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This chapter provides details of payments to be made to the States and local
government in 2000-01 and subsequent years. It also discusses the composition of
payments and the impact of horizontal fiscal equalisation. A discussion of payments
made to the States in 1999-2000 and earlier years is contained in Chapter 3.
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In addition to the provision of GST revenues, Commonwealth payments to the
State/local sector in 2000-01 will comprise:

•  general revenue assistance comprising:

− Budget Balancing Assistance (BBA) provided by way of grants;

− National Competition Payments (NCPs); and

− Special Revenue Assistance (SRA);

•  Specific Purpose Payments (SPPs) comprising:

− SPPs ‘to’ the States;

− SPPs ‘through’ the States; and

− SPPs direct to local government.

The Commonwealth will also be providing additional BBA in the form of one year
interest free loans.

It is estimated that the States will receive around $24.1 billion in GST revenues in
2000-01, which can be applied without restriction in meeting their expenditure
priorities. Commonwealth payments to the State/local sector in 2000-01 are estimated
to be $20.0 billion, of which SPPs account for the majority. Chart 1 illustrates the
composition of the Commonwealth payments to the State/local sector in 2000-01.
Table 2 summarises estimated GST revenue provision and other Commonwealth
payments to each State.
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(a) This table does not include Revenue Replacement Payments made in 2000-01 that relate to Safety Net Arrangement collections in 1999-2000.
(b) This total and that for SPPs ‘to’ does not include the 2000-01  $74.8 million FBT transitional grant for public hospitals since indicative estimates of the distribution

to each State are not currently available.
(c) Payments ‘through’ are payments that are made to the States to be passed on to local government, other bodies and individuals.
(d) Includes GST growth dividend. See Table 4.   
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The Commonwealth collects a range of taxes on behalf of the States. These comprise
revenues collected under the Section 90 ‘safety net’ arrangements (following the
5 August 1997 High Court Decision on Business Franchise Fees in the case of Ha and
Lim v. New South Wales), and mirror taxes at Commonwealth places (following the
14 November 1996 High Court Decision in the Allders case).  Under the
Intergovernmental Agreement the ‘safety net’ arrangements will cease from
1 July 2000.

Table 3 provides estimates of the taxes to be collected on an agency basis by the
Commonwealth for the States between 1999-2000 and 2003-04. The final safety net
payment for 2000-01 reflects payment of safety net revenue collected in 2000-01 that is
related to 1999-2000.
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(a) These collections less administration costs are paid to the States as revenue replacement payments. See
Chapter 3 for details.
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As discussed in Chapter 1, the terms of the Intergovernmental Agreement provide for
the States to receive all revenue raised by the GST from 1 July 2000. GST revenues are
to be distributed amongst the States on the basis of horizontal fiscal equalisation
principles (discussed later in the chapter).

Table 4 shows the estimated provision of GST revenue to the States. This distribution is
in accordance with the GST relativities recommended in the Commonwealth Grants
Commission’s  Report on General Revenue Grant Relativities 2000 Update and the
Intergovernmental Agreement.

•  The per capita relativities are applied to the States’ populations (as at 31 December
of each year) in order to arrive at a weighted population share for each State.
A States’ share of the GST revenue is equal to its weighted population share of the
combined GST revenue and unquarantined Health Care Grants (HCGs), less the
unquarantined HCGs it receives.
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The estimates of GST revenue have varied since the March Ministerial Council
meeting, in line with parameter updates and other revisions. The final amount of GST
revenue for 2000-01 will be determined by the Commissioner of Taxation in
accordance with Appendix B of the Intergovernmental Agreement.
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(a) The projected population as at 31 December 2000 has been prepared by the ABS on the basis of assumptions agreed to by Treasury. These projections are subject
to revision.

(b) The per capita relativities adopted at the March 2000 Ministerial Council meeting.
(c) Total weighted population differs from the total population in column 1 as the per capita relativities are calculated by the CGC using population numbers for the

period 1994-95 to 1998-99 and are then rounded. It is the total population shown in column 1 that is used in determining an index factor for the GST/HCG pool.
Note also that population numbers are projections.

(d) For ease of presentation, weighted population shares rounded to one decimal place are shown.
(e) Includes per capita distribution of an agreed $97 million estimated GST growth dividend in recognition of the higher tax revenues that will flow to governments

because of the positive impact of tax reform on economic activity. The estimates were agreed between the Commonwealth and the States as follows (allowing for
rounding):  New South Wales $32.8 million, Victoria $24.1 million, Queensland $18.1 million, Western Australia $9.6 million, South Australia $7.6 million,
Tasmania $2.4 million, Australian Capital Territory  $1.6 million and Northern Territory $1.0 million (see the GMA methodology paper).

(f) Estimated unquarantined HCGs. These numbers have been updated to reflect the Commonwealth’s announced  intention to index the payments using Wage
Cost Index No. 1.
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In 2000-01, general revenue assistance will take the form of Budget Balancing
Assistance (BBA) grants, National Competition Payments (NCPs) and Special Revenue
Assistance (SRA). As with GST revenue, general revenue assistance is ‘untied’, that is,
it is not required to be spent by the States in a specified area.

The level of general revenue assistance to the States in 2000-01 is estimated to be
$1,513.8 million.

•  BBA grants are paid to the States by the Commonwealth in accordance with the
Intergovernmental Agreement to ensure that their budgets are no worse off as a
result of taxation reform until such time as GST revenue exceeds the funding that
would have been received had taxation reform not taken place.

•  NCPs are provided in accordance with the Agreement to Implement the National
Competition Policy and Related Reforms. A State’s receipt of NCPs is conditional on
compliance with the obligations of the Agreement.

•  SRA in 2000-01 will comprise payments to the Australian Capital Territory for
transitional allowances and special fiscal needs.

Table 5 sets out estimated general revenue assistance by type of payment and State for
the period 2000-01 to 2003-04.
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Under the Intergovernmental Agreement, the Commonwealth has guaranteed that in
each of the transitional years following the introduction of the GST, each State’s
budgetary position will be no worse off than had the reforms in the Agreement not
been implemented.  To meet this commitment the Commonwealth will provide
transitional assistance by way of BBA.  BBA will take the form of both one year interest
free loans and grants to the States in 2000-01 and quarterly grants in subsequent years.
BBA generally represents the difference between the guaranteed minimum amount
(GMA) calculated for each jurisdiction and that jurisdiction’s share of GST revenues.

The GMA calculates the amount of funding each State would have had available to it
under the previous arrangements.  The GMAs have been calculated according to the
terms of the Intergovernmental Agreement and the Methodology for Estimation of
Components of the Guaranteed Minimum Amount paper (GMA methodology paper).

Table 6 shows the latest estimates of the GMAs, GST revenue and BBA, which have
been updated since they were discussed at the March Ministerial Council. The
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estimates may be further revised to account for parameter or estimate changes
between the Budget and the payment of BBA to the States on 4 July 2000.  The final
GMAs, and hence the final amount of BBA for each State in 2000-01, will be
determined by the Treasurer by 10 June 2001.
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A significant component of the GMA for each State is its notional Financial Assistance
Grants (FAGs), or FAGs forgone. To facilitate the calculation of FAGs forgone, the
Commonwealth Grants Commission (CGC) was directed in its Report on General
Revenue Grant Relativities 2000 Update terms of reference to prepare a set of per capita
relativities for calculating the distribution of a combined pool of FAGs and HCGs that
would have resulted from a continuation of the Commonwealth-State financial
arrangements that applied in 1999-2000. FAGS forgone are indexed using an estimated
2000-01 CPI adjusted to remove the estimated impact of indirect tax reform and in
accordance with projections of the population as at 31 December each year.

Table 7 contains the relativities on which actual FAGs payments for the period 1995-96
to 1999-2000 are based, along with the FAGs forgone relativities for 2000-01.
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(a) The 1996 Update relativities as amended by the CGC’s subsequent alternative calculation of
29 May 1996 relating to the treatment of Section 130 payments to Western Australia by deduction.

(b) The 1998 Update ‘equalisation’ relativities.
(c) The 2000 Update FAGs relativities are applied to the FAGs forgone pool in the GMA calculation.

%XGJHW %DODQFLQJ $VVLVWDQFH *UDQWV

Only the grants component of the BBA is considered to be a part of general revenue
assistance, as the interest free loans made to the States in 2000-01 are to be paid back to
the Commonwealth in 2001-02.

•  Under the terms of the original Intergovernmental Agreement it was proposed that
BBA in 2000-01 would be comprised wholly of one year interest free loans. The
grant component of the BBA in 2000-01 was introduced to finance the estimated net
additional cost to the States arising from the changes to A New Tax System
announced by the Prime Minister on 28 May 1999.

•  As indicated in Table 6, the grants component of BBA is estimated to be over
$1.0 billion with the loans component estimated at over $1.6 billion, bringing the
total BBA for 2000-01 to just under $2.7 billion.
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From 2001-02, BBA will consist entirely of grants.  Hence, all BBA will be classified as
general revenue assistance from 2001-02 onwards.

Table 8 shows the estimated BBA from 2000-01 to 2003-04. The grants component of
BBA is expected to peak in 2001-02 at $3.1 billion (mainly reflecting the extra grants
required in that year to facilitate the repayment of the loans made in 2000-01) before
declining in subsequent years as the States’ financial position continues to improve
under the new arrangements.
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(a) A State receiving more GST revenue that its GMA from 2002-03 is entitled to retain the excess.
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1DWLRQDO &RPSHWLWLRQ 3D\PHQWV

At the April 1995 Council of Australian Governments meeting, the Commonwealth
and the States concluded the Agreement to Implement the National Competition Policy and
Related Reforms. Under the Agreement the States are eligible for three tranches of
ongoing NCPs. The NCPs commenced in July 1997 at an annual level of $200 million,
and were scheduled to increase in July 1999 to $400 million and in July 2001 to
$600 million, in 1994-95 prices. The Agreement specifies that the NCPs be paid
quarterly and be distributed to the States on an equal per capita basis.

Each State’s NCPs are subject to the State making satisfactory progress with the
implementation of specified reform conditions in the Agreement. Prior to the
scheduled payment of NCPs in 2000-01, the National Competition Council (NCC) will
assess whether each State has met these conditions and provide a report for
consideration by the Commonwealth.

Subject to satisfactory progress in the areas to be reviewed by the NCC, the
Commonwealth will provide the States with NCPs estimated to total $463.4 million in
2000-01. This represents an increase of some 5.4 per cent on the 1999-2000 payment
(based on an estimated CPI unadjusted for the estimated impact of indirect tax
reform).  Table 9 shows the allocation of NCPs in 1999-2000 and 2000-01.
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6SHFLDO 5HYHQXH $VVLVWDQFH

In 2000-01 SRA will comprise funding to the Australian Capital Territory in the form of
transitional allowances and special fiscal needs. The level of these payments reflects
the recommendations of the CGC in its Report on General Revenue Grant Relativities 2000
Update.

Transitional allowances are designed to assist with the Australian Capital Territory’s
transition to ‘State-like’ funding from the generous levels of Commonwealth funding
that existed before self-government. In 2000-01, transitional allowances will amount to
$9.5 million, an increase of $0.2 million. This amount recognises that the Australian
Capital Territory continues to have limited policy control over the provision of police
services by the Australian Federal Police. The increase reflects an expected increase in
the CPI adjusted to remove the estimated impact of indirect tax reform.
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Special fiscal needs are payments to the Australian Capital Territory in recognition that
certain functions (for example, the Family Court) are not directly funded by the
Commonwealth, in contrast to the funding arrangements in other States. In 2000-01,
special fiscal needs will amount to $4.0 million, an increase of $0.1 million from
1999-2000. As with transitional allowances, the increase is due to an expected increase
in the CPI adjusted to remove the impact of indirect tax reform.

�(1(5$/ �85326( �66,67$1&( 72 �2&$/ �29(510(17

 General purpose assistance to local government has been provided by the
Commonwealth since 1974-75. Under current arrangements, the Commonwealth
provides general purpose assistance to local government in the form of local
government financial assistance grants and local government untied road funding.
This assistance is paid to the States as an SPP on the condition that the funds are
passed on to local government.

 General purpose assistance is provided to local government authorities under the
Local Government (Financial Assistance) Act 1995 (the Act). Under the Act, the Treasurer
is responsible for determining the annual increase in Commonwealth general purpose
assistance paid to local government. The Act currently provides for general purpose
assistance to be increased each year by an escalation factor that reflects the underlying
movement in general revenue assistance provided to the States. The escalation factor
reflects the percentage increase in the States’ FAGs pool in the current year, which in
turn reflects indexation for population growth and the CPI.

 The Commonwealth will provide a payment of $1,264.5 million in local government
general purpose assistance in 1999-2000. These payments have been based upon the
estimated escalation factor of 1.0295 per cent and take into account an overpayment of
$5.0 million in 1998-99. In June 2000, the Treasurer will determine the 1999-2000 final
escalation factor on the basis of the actual FAGs payments made to the States in
1999-2000.

 General purpose assistance to local government is estimated to be $1,323.9 million in
2000-01 (after allowing for an estimated underpayment of $1.7 million in 1999-2000). In
2000-01, general purpose assistance to local government will utilise an escalation factor
based on estimates of population growth and CPI increases excluding the estimated
impact of the indirect tax reform measures in The New Tax System. This is consistent
with the decision that the ongoing CPI estimate (excluding the estimated impact of
indirect tax reform) will be used for indexation purposes for most Commonwealth
expenses, including SPPs. Since government agencies, including local governments,
are able to claim input tax credits they effectively will not pay GST on their purchases
and there is no need to increase funding by the GST factor in the CPI to maintain
buying power. CPI measures price rises to consumers (who cannot claim input credits)
but not the price rise for those who can. Local government’s real price rise should be
discounted by the GST effect. Nonetheless, they will still get additional savings from
the removal of embedded sales taxes. The final escalation factor for 2000-01, to be
determined by the Treasurer in June 2001, is presently estimated to be 1.04.
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 Table 10 sets out the payments of general purpose assistance to local government in
1999-2000 and 2000-01.

As in the past, the interstate distribution of local government FAGs for 2000-01 will be
on an equal per capita basis, using the State populations at 31 December in the
previous financial year. Untied local government road funding is to be distributed
between the States on the basis of the criteria established under the Australian Land
Transport Development Act 1988. In both cases, State Grants Commissions determine the
intrastate distribution of these payments to local governments on the basis of fiscal
equalisation.
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(a) Total general purpose assistance is the actual cash payment that the State receives on behalf of local government.  It is equal to the estimated entitlement for a
given year adjusted for an over or under payment from the previous year.
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1DWXUH DQG 3XUSRVH

SPPs are payments for policy purposes that relate to particular functional activities (for
example, health and education). SPPs are made under Section 96 of the Constitution,
which states that the Parliament may grant financial assistance to any State on such
terms as it sees fit.

SPPs can be classified into three groups:

•  SPPs paid ‘to’ the States — payments direct to State governments, representing
around 75 per cent of total SPPs;

•  SPPs ‘through’ the States — payments to State governments to be passed on to local
government, other bodies and individuals, representing around 24 per cent of total
SPPs. The main payments in this category relate to non-government schools and
local government general purpose assistance; and

•  SPPs made direct to local government, representing around 1 per cent of total SPPs.
The main payments in this category relate to child care programmes administered
by local governments on behalf of the Commonwealth and funding for aged and
disabled persons’ homes and hostels.

Indexation arrangements and the distribution of SPPs among States vary for each SPP.
In most cases SPPs are subject to conditions reflecting Commonwealth policy
objectives or national policy objectives agreed to between the Commonwealth and the
States. It is because of the conditions attached to SPPs that they are sometimes called
‘tied grants’. Such conditions may include:

•  general policy requirements on States (for example, that the States provide free
public hospital treatment to Medicare patients as a condition of receiving health
care grants);

•  a requirement that a payment be expended for a specific purpose (for example,
housing assistance for homeless people);

•  meeting broad Commonwealth-State agreements covering principles and
programme delivery mechanisms (for example, the Commonwealth-State Housing
Agreement); and

•  conditions of joint expenditure programmes including project approval, matching
funding arrangements and performance information.

SPPs also include some payments that are not subject to conditions. These typically
relate to revenue sharing arrangements or compensation (either for the transfer of
responsibilities or for other Commonwealth action). For example, compensation
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payments are made to the States for revenue forgone as a result of the national system
of companies and securities regulation.

SPPs are estimated to total around $18.5 billion in 2000-01. This is an increase of
$627.4 million or 3.5 per cent on 1999-2000 (after removing the $0.6 million cost of the
Gun Buyback Scheme in 1999-2000 and the $81.8 million and $64.0 million cost of the
Natural Disaster Relief Programme in 1999–2000 and 2000–01 respectively). SPPs ‘to’
the States are expected to increase by around $435.9 million in 2000-01 or 3.3 per cent
after abstracting from SPPs associated with the Gun Buyback Scheme and Natural
Disaster Relief.

SPPs are reviewed every year in the Budget context. Measures in the 2000-01 Budget
have increased SPPs to the States by $86.6 million in 2000-01 and by $274.7 million over
the forward estimates period.

Chart 2 shows the trend in the level of SPPs from 1980-81 to 2000-01. This chart
contains adjustments for a number of classification changes and large one-off factors so
as to allow comparisons on a consistent basis.
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(a) Incorporates the reclassification of funding under higher education from SPPs through the States to
grants to the multi-jurisdictional sector. Chart 2 also contains adjustments for reclassifications such as:
payments to the States under the Vocational Education and Training Funding Act 1992; the transfer in
1989-90 of nominated housing advances into Commonwealth-State Housing Agreement grants; and
significant changes in the structure of Commonwealth hospital funding (such as the 1988 decision to
combine States’ Medicare compensation grants (introduced in 1984) and identified health grants into a
single new SPP). Adjustments have been made to the level of general purpose payments to account for
Commonwealth policy decisions that transferred some taxing powers to the States.

The Commonwealth will continue to provide SPPs to the States and has no intention of
cutting aggregate SPPs as part of the reform process set out in the Intergovernmental
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Agreement, consistent with the objective of the State Governments being financially
better off under the new arrangements.

Chart 3 illustrates the composition of major SPPs (‘to’ and ‘through’ the States) in
2000-01. More detailed information on SPPs including estimated State splits for
1999-2000 and 2000-01 and data on repayments of advances, advances and interest
payments are contained in Appendix B.
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The distribution of GST revenue to the States is to be on the basis of horizontal fiscal
equalisation (HFE) principles which are embodied in the per capita relativities
recommended by the Commonwealth Grants Commission (CGC)1. The objective of
HFE is to improve equity for all Australian residents.

In its assessments, the CGC uses a complex methodology that takes account of
differences in the per capita capacities of the States to raise revenue and differences in
the per capita amounts required to be spent by the States in providing an average

1 The Commonwealth’s transitional guarantee to the States provides for some departure from
pure HFE principles in the distribution of GST revenues in 2000-01 and 2001-02. For these
years, any State receiving more GST revenue than its GMA will be required to return the
surplus to the general GST pool for distribution amongst the rest of the States in deficit.
Current estimates suggest that no State will receive more GST revenue than its GMA in these
years.
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standard of government services. A State’s actual per capita expenditure or revenue
generally differs from the average of all States for two reasons:

•  influences that are beyond a State’s control affect the cost at which it can provide
services and its capacity for raising revenue; and

•  a State’s policies, practices and operating efficiency differ from those of other States.

HFE requires that only those factors beyond a State’s control be taken into account in
determining a State’s relative needs and hence the distribution of FAGs and GST
revenue. The CGC’s recommendations seek to ensure that each State has the capacity
to provide the average standard of State-type public services if it makes the same effort
to raise revenue as the States on average and operates at an average level of efficiency.

Since 1990-91, the CGC’s assessments have been based on data for the five financial
years preceding the year in which the assessment is made. Accordingly, the
assessment period for the per capita relativities to be applied in 2000-01 spans the
years 1994-95 to 1998-99.

By international standards, the extent of HFE in Australia is pronounced and the
methodology is complex. The complexity of the CGC’s processes has arisen in
response to the requirements of the States and the Commonwealth over time for a
comprehensive and rigorous approach to HFE. For its part, the CGC has sought to
maximise the transparency of its methodology and to provide the opportunity for
input and comment by the States and the Commonwealth.

Further information on HFE is provided in the CGC’s Report on General Revenue Grant
Relativities 2000 Update.
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&RPPRQZHDOWK *UDQWV &RPPLVVLRQ

The CGC is an independent statutory authority established by the Commonwealth
Grants Commission Act 1973. It makes recommendations concerning the distribution of
FAGs and GST revenue to the States in response to terms of reference provided to it
each year by the Commonwealth Government.

The Commonwealth's practice is to consult with the States concerning the CGC’s terms
of reference with a view to reinforcing the CGC’s position as an independent arbiter in
relation to HFE. The terms of reference define the general approach to be followed by
the CGC as well as any specific conditions or limitations on the extent to which fiscal
equalisation is to apply.

The CGC produces both annual updates and five-yearly reviews. Updates essentially
revise the data upon which the CGC’s assessments are based. The longer term reviews
encompass changes to the CGC’s methodology. The results of the next review are
scheduled to be released in early 2004.

(IIHFWV RI +RUL]RQWDO )LVFDO (TXDOLVDWLRQ

The CGC’s Report on General Revenue Grant Relativities 2000 Update takes into account
for the first time the reforms to Commonwealth-State financial relations in the form of
GST relativities. In general, the GST relativities differ from the FAGs relativities due to:

•  a larger GST revenue pool compared with the FAGs pool;

•  the removal of revenue replacement payments for alcohol, petroleum and tobacco
products and the reduction of State gambling taxes; and

•  the funding and administration of a First Home Owners Scheme by the States.

These differences mean that GST relativities and FAGs relativities are not comparable.

Table 11 shows the per capita relativities to be used in distributing the combined pool
of GST revenue grants and HCGs in 2000-01.

7DEOH ��� &RPPRQZHDOWK *UDQWV &RPPLVVLRQ *67 5HODWLYLWLHV ���� 8SGDWH
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The distribution of the pool of GST revenue and HCGs in accordance with the CGC’s
relativities means that New South Wales, Victoria and Western Australia receive less
than an equal per capita share of the pool, and the other States (particularly the
Northern Territory and Tasmania) receive more. This reflects the CGC’s assessment
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that the ‘donor’ States have greater relative revenue capacities and/or less significant
expenditure disabilities than the other States.

Table 12 shows the pool of GST revenue grants and HCGs received by each State
under HFE relative to the amount that they would receive on the basis of an equal per
capita distribution. The table shows that in 2000-01, around $1,933 million (or just over
6.4 per cent) of the GST revenue grants/HCGs pool is to be redistributed among the
States as a result of the application of the CGC’s relativities, compared with an equal
per capita distribution.
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(a) The pool consists of $23,955.6 million in GST revenue (excluding the GST growth dividend of
$97 million) and $6,092.1 million in HCGs (see Table 4 in this chapter).

(b) Based on ABS population projections — see Table 1 in Preface.
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The estimated State distribution of the GST pool on a per capita basis for 2000-01 is
shown in Chart 4. New South Wales and Victoria receive less than the average
per capita payments while Western Australia receives just below the average. The
Northern Territory receives almost five times the national average and Tasmania,
South Australia and the Australian Capital Territory also benefit from above average
per capita payments. Queensland receives just above the average level of per capita
payments.
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