase in Other Net Expenditure as it is an existing asset rather than being included in New Fixed Assets.  The acquisition was funded by increased borrowings.

· There was no change in total revenue between the budget and actual outcome, however significant changes occurred in the various components.

· Tax revenue declined through the year by $16 million as the economic downturn continued.  In particular stamp duties declined far more than had been anticipated.

· SPPs increased through the year by $20 million.

2001-02 Budget and Revised Estimate for 2001-02

· The 2001-02 Budget outcome was an increase in net debt of $12 million which was an estimated improvement over the 2000-01 outcome of $102 million.  The $12 million outcome incudes a one-off asset sale of $50 million (included as a negative item in the Other Net Expenditure category).

· Current expenditure is $15 million greater than the outcome in 2000-01 but of concern is the decrease in final consumption expenditure of $7 million.  This amount includes $24 million in unallocated Treasurer’s Advance, however based on previous trends and an agency by agency analysis it is considered that this amount should be increased by $40 million to $50 million (a 2.5 to 3.3 percentage increase on the previous year’s outcome).

· No changes are proposed to the estimate for current grants and subsidies.  The increase over 2000-01 is in part related to the remaining effect of the Commonwealth’s additional First Home Owners Scheme and real term growth in the grant program.

· It is proposed to reduce the interest paid amount by $6 million and also interest received of the same amount.  This will have no effect on the bottom line but will alter a changed treatment of internal interest transactions that was introduced for 2001-02 but which has the effect of over-stating both amounts.

· Capital expenditure in the 2001-02 Budget is lower than the 2000-01 actual, however because of the number of one-off transactions in both years the underlying position is somewhat different.  New fixed assets are budgeted to increase by $20 million in 2001-02 compared to 2000-01.  Initial advice from the Department of Transport and Works was that an additional $25 million would be required having regard to existing commitments.  However, more recent advice (Paul Tyrrell to Cabinet on 4 September) was that the additional requirement could be as little as $5 million.  Based on previous patterns of underachievement it is proposed to increase the amount for new fixed assets by $6 million to $250 million.

· It is not proposed to change the estimates for capital grants or other net expenditure.  The budgeted amounts have been examined in detail and there is no reason for them to be altered.  Past history does not indicate any material variation occurs in these amounts unless substantial unexpected events occur.  On the revenue side the reduction in taxes from 2000-01 is explained by a reduction of $10 million as a result of the abolition of FID and stamp duty on marketable securities combined with a slight improvement in remaining own-source taxes.  At this early stage of the year there is no evidence that this amount should be revised.

· Similarly, other revenue items are considered reasonably based and there is no need for them to be altered.  The change in treatment of interest received (and interest paid) discussed earlier will result in a reduction of $6 million in interest received.

· GST related revenue is affected by parameter effects of population and inflation on the guarantee arrangements and the size of GST revenues.  On the basis of current information there is no reason to alter these estimates.

· The estimate for other grants is $5 million lower than the actual outcome for 2000-01 but based on previous history and knowledge of particular negotiations, an increase in this estimate through the year is very likely.  However, because of the expenditure obligations that accompany SPPs it seems prudent not to increase this estimate at the moment.

Source: Northern Territory Treasury, September 2001
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