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Executive summary
This Report provides a long-term perspective on the State’s fiscal outlook, beyond the reporting
period of the Budget and the three years of the Forward Estimates.
Under section 14A of the Charter of Budget Responsibility Act 2007 (the Act), the Secretary of the
Department of Treasury and Finance is required to prepare a report on the long-term sustainability
of the Tasmanian Government’s finances, to be prepared no later than five years after the date of the
previous report. The Act requires the report to have specific regard to:


the policies of the Government; and



the financial impact of anticipated changes to the demographics of Tasmania.

In April 2016, the Department of Treasury and Finance published the first Tasmanian Government
Fiscal Sustainability Report (2016 Report). Subsequently, the Treasurer tabled the 2016 Report in both
Houses of Parliament.
In October 2018, the Parliamentary Standing Committee of Public Accounts (the Committee) initiated
a review of the 2016 Report. The Committee sought additional information from the Department of
Treasury and Finance and the Secretary of Treasury appeared before the Committee to assist in the
review process.
In examining the financial model, to prepare additional information for the Committee, the
Department of Treasury and Finance identified inconsistencies in the structure of the model, which
primarily related to the treatment of public sector superannuation costs.
While these inconsistencies did not materially alter the conclusions made within the 2016 Report, the
Secretary advised the Committee that a new report would be released, in addition to the Secretary’s
obligations under section 14A of the Act, following the publication of the 2019-20 Tasmanian Budget
(State Budget).
Therefore, while this Report has been prepared consistent with the requirements of the Act, it is not
published under the provisions of section 14A of the Act. Consistent with section 14A of the Act, a
further report will be tabled in both Houses of Parliament, by the Treasurer, prior to 30 June 2021.

Approach
This Report considers the longer-term sustainability of the State’s finances by examining a number of
possible outcomes under different scenarios.

Fiscal sustainability measures
For the purposes of this Report, a range of fiscal sustainability measures are adopted that are
consistent with those used for the State Budget, namely the:
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Net Operating Balance;



Fiscal Balance; and



Australian Bureau of Statistics’ Government Finance Statistics Net Debt (Net Debt)1.

All references to ABS GFS Net Debt refer to the measure: ABS GFS Net lending (+)/borrowing (-).
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Including a number of measures provides a more complete picture of the different aspects of fiscal
sustainability. Achieving consistency with State Budget measures also addresses comments made by
the Committee in relation to the 2016 Report.
The calculation of Net Debt in this Report has been based on ABS GFS Net Debt. This measure
excludes the impact of lease liabilities, resulting from changes under Australian Accounting Standards
Board (AASB) 16 - Leases, which is an accrual entry that recognises the present value of future lease
obligations with effect from 2019-20. This measure of Net Debt has been chosen for this Report as it
directly impacts net cash and associated borrowings. All references to Net Debt in this Report relate
to ABS GFS Net Debt.

Projection methods
To assess long-term fiscal sustainability, this Report presents scenarios based on alternative
projections of revenue and expenditure over a 15-year projection period (2019-20 to 2033-34). These
projections are prepared at the General Government Sector level. This is consistent with the scope
of the State Budget and reflects the areas within which the State Government has direct policy control.
The scenarios presented in this Report are projections based on previous outcomes of the
components of the measures adopted, adjusted for known or potential future events. The projections
are not forecasts in that they are not intended to be predictions of future outcomes or incorporate
future government policy decisions and no scenario is considered more or less likely to eventuate
than the others. Rather, the scenarios are designed to examine the sustainability of the State’s finances
under different assumed future circumstances.
The 2016 Report used the “three Ps” projection approach. Under this approach the State’s economic
growth is projected based on assumptions relating to population, labour force participation and
productivity. Revenue and expenditure is calculated based on assumed relationships with economic
growth.
This Report has not been prepared on the “three Ps” projection approach used in the 2016 Report
and adopts an alternative approach consistent with standard budgeting and accounting practices, but
over a longer-term. This approach involves projecting revenue and expenditure items on the basis of
historical trends or specific projections that take into account current Government policy or other
known future expenditure or revenue impacts. These projections are also adjusted for significant
known increments or decrements in revenue and/or expenditure.
Key aspects of the projection methods adopted in this Report are listed below:
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data in this Report are presented on an accrual basis, consistent with the Treasurer’s Annual
Financial Reports (TAFRs) and Budget Financial Statements;



historical data presented in the TAFRs from 2008-09 to 2017-18 have been used to assist
in the development of projections;



revenue is categorised on the same basis as in the TAFRs and expenditure is categorised
consistent with the Australian Bureau of Statistics’ Classification of the Functions of
Government - Australia (COFOG-A), which is used for government financial reporting;



data presented in this Report are in nominal terms, that is, they reflect the actual value in
the year that they are reported; and
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for most scenarios, the base year for the projections is 2018-19, as reflected in the
2018-19 Estimated Outcome, presented in the 2019-20 State Budget Papers.

It should be further noted that all scenarios have been adjusted to reflect the recent decision made by
the Australian Government to waive the State’s Commonwealth-State Housing Agreement debt.
Adjustments have been made to Net Debt to reflect that this debt has been forgiven, and to the
Housing and community amenities expenditure classification to reflect the resulting expected
increased housing expenditure.

Demographic change
Consistent with subsection 1(a) of section 14A of the Act, this Report takes account of “the financial
impact of anticipated changes to the demographics of Tasmania”. However, when considering the
State’s projected population growth, including population ageing and other changes in demographic
characteristics, it is not considered that demographic change will be a primary driver of revenue and
expenditure outcomes over the projection period.
The State’s workforce and student population is not projected to change markedly over the projection
period meaning there is little impact on payroll tax or education expenses (the latter of which is
projected to grow due to policy drivers). The high prevalence within the State’s population of people
presenting with more than one health condition (known as co-morbidity) does result in higher health
costs, as does population ageing. However, studies have shown that the primary driver of growth in
health expenditure is more likely to be non-demographic factors, including technological
improvements leading to the potential for improved health services, usually at a higher cost.

Summary of scenarios projected
Four projection scenarios have been developed for this Report.
The Historical Trends and Forward Estimates Scenarios reflect the historical trends in the components
of revenue and expenditure and the pattern of revenue and expenditure reflected over the
2019-20 Budget and Forward Estimates period respectively.
The High Expenditure and Low Revenue scenarios were chosen as they both reflect alternative
projections that would create additional pressures on the State’s fiscal position. These two scenarios
are intended to show how adverse outcomes in relation to revenue and expenditure impact on the
State’s financial position.

Scenario 1: Historical Trends
This scenario looks at past outcomes for the components of revenue and expenditure to identify
longer-term trends.
The historical trend projections have generally been determined based on the 10-year historical
compound annual growth rate. However, different time periods have been adopted in some cases to
remove non-representative years.
Known significant changes in future revenue and expenditure have been included where these changes
would not have been reflected in historical trends, for example additional operating expenditure
expected from the Royal Hobart Hospital redevelopment and the new Northern Prison projects.
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This scenario captures historical trends in expenditure and revenue, and known significant future
changes, to develop projections that may arise over the projection period without policy intervention.

Scenario 2: Forward Estimates
This scenario considers all revenue and expenditure components and their growth over
2019-20 Budget and Forward Estimates period, as detailed in the 2019-20 State Budget Papers.
Unlike the Historical Trends Scenario, which is based on the 2018-19 Estimated Outcome, the
projections under this scenario commence from the end of the Forward Estimates period in 2023-24,
with revenue and expenditure consistent with the 2019-20 Budget and Forward Estimates until that
time.
The projections are generally based on the compound annual growth rate over the four years of the
2019-20 Budget and Forward Estimates. However, as this is a relatively short period, indexation of
2.25 per cent per annum has been adopted after the Forward Estimates period for some components.
This indexation rate is consistent with indexation in the 2019-20 Budget.
This scenario identifies the potential long-term financial impacts of the State Government’s currently
stated policies and fiscal intent as expressed in the 2019-20 State Budget and Forward Estimates, if
these policies were maintained over the entire projection period.

Scenario 3: High Expenditure
This scenario captures one of the major risks to fiscal sustainability, that is, high levels of expenditure
growth on an ongoing basis. This represents a significant threat to long-term fiscal sustainability, with
growth in expenditure rising above the rate of growth in revenue for an extended period of time.
For this scenario, most inputs, including revenue inputs, are projected based on their historical trend.
However, some key expenditure categories have been projected at higher levels, including health,
education and capital expenditure.
This scenario shows the impact on the State’s finances of ongoing increases in the above expenditure
categories, in the absence of policy responses to contain this additional growth or raise additional
revenue.

Scenario 4: Low Revenue
This scenario is designed to assess another of the key risks to the State’s long-term fiscal sustainability,
that is, ongoing low revenue growth outcomes.
The State Government’s finances are reliant on a limited number of revenue sources. Some of these
vary over time due to particular market conditions, such as conveyance duty and returns from
government businesses. Others are largely beyond the State’s control, but are also subject to
variability, such as the Goods and Services Tax (GST) revenue and grants for Specific Purpose
Payments (SPPs) from the Australian Government.
Under this scenario, most inputs are projected based on their historical trend. The revenue categories
where lower projected outcomes have been adopted include GST revenue, SPPs, conveyance duty
and returns from government businesses.

4
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This scenario shows the impact on the State’s finances of low revenue outcomes from key revenue
sources on an ongoing basis, in the absence of any policy responses to raise additional revenue or
reduce expenditure.

Projection Results
The results of this Report are presented in the following charts for each scenario in nominal terms.
As mentioned previously, the outcomes of the analysis in this Report are projections, not forecasts,
and no scenario is considered more or less likely to occur. Also, all projections assume that there is
no corrective policy response during the projection period.
Chart E.1: Net Operating Balance, 2008-09 to 2033-342

The Historical Trends Scenario shows outcomes that are progressively worse than those experienced
in the past. This is primarily due to forward expenditure being adjusted under this scenario to account
for additional expenditure associated with major projects, such as the additional operating expenditure
expected from the redevelopment of the Royal Hobart Hospital. In addition, the Historical Trends
Scenario includes adjustments to some revenue lines including GST receipts, following the expiry of
the GST guarantee period, and returns from government businesses, which are projected to grow at
a lower rate than historical trends.

2

The increase in the Net Operating Balance and Fiscal Balance in 2016-17 reflects the one-off Australian
Government payment of $730 million as a result of the transfer of the Mersey Community Hospital from the
Australian Government to the State.
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Chart E.2: Fiscal Balance, 2008-09 to 2033-343

Chart E.3: Net Debt, 2008-09 to 2033-34

3

The increase in the Net Operating Balance and Fiscal Balance in 2016-17 reflects the one-off Australian
Government payment of $730 million as a result of the transfer of the Mersey Community Hospital from the
Australian Government to the State.
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The following table shows, for each projection scenario, the fiscal sustainability measures used in this
Report at the end of the 15-year projection period, compared to the 2018-19 Estimated Outcome.
Table E.1: Projection results 2033-34

Net Operating Balance
$ (million)

Fiscal Balance
$ (million)

Net Debt
$ (million)

Scenario 1

Scenario 2

Scenario 3

Scenario 4

Estimated Outcome

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

2018-19

2033-34

2033-34

2033-34

2033-34

41

(1 665)

520

(3 030)

(3 145)

(357)

(2 110)

(77)

(3 686)

(3 591)

(535)

18 191

4 473

29 135

26 513

More detailed discussion of the results under each scenario is included in Chapter 3.
Sensitivities and risks in relation to the projection outcomes are discussed in Chapter 4.

Conclusions
For all scenarios, the results show projected fiscal outcomes that are manageable in the short to
medium-term. However, for most scenarios, the size of the corrective action required to maintain
fiscal sustainability increases significantly over the projection period.
Therefore, any corrective policy actions, such as expenditure or revenue measures, used to address
the projected fiscal challenges that could face the State would be easier and more effective if
implemented early and were focussed on the underlying causes of these fiscal pressures.
Projected health expenditure is the single most significant driver of the projected future fiscal
challenges for the State.
This is consistent with the outcomes of the analysis undertaken in the 2016 Report and is also
consistent with the significant health service funding pressures that are being experienced by all other
Australian jurisdictions and internationally.
Health expenditure is the largest single category of expenditure within the State Budget and has been
growing at an average rate of 5.8 per cent per annum over the past decade. If these historical trends
continue, it is the only area of expenditure that is projected to grow at a significantly greater rate than
the projected growth in State revenue. Between 2008-09 and the 2018-19 Estimated Outcome, health
expenditure as a share of total General Government Sector expenditure has grown from 25.3 per cent
to 30.8 per cent and is projected to grow to 42.1 per cent by 2033-34 under the Historical Trends
Scenario.
Technological innovation is expected to continue to provide opportunities for improved health
services, often involving higher costs. The extent to which this cost driver is realised in the future is
critical to maintaining fiscal sustainability.
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Therefore, efforts should continue to be made to identify and achieve efficiencies in the provision of
health and other government services. This should include consideration of existing expenditures in
the context of assessing whether:


programs have been effective in achieving their intended objectives;



the intended program outcomes are still required by the Tasmanian community and, if so,
what the current priority of those outcomes are relative to other health and non-health
related programs; and



there are efficiencies available in the delivery of current programs.

However, the underlying drivers of growth in health expenditure are likely to continue. This will make
it increasingly challenging to maintain fiscal sustainability into the future with expenditure constraint
alone.
It is recognised that constraining expenditure will present challenges and difficult choices. In addition,
maintaining long-term fiscal sustainability for Tasmania, and other Australian jurisdictions, will require
not just ongoing management of expenditure but also consideration of sources of revenue. In
particular, long-term fiscal sustainability will require growth in expenditure to be matched with sources
of revenue that grow at the same rate.
The rates of revenue growth required to maintain long-term fiscal sustainability are unlikely to be
delivered through expected growth in current revenue sources or minor changes to existing taxation
arrangements. While noting the challenges involved, it is likely that reform of the existing taxation
system will be required, including identifying new sources of revenue.
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1. Introduction and background
Report purpose
The purpose of this Report is to present a longer-term perspective on potential pressures on the
sustainability of Tasmania’s finances. This Report has regard to the 2019-20 State Budget and three
years of Forward Estimates, but also presents alternative scenarios over a longer-term 15-year
projection period (2019-20 to 2033-34).
This Report has an important role in examining the magnitude of any potential long-term financial
imbalances for the State that may arise in the future under various scenarios. The Report provides
early notice of potential longer-term fiscal pressures for the State to inform future fiscal management
practices and policy.

Legislative framework
Under section 14A of the Charter of Budget Responsibility Act 2007 (the Act), the Secretary of the
Department of Treasury and Finance is required to prepare a report on the long-term sustainability
of the Tasmanian Government’s finances, to be prepared no later than five years after the date of the
previous report. The Act requires the report to have specific regard to:


the policies of the Government; and



the financial impact of anticipated changes to the demographics of Tasmania.

The content, scope and form of the report is to be determined by the Secretary of the Department
of Treasury and Finance.
In addition, under Part 4 of the Act, Tasmanian governments are required to implement a fiscal strategy
statement based on the principles of sound fiscal management. The principles of sound fiscal
management, under Part 3 of the Act, are to:


manage the State’s finances responsibly for the wellbeing of all Tasmanians;



provide for the future for the next generation of Tasmanians;



prepare for unexpected events by building a robust financial position;



improve services to Tasmanians by building a strong economy and efficiently allocating public
resources to gain the maximum community benefit;



formulate spending and taxation policies that ensure a reasonable degree of equity, stability
and predictability; and



ensure transparency and accountability in developing, implementing and reporting on fiscal
objectives.

Section 5 of the Financial Management Act 2016, also requires State Governments to have regard to
the above principles. Additionally, this section requires accountable authorities (being heads of
State Government agencies and other relevant State authorities) to, as far as is practicable, undertake
financial management in line with these principles.

Tasmanian Government Fiscal Sustainability Report 2019
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Report context
In April 2016, the Department of Treasury and Finance published the first Tasmanian Government
Fiscal Sustainability Report (2016 Report). Subsequently, the 2016 Report was tabled in both Houses
of Parliament.
In October 2018, the Parliamentary Standing Committee of Public Accounts (the Committee) initiated
a review of the 2016 Report. The Committee sought additional information from the Department of
Treasury and Finance to assist in its review of the 2016 Report. On 19 November 2018, the Secretary
of Treasury appeared before the Committee to assist in the review process.
In examining the financial model to prepare additional information for the Committee, the Department
of Treasury and Finance identified inconsistencies in the structure of the model, which primarily related
to the treatment of public sector superannuation costs.
The Secretary determined that these inconsistencies did not materially alter the conclusions made
within the 2016 Report. However, given these inconsistencies, the Secretary advised the Committee
that a new report would be released, additional to the Secretary’s obligations under section 14A of
the Act, following the publication of the 2019-20 State Budget.

Why is fiscal sustainability important
It is important for governments to maintain fiscal sustainability, so that they can continue to provide
the level of goods and services required by the community; invest in necessary infrastructure; initiate
new programs; and have adequate reserves for unforeseen events such as the Global Financial Crisis
or natural disasters. All governments should strive to maintain long-term fiscal sustainability to avoid
government insolvency or burdening future generations with excessive debt. Although government
insolvency is rare, occasionally national governments do default on their debt due to the inability to
meet liability payments. Nations such as Venezuela, Ukraine, Greece and Argentina have all gone
through a sovereign debt crisis within the past decade, thereby losing the trust of potential investors,
businesses and consumers which can potentially hinder future economic growth.
Relative to assessments at the national level, this Report recognises that many of the broader social,
economic and policy instruments of government that would otherwise impact upon government fiscal
sustainability are outside the scope of this assessment as they are the responsibility of the
Australian Government. Such instruments include monetary policy, trade arrangements, a number of
important taxes, aged care, social benefits, and defence, among others. Relative to an assessment of
fiscal sustainability at a national level, this Report is limited in the matters that are considered.
Conversely, as an Australian State, the Tasmanian Government faces many policy demands and other
constraints that the Australian Government does not and these policy constraints can also be markedly
different to other Australian states and territories.
As a State-level assessment of fiscal sustainability, this Report adopts an approach that recognises the
specific circumstances, constraints and characteristics that are relevant to Tasmania’s fiscal
sustainability.

10
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Challenges in achieving fiscal sustainability in
Tasmania
A key feature of the State’s finances is the significant share of revenue it receives through payments
from the Australian Government, particularly its share of revenue from the GST. By contrast, the
State’s taxes account for a smaller share of total State Government revenue. This exposes the
State Government to fiscal pressures largely outside of its control. In addition, the
Australian Government often links the provision of funding for specific programs/purposes with
requirements for State funding contributions, which further restricts the State’s fiscal flexibility.
Tasmanian population growth and migration movements generally reflect the economic cycles of the
State. Economic strength usually results in increased employment opportunities and population
movements to the State. Increasingly, over recent decades, long-term Tasmanian population levels
have been driven less by natural population increase, but rather interstate and overseas migration
flows. These population movements have resulted in Tasmania having the most rapidly ageing
population of any state or territory in Australia and the most dispersed, with about half of the State’s
population living outside the Hobart and South East region. This can present challenges in funding the
ongoing provision of government services, particularly hospital and health care related services.
Compared to the national average, Tasmanians also have lower disposable incomes; are less likely to
be in the labour force; have lower levels of productivity; and are more likely to die from preventable
causes. In addition, compared to the national average, Tasmania has a higher rate of youth
unemployment; a higher rate of long-term unemployment; a lower proportion of high school
graduates; a higher proportion of people with a disability; and a higher proportion of households
receiving welfare benefits.
As well as the challenges of being an island State, the specific financial, intergovernmental, demographic
and socio-economic challenges outlined above are unique to Tasmania and have a compounding effect
on the State’s relative disadvantage now and into the future. These challenges have the potential to
create longer-term fiscal pressures on the State through higher demand for services and higher costs
of service provision.
Governments across Australia have generally not allowed fiscal pressures to accumulate over an
extended period of time, to the point where their finances are unsustainable. Responsible governments
take corrective action to return finances to a fiscally sustainable level. The key task for Tasmanian
governments is to identify and address any fiscal pressures at an early stage without the loss of business
and consumer confidence and with limited disruption to government services.
This Report presents a number of fiscal projection scenarios based on past trends and/or current
Government policy. It is assumed in this Report that no corrective action is taken during the projection
period. This is done to highlight the impact of the underlying fiscal pressures that are present in each
scenario. The scenarios are not intended to be predictions of future outcomes, as they are projections,
not forecasts.

Tasmanian Government Fiscal Sustainability Report 2019
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Recent fiscal reviews in other countries and
Australian states
Governments in Tasmania, other Australian jurisdictions and developed nations across the globe,
specifically members of the Organisation for Economic Co-operation and Development (OECD), are
all experiencing similar challenges related to funding demand for government services. These
challenges are anticipated to result in high and growing costs for government-funded services such as
health care, aged care and pensions, while having to maintain community expectations in relation to
the provision of other services.
As a result, long-term fiscal sustainability reporting has become more prevalent over recent times.
Australia (both at the national and state level), New Zealand, the United Kingdom, the United States
of America, Canada, the Republic of Korea, and many other developed nations across the world have
produced reports that all pertain to long-term fiscal sustainability. Although there is no international
consensus on the precise definition of fiscal sustainability for reporting purposes, particularly at the
sub-national level, these studies often use similar measures of fiscal sustainability, one of them being
net debt.
It should be noted that many of these reports show a potential fiscal trajectory with an overall net debt
position in the outer years of their projections. This is not necessarily a reflection of current
government policy intent, but rather a long-term projection of the effect current polices and trends,
if continued, could have on fiscal sustainability.

12
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2. Methodology and approach
This Report looks at the longer-term sustainability of the Tasmanian Government’s finances by
examining a number of possible outcomes under different assumed scenarios. This Chapter describes
how fiscal sustainability has been measured; why the scenarios presented in this Report were selected;
and the method used to develop these projections.

Measures of fiscal sustainability
There is no national or international consensus on the measures of fiscal sustainability that should be
used in the context of undertaking a long-term assessment. The choice of the fiscal sustainability
measures used can depend upon the nature and circumstances facing a jurisdiction; the method used
to develop long-term projections; and may change over time.
The key measures typically used to assess long-term fiscal sustainability are provided in Table 2.1.

Fiscal sustainability measures - 2019 Fiscal Sustainability Report
A number of fiscal measures which could be used for the 2019 Fiscal Sustainability Report
(2019 Report) were reviewed in the context of the projection methodology adopted for this Report
and comments made by the Committee in relation to the 2016 Report. For the purposes of the 2019
Report, a range of measures were adopted that are consistent with those used for the State Budget.
This Report uses the following measures of fiscal sustainability:


Net Operating Balance;



Fiscal Balance; and



Net Debt.

Including a number of measures provides a more detailed picture of the different aspects of fiscal
sustainability. This is generally consistent with the approach adopted by ratings agencies. Examinations
of long-term fiscal sustainability in other Australian jurisdictions, and internationally, also usually involve
the adoption of a number of measures, with Net Debt being the most commonly used measure, either
as a standalone measure or as a percentage of economic output.
Since the 2016 Report, the State Budget has moved from a position where cash deposits and
investments exceeded borrowings to having projected Net Debt over the Forward Estimates period.
This change has highlighted the relevance of focusing on Net Debt as part of assessing fiscal
sustainability.
The calculation of Net Debt in the 2019 Report has been based on ABS GFS Net Debt which is
normally derived from the balance sheet and is represented by borrowings less the sum of cash and
deposits and investments. This measure of Net Debt excludes the impact of lease liabilities, resulting
from changes under AASB 16 - Leases, which is an accrual entry that recognises the present value of
future lease obligations, effective from 2019-20.
Net Debt has been chosen as a measure for this Report as it directly impacts net cash and associated
borrowings.

Tasmanian Government Fiscal Sustainability Report 2019
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Table 2.1: Measures of fiscal sustainability
Measure

Definition

Used for
Shows the operating position of
providing government services.

Net Operating Balance

The difference between General
Government Sector revenue and
expenditure, as defined by the
Uniform Presentation
Framework. This measure
excludes net capital expenditure.
The difference between General
Government Sector revenue and
expenditure, after allowing for
net capital expenditure.

Shows whether a sufficient
surplus is being generated by the
operations of government to
fund its capital expenditure
needs.

Net Debt

The difference between General
Government Sector borrowings
and the sum of its cash, deposits
and interest earning investments.

It is a measure used to assess the
overall strength of a
government's financial position.

Primary Balance

The difference between General
Government Sector revenue and
expenditure (both operating and
net capital), excluding interest
earnings, borrowing costs and
nominal superannuation interest
expenses.

Shows the underlying fiscal
pressure for each year, allowing
for depreciation, without the
legacy effects of earlier years of
Net Debt or surplus.

Fiscal Balance

For the purposes of the 2019 Report a full balance sheet projected into the future has not been
produced. However, appropriate adjustments have been applied to remove the impact of non-cash
items on the Net Operating Balance to enable the calculation of net cash flows from operating
activities. This approach is consistent with the General Government Sector cash flow reconciliation
included in the TAFR. This value is then adjusted to reflect cash flows associated with the purchase of
non-financial assets and financial assets to calculate the movement in Net Debt for each year projected
in the Report.
The components and calculation methods for the fiscal sustainability measures used in this Report are
outlined in Diagram 2.1. The detailed assumptions underlying the calculation of Net Debt are outlined
in Attachment 1.

14
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Diagram 2.1: High level summary of financial sustainability measures
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Fiscal sustainability measures - 2016 Fiscal Sustainability Report
For the 2016 Report, the Primary Balance was adopted as the key measure of fiscal sustainability,
although Net Debt projections were also presented.
The Primary Balance includes most items of expenditure and revenue but does not include interest
earnings, borrowing costs and nominal superannuation interest expenses. Therefore, the
Primary Balance allows expenditure and revenue levels to be compared for any year without the
outcome being influenced by whether the State is in a cash or Net Debt position.
The measure allows for analysis of emerging financial pressures, such as demographic change, without
the impact of past deficit or surplus positions concealing these underlying pressures. The use of the
Primary Balance, as a fiscal sustainability measure, is also based on the assumption that governments
will ensure that Net Debt, or cash, positions do not grow over extended periods of time.
The Primary Balance is often used in conjunction with the “three Ps” projection approach that was
adopted for the 2016 Report, because of its focus on underlying financial pressures. Under this
approach, the State’s economic growth is projected based on assumptions around population, labour
force participation and productivity, and then revenue and expenditure are calculated based on
assumed relationships with economic growth. As described later in this chapter, an alternative
projection approach has been adopted for the 2019 Report.
In its Inquiry into the 2016 Report, the Committee commented about the use of the Primary Balance
concept as a measure of long-term fiscal sustainability, noting that it is not a recognised accounting
measure and does not enable direct comparisons with the key fiscal measures presented in the Budget
(Net Operating Balance, Fiscal Balance and Net Debt).
To maintain continuity between the 2016 and 2019 Reports, the Primary Balance has been calculated
for all projection scenarios and the results are included in Attachment 2. It should be noted that the
results are not directly comparable between the two Reports due to differences in the projection
methodology and source data.

Projection methodology
To assess long-term fiscal sustainability, this Report presents scenarios based on alternative
projections of revenue and expenditure over a 15-year projection period (2019-20 to 2033-34).
It is important to note that the scenarios presented in this Report are projections based on past data
and adjusted for known or potential future events. The projections are not forecasts in that they are
not intended to be predictions of future outcomes and no scenario is considered more or less likely
to eventuate than the others. Rather, the scenarios are designed to examine the sustainability of the
State’s finances under different assumed future circumstances.
It should be noted that none of the projections undertaken in this Report take into account the
significant potential future electricity projects currently under consideration, namely Project Marinus
and Battery of the Nation. These potential projects may have substantial impacts on the Government’s
financial position. However, at this stage, it is not possible to identify and quantify with any degree of
accuracy the impacts on the State’s financial position which would occur if these potential projects are
advanced.
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It should be further noted that all scenarios have been adjusted to reflect the recent decision made by
the Australian Government to waive the State’s Commonwealth-State Housing Agreement Debt.
Adjustments have been made to Net Debt to reflect that this debt has been forgiven, and to the
Housing and community amenities expenditure classification to reflect the resulting expected
increased housing expenditure.

Projection period
A 15-year projection period was chosen as:


there is some level of knowledge of events that are likely to occur over the next 15 years,
but reduced certainty beyond that timeframe;



projections over a longer-term would likely follow the trend established over 15 years and
not add further value in relation to fiscal sustainability;



it is consistent with the OECD’s guidance on long-term reporting, where long-term is
considered to be between 10 and 40 years; and



it is consistent with the projection period for the 2016 Report.

Projection approach
As noted previously, the 2016 Report used the “three Ps” projection approach. This is a valid approach
that has been adopted by other Australian and international jurisdictions when examining long-term
fiscal sustainability.
However, in reviewing the 2016 Report, and considering the current fiscal position and outlook, a
different projection approach has been adopted for this Report. This Report has not been prepared
on the “three Ps” projection approach used in the 2016 Report and adopts an alternative approach
consistent with standard budgeting and accounting practices, but over a longer-term. The change in
the projection approach was adopted to:


provide greater consistency between this Report and the 2019-20 State Budget and
Forward Estimates;



improve the utility of the Report by providing readers with familiar fiscal measures;



ensure consistency in the use of cash and accrual data; and



ensure that known significant future capital and operational expenditure changes are
appropriately reflected in the projections.

The last point is particularly important in the context of this Report, as there are a number of major
projects beyond the current Forward Estimates that will have a financial impact on the State. However,
it would be difficult to capture the cost of these projects using the same methodology as adopted in
the 2016 Report.
The approach adopted for this Report involves projecting revenue and expenditure items on the basis
of historical trends or specific projections that take into account current Government policy or other
known future expenditure or revenue impacts. These projections are adjusted for significant known
increments or decrements in revenue and/or expenditure.
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Scope of projections and assumptions
This Report assesses the State’s long-term financial sustainability at the General Government Sector
level. This is consistent with the presentation of key fiscal measures in the State Budget and reflects
the areas within which the State Government has major direct policy control. The Report does include
projected returns from government businesses under different assumed scenarios. However, it was
not considered practical to attempt to assess fiscal sustainability at the level of the Total State Sector
as this would require detailed analysis and assessments of the projected future financial positions of
each government business.

Format and sources of data
Accrual accounting
Government financial data can be presented on a cash or accrual basis. For the purposes of this Report,
it was important that a clear choice was made on which form of data would be used, and then ensure
the consistent application of that approach.
In accrual accounting, transactions are recorded when the transaction is incurred regardless of
whether a cash transaction takes place. Transactions such as depreciation are recorded on an accrual
basis only. The recording and recognition of financial information on an accrual basis can improve
accountability which can lead to efficiencies in the use of public resources by recognising the true cost
of delivering services to the community during a given period.
Under AASB 1049 - Whole of Government and General Government Sector Financial Reporting, the
Government must prepare both Whole-of-Government financial statements and General
Government Sector financial statements. The statements should incorporate the reporting
requirements under the AASB. This Report includes revenue from transactions, expenses from
transactions, the Net Operating Balance and the Fiscal Balance. These measures are recorded and
presented on an accrual basis consistent with applicable accounting standards.
The TAFRs and Budget Financial Statements are primarily presented on an accrual basis, but both
include a statement of cash flows. The movement in cash is required for the calculation of Net Debt.
The results of this Report are based on a reconciliation of the Net Operating Balance to Net Debt.

Data format and sources
This Report has sourced financial data presented in the TAFRs from 2008-09 to 2017-18 to assist in
the development of projections. The format of the projected data is based on the format of the source
data to maintain consistency.
The data used in this Report have been validated against previous TAFRs to ensure that the calculations
performed are correct and that data integrity has been maintained.
The classification of revenue is based upon the revenue types included in the Statement of
Comprehensive Income in both the TAFRs and Budget Financial Statements. This provides a consistent
approach in the recognition of revenue components and aligns this Report with other key Government
reports.
The expenditure items have been presented in accordance with the COFOG-A. This reflects the
Australian Government’s requirement to produce statements based upon the Australian Bureau of
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Statistics’ Government Finance Statistics. This is consistent with the reporting obligations under AASB
1049. COFOG-A groups expenditure by the type of Government function and is used to measure the
financial activities of Government.
The COFOG-A classification scheme was introduced from 1 July 2017 and replaced the Government
Purpose Classification (GPC) which was used in the 2016 Report. The new conceptual framework
includes a number of changes to the classifications of functions. This has resulted in a decrease in the
number of categories by purpose from 12 to 10. A number of categories which existed independently
under the GPC framework have been reclassified and now form part of other categories within the
COFOG-A classification framework. To accurately project expenditure, historical TAFR data has been
re-cast under the COFOG-A classification framework based upon ABS Cat No 5514.0 - Australian
System of Government Finance Statistics: Concepts, Sources and Methods, 2015. It is noted that the
State Budget departs from the COFOG-A framework in presenting nominal interest on
superannuation as a separate expenditure category. This Report has adopted the same approach to
maintain consistency with the State Budget.
The base year for the projections in this Report is the 2018-19 Estimated Outcome as presented in
the 2019-20 Budget. This base year was chosen as the more recent 2018-19 Preliminary Outcomes
Report does not present data in the detailed COFOG-A format that is required for long-term
projections. In addition, it was considered that the preparation and release of this Report would be
unacceptably delayed if it was based on the 2018-19 TAFR.
All values presented in this Report are in nominal terms, that is, they reflect the actual value in the
year that they are reported. This has required indexation of some data from current dollar values,
although most revenue and expenditure data are already in nominal terms due to the effect of
projecting past data that included inflation effects or the use of future Budget and Forward Estimates
data which are indexed.

Modelling approach and structure
The model used to develop the projections was built within the Department of Treasury and Finance
by a specialist Project Team. The model creates projections based on the rates of growth developed
under each scenario. The modelling approach applied to each input can be seen in Diagram 2.2.
Expenditure has been broken into transactions by their classification within the COFOG-A framework,
to allow particular sources of expenditure to be modelled in more detail.
As noted above, all of the historical data inputs for the model were taken from past TAFRs. Internal
checks were incorporated as part of the model design process to ensure that the calculation of the
fiscal sustainability measures were consistent with what has historically been reported in the TAFR.
The model was designed with flexibility and transparency in mind, to ensure that the treatment of
inputs could be easily varied for each of the scenarios, and the impacts on the outputs traced through
the model.
A number of assumptions were also adopted to underpin the design and operation of the model to
calculate the required scenario projections. The key model assumptions are included in Attachment 3.
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Diagram 2.2: High-level model architecture schematic
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More detail on the basis for the projections undertaken for each of the model inputs is included in
Attachment 4.

Fiscal scenarios projected
Four scenarios have been developed for this Report. Projections are made for each scenario based on
different assumptions for components of expenditure and revenue.
The scenarios examine the magnitude of any potential long-term financial imbalances for the State that
may arise in the future. It is important to reiterate that the scenarios are projections, not forecasts,
and none of the scenarios represent a base case, or more probable outcome.

Basis for selected scenarios
The four scenarios selected for this report are:
1. Historical Trends;
2. Forward Estimates;
3. High Expenditure; and
4. Low Revenue.
The Historical Trends and Forward Estimates Scenarios reflect the historical trends in revenue and
expenditure lines and the intended pattern of revenue and expenditure over the 2019-20 Budget and
Forward Estimates period respectively.
The High Expenditure and Low Revenue Scenarios were chosen as they both reflect alternative
projections that would create additional pressures on the State’s fiscal position. These two scenarios
are intended to show how adverse outcomes in relation to revenue and expenditure impact on the
State’s financial position.
All four scenarios take into account current Government policies to varying degrees. The
Forward Estimates Scenario most closely reflects current Government policies as the projections are
based on trends over the 2019-20 Budget and Forward Estimates period. As alternatives, the other
scenarios adopt different positions on expenditure and revenue. However, major committed capital
expenditure projects have also been taken into account under all scenarios including any significant
changes in associated operating expenses. This includes projects such as the:


Royal Hobart Hospital redevelopment;



Bridgewater Bridge; and



Northern Prison.

Where appropriate, this Report also takes into account the Government’s current policies in relation
to salary and non-salary funding and limiting the increases in the price of government services to
growth in the Consumer Price Index.
Projections have also been adjusted for significant known future increments or decrements in revenue
and expenditure. Subsequent projections are then made from this higher or lower level. Examples
include additional operating expenditure expected from the Royal Hobart Hospital redevelopment
and new Northern Prison projects.
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The four scenarios are discussed further below, and a more detailed description of the treatment of
the model inputs under each scenario is included in Attachment 4.

Scenario 1: Historical Trends
This scenario looks at the past outcomes for each revenue and expenditure item to determine
longer-term trends of future outcomes. Starting from the 2018-19 Estimated Outcome, as included in
the 2019-20 State Budget, these longer-term trends have been applied to each input to develop
projections over the next 15 years.
The historical trend projections have generally been determined based on the 10-year historical
compound annual growth rate. However, different time periods have been adopted in some cases to
remove non-representative years, for example the impact of the Global Financial Crisis on historical
data, or to reflect longer-term trends or cyclical movements.
Significant increments and decrements in future revenue and expenditure have been included where
these changes would not have been reflected in historical trends, for example additional operating
expenditure expected from the Royal Hobart Hospital redevelopment and new Northern Prison
projects.
This scenario captures historical trends in expenditure and revenue, and known future increments or
decrements in revenue and/or expenditure, to develop projections that may arise in the future without
policy intervention.

Scenario 2: Forward Estimates
This scenario looks at all revenue and expenditure items and their growth over 2019-20 and the
current Forward Estimates period, taken from the 2019-20 State Budget Papers.
Unlike the Historical Trends Scenario which commences after the 2018-19 Estimated Outcome, the
projections under this scenario start from the end of the Forward Estimates period in 2023-24, with
revenue and expenditure largely consistent with the 2019-20 Budget and Forward Estimates period
until that time. These projections are based on the compound annual growth rate over the four years
of the 2019-20 Budget and Forward Estimates period. However, as this is a relatively short period,
indexation of 2.25 per cent per annum has been adopted after the Forward Estimates period for some
components. This indexation rate is consistent with indexation in the 2019-20 State Budget.
This scenario is designed to show the potential long-term financial impacts of the State Government’s
currently stated policies and fiscal intent as expressed in the 2019-20 State Budget and
Forward Estimates, if these arrangements were maintained over the entire projection period.

Scenario 3: High Expenditure
This scenario has been designed to capture one of the major risks to fiscal sustainability, being ongoing
high levels of expenditure growth. This represents a risk to long-term fiscal sustainability when growth
in expenditure rises above the rate of growth in revenue for an extended period of time.
For this scenario, most inputs, including revenue inputs, are projected based on their historical trend.
However, some key expenditure categories have been projected at higher levels. These expenditure
categories were chosen on the basis of both their materiality and also on the historical capacity for
these items to grow at higher rates.
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The expenditure categories adjusted under this scenario include:


health - due to assumed increases in demand for services and increasing costs of service
provision;



education - with expenditure growth assumed to remain at the indexation rate required
under current national education policy arrangements, reflecting ongoing increases in the
required expenditure per student across the projection period; and



capital expenditure continuing to grow over the period and taking into account assumed
increased construction costs within the State.

This scenario shows the capacity of the State’s finances to manage ongoing increases in the above
expenditure categories in the absence of any policy responses to contain this additional growth or
raise additional revenue.

Scenario 4: Low Revenue
This scenario is designed to assess another of the key risks to the State’s long-term fiscal sustainability,
which is low revenue growth outcomes over an ongoing period.
The State Government’s finances are reliant on a number of revenue sources. Some of these vary
over time due to particular market conditions, such as conveyance duty and returns from government
businesses. Others are largely beyond the State’s control, but are also subject to variability, such as
GST revenue and SPPs from the Australian Government. GST variability represents a particular risk
as it is the largest single source of revenue for the State, representing 38.3 per cent of total General
Government Sector revenue in the 2018-19 Estimated Outcome.
Under this scenario, most inputs are projected based on their historical trend. The revenue categories
where lower projected outcomes have been adopted include:


GST receipts - projected to grow at below the long-term trend;



SPPs - assumed to be impacted by future agreements with the Australian Government
resulting in projected revenue that is lower than Forward Estimate trends;



Conveyance Duty - assumed to increase at a lower rate of growth than the long-term trend;
and



Returns from government businesses - no projected growth in returns after the
Forward Estimates period.

This scenario shows the capacity of the State’s finances to manage ongoing low revenue growth
outcomes from key sources, in the absence of any policy responses to raise additional revenue or
reduce expenditure.

Tasmanian Government Fiscal Sustainability Report 2019

23

Sensitivity analysis
The scenario projections can be sensitive to some of the underlying inputs due to either the magnitude
of those inputs in the context of the State’s finances (GST revenue or projected salary costs for
example) or the nature of analysis undertaken (the impact of assumed future borrowing cost rates on
debt servicing costs and Net Debt).
In relation to GST revenue, it is not considered possible within the scope of this Report to undertake
sensitivity analysis based on the inputs to GST revenue. These inputs include the size of the national
GST pool, the State’s relative population growth and the State’s assessed GST relativity.
However, this Report does include sensitivity analysis in relation to future government employee
salary costs and assumed borrowing cost rates. This analysis is included in Chapter 4 and shows the
degree to which the projection scenario outputs may vary if different assumptions were adopted in
relation to these inputs.
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3. Projection results
The results of the 2019 Report are presented below for each scenario. All values are expressed in
nominal terms and reflect the actual value in the year being reported. The results include the projected
Net Operating Balance, Fiscal Balance, and Net Debt for the period 2019-20 to 2033-34. The scenarios
present a range of possible outcomes that could occur. The scenarios are projections, not forecasts,
and as noted previously no scenario is considered more or less likely to occur. Also, these scenarios
are based on the assumption that no corrective policy action is taken over the projection period.
The fiscal position of the 2018-19 Estimated Outcome, contained in the 2019-20 State Budget Papers,
is the starting point of these projections with the exception of the Forward Estimates Scenario which
starts at the end of the Forward Estimates period in 2023-24. The Budget reports that in 2018-19, the
Net Operating Balance is estimated to be a surplus of $41 million, the Fiscal Balance is estimated to
be a deficit of $357 million, and Net Debt is estimated to be negative $535 million.
Chart 3.1: Net Operating Balance, 2008-09 to 2033-344

The Historical Trends Scenario shows outcomes that are progressively worse than those experienced
in the past. This is primarily due to forward expenditure being adjusted under this scenario to account
for additional expenditure associated with major projects, such as the additional operating expenditure
expected from the redevelopment of the Royal Hobart Hospital. In addition, the Historical Trends
Scenario includes adjustments to some revenue lines including GST receipts, following the expiry of
the GST guarantee period, and returns from government businesses, which are anticipated to grow at
a lower rate than historical trends.

4

The increase in the Net Operating Balance and Fiscal Balance in 2016-17 reflects the one-off Australian
Government payment of $730 million as a result of the transfer of the Mersey Community Hospital from the
Australian Government to the State.
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Chart 3.2: Fiscal Balance, 2008-09 to 2033-345

Chart 3.3: Net Debt, 2008-09 to 2033-34

The calculation of Net Debt in this Report has been based on the ABS GFS Net Debt. This measure
of Net Debt excludes the impact of lease liabilities, resulting from changes under AASB 16 - Leases,
which is an accrual entry that recognises the present value of future lease obligations with effect from
2019-20.
All scenarios have been adjusted to reflect the recent decision made by the Australian Government
to waive the State’s Commonwealth State Housing Agreement debt. Adjustments have been made to
Net Debt to reflect that this debt has been forgiven, and to the Housing and community amenities
expenditure classification to reflect the resulting expected increased housing expenditure.

5

The increase in the Net Operating Balance and Fiscal Balance in 2016-17 reflects the one-off Australian
Government payment of $730 million as a result of the transfer of the Mersey Community Hospital from the
Australian Government to the State.

26

Tasmanian Government Fiscal Sustainability Report 2019

Attachment 5 provides additional contextual information of the proportion of the individual revenue
and expenditure lines against total revenue and expenditure, under each scenario.

Scenario 1 - Historical Trends
Under this scenario, the Net Operating Balance is projected to deteriorate over the projection period,
with a deficit of $1.7 billion projected in 2033-34. This deficit primarily reflects that the growth rate
in expenditure between 2019-20 and 2033-34 is projected to be 4.4 per cent compared to revenue
growth of 3.1 per cent.
Over the projection period, expenditure is projected to increase to $12.0 billion. The largest
expenditure component is health, which is projected to increase to $5.1 billion in 2033-34. The
increase in health expenditure is based on its historical growth rate, with additional expenditure
associated with the redevelopment of the Royal Hobart Hospital. Health expenditure is projected to
represent 42.1 per cent of total expenditure by the end of the projection period in 2033-34. In
addition, education expenditure is projected to increase to $2.5 billion; social protection $1.1 billion;
public order and safety $981 million; and general public services $959 million over the projection
period.
Revenue under the Historical Trends Scenario is projected to increase to $10.4 billion. This includes
GST receipts of $4.2 billion; Specific Purpose Payments of $2.1 billion; and taxation revenue of
$2.1 billion. GST revenue is projected to remain the largest source of revenue to the State and is
projected to represent 40.3 per cent of total revenue in 2033-34.
A Fiscal Balance deficit of $2.1 billion has been projected for 2033-34. The increase in the Fiscal Balance
deficit reflects the deterioration of the Net Operating Balance based on a higher growth rate in
expenditure, which is further impacted by the total net acquisition of non-financial assets based on
projected infrastructure expenditure.
The infrastructure expenditure projection is primarily based on infrastructure investment included in
the 2019-20 Budget and Forward Estimates and includes additional infrastructure commitments
outside of the Forward Estimates. This includes funding for the Northern Prison; Royal Hobart
Hospital; Roads of Strategic Importance; and the Bridgewater Bridge. This scenario also takes into
account the long-term underspend of budgeted infrastructure expenditure.
Net Debt is projected to increase to $18.2 billion in 2033-34. The increase in Net Debt reflects the
deterioration of the Net Operating Balance based on a higher growth rate in expenditure compared
to revenue, which is further impacted by cash flows from the purchase of non-financial assets and
financial assets.

Scenario 2 - Forward Estimates
The Forward Estimates Scenario, which is based on the 2019-20 Budget and Forward Estimates period,
projects an improvement in the Net Operating Balance over the projection period with a surplus of
$520 million projected in 2033-34. The surplus in the Forward Estimates Scenario is primarily a result
of the projected growth rate in revenue of 2.7 per cent exceeding the projected growth rate in the
expenditure of 2.3 per cent between 2019-20 and 2033-34.
Over the projection period, expenditure is projected to increase to $8.8 billion. This projection
includes $2.8 billion for health; education $2.5 billion; public order and safety $827 million; social
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protection $629 million; and general public services $564 million. Health expenditure is projected to
remain the most significant expenditure item and is projected to represent 32.4 per of total
expenditure in 2033-34. The projection for health expenditure under this scenario includes additional
expenditure associated with the redevelopment of the Royal Hobart Hospital that is incurred after
the Forward Estimates period.
This scenario also includes the Budget savings measures announced in the 2019-20 State Budget to
improve the efficiency and effectiveness of the public sector. These measures are only included in the
Forward Estimates Scenario.
Under the Forward Estimates Scenario, revenue is projected to increase to $9.3 billion in 2033-34.
This scenario includes GST receipts of $4.0 billion, taxation revenue of $1.9 billion, and
Specific Purpose Payments of $1.8 billion. GST revenue is projected to remain the largest source of
revenue to the State and is projected to represent 43.0 per cent of total revenue in 2033-34.
A Fiscal Balance deficit of $77 million has been projected for 2033-34. The improvement in the
Fiscal Balance compared to the Historical Trends Scenario primarily reflects the improvement in the
Net Operating Balance based on a lower projected growth rate in expenditure compared to the
Historical Trends Scenario. The surplus generated in the Net Operating Balance is used to support
the net acquisition of non-financial assets, which is primarily based on infrastructure investment
expenditure included in the 2019-20 State Budget and Forward Estimates period, and includes
additional commitments outside of the Forward Estimates.
Net Debt is projected to increase to $4.5 billion in 2033-34. The improvement in Net Debt, compared
to the Historical Trends Scenario, primarily reflects an improvement in the Net Operating Balance
based on a higher growth rate in revenue compared to expenditure. Net Debt under the
Forward Estimates Scenario is primarily driven by the level of infrastructure expenditure.

Scenario 3 - High Expenditure
Under the High Expenditure Scenario, the Net Operating Balance deficit is projected to increase to
$3.0 billion in 2033-34. This deficit primarily reflects that the growth rate in expenditure between
2019-20 and 2033-34 is projected to be 5.2 per cent compared to revenue growth of 3.1 per cent.
Over the projection period, expenditure is projected to increase to $13.4 billion. This projection
includes $5.7 billion for health; education $2.7 billion; general public services $1.4 billion; social
protection $1.1 billion; and public order and safety $981 million. Health expenditure is projected to
remain the most significant expenditure item and is projected to represent 42.6 per cent of the total
expenditure in 2033-34.
The increase in health expenditure, compared to the Historical Trends Scenario, reflects an assumed
higher growth rate in health expenditure, and additional operational expenditure associated with the
redevelopment of the Royal Hobart Hospital, which is assumed to be higher than the Historical Trends
Scenario. The projection for revenue within the High Expenditure Scenario is based on revenue
projections for the Historical Trends Scenario and is projected to be $10.4 billion in 2033-34.
A Fiscal Balance deficit of $3.7 billion is projected for 2033-34. The increase in the Fiscal Balance
deficit, compared to the Historical Trends Scenario, reflects the deterioration of the
Net Operating Balance based on a higher growth rate in expenditure, and an increase in the net
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acquisition of non-financial assets based on higher assumed infrastructure expenditure compared to
the Forward Estimates Scenario.
Net Debt is projected to increase to $29.1 billion in 2033-34. The increase in Net Debt reflects the
deterioration of the Net Operating Balance, based on a higher growth rate in expenditure compared
to revenue, which is further impacted by net cash flows from the purchase of non-financial assets and
financial assets.

Scenario 4 - Low Revenue
The Net Operating Balance under the Low Revenue Scenario is projected to be a deficit of $3.1 billion
in 2033-34. The higher deficit, compared to the Historical Trends Scenario, primarily reflects that the
growth rate in revenue between 2019-20 and 2033-34 of 2.3 per cent is lower than the
Historical Trends Scenario growth in revenue of 3.1 per cent.
The expenditure projections under the Low Revenue Scenario are primarily based on the
Historical Trends Scenario and are projected to be $12.3 billion in 2033-34. Under the Low Revenue
Scenario, revenue is projected to increase to $9.2 billion. This scenario includes GST receipts of
$3.9 billion, taxation revenue of $2 billion, and Specific Purpose Payments of $1.6 billion. GST revenue
is projected to represent 41.9 per cent of total revenue in 2033-34.
The decrease in revenue primarily reflects lower projected revenue growth, compared to the
Historical Trends Scenario, with expenditure very similar to the Historical Trends Scenario. The lower
projected growth in GST significantly impacts total revenue due to GST being the most significant
single source of total revenue.
The Fiscal Balance is projected to be a deficit of $3.6 billion in 2033-34. The increase in the
Fiscal Balance deficit reflects the deterioration of the Net Operating Balance, based on a lower growth
rate in revenue compared to the Historical Trends Scenario, which is further impacted by the total
net acquisition of non-financial assets based on projected infrastructure expenditure. The
infrastructure expenditure, under this scenario, is based on the Historical Trends Scenario, which
includes the historical underspend of budgeted infrastructure expenditure.
Net Debt, under the Low Revenue Scenario, is projected to increase to $26.5 billion in 2033-34. The
increase in Net Debt reflects the deterioration of the Net Operating Balance based on a lower growth
rate in revenue compared to the Historical Trends Scenario, which is further impacted by net cash
flows from the purchase of non-financial and financial assets.
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4. Projection sensitivities
Sensitivity analysis
The scenario projections can be sensitive to some of the underlying inputs, due to either the magnitude
of those inputs, or the nature of the analysis undertaken.
GST revenue represents the largest proportion of total State revenue, and as such, projected levels
of GST can have a significant impact on outcomes. GST revenue is determined by a distribution
methodology underpinned by a number of factors, and changes to these factors can be unpredictable.
Given this, no sensitivity analysis has been conducted on GST revenue. The risks to changes in GST
are discussed further in this Chapter.
Employee expenses make up the largest proportion of total State operating expenditure, and as such,
changes in public sector wage rates or employment levels are likely to have a noticeable impact on
outcomes. Given this, sensitivity analysis has been undertaken on employee expenses.
Financial modelling of the type undertaken for this Report can be highly sensitive to changes in assumed
borrowing costs. As such, borrowing costs have also been selected for sensitivity analysis.

Public Sector wage growth
Employee expenses represent the single largest operating expenditure item for the State Government,
accounting for almost 50 per cent of total expenses from transactions. A wages funding policy allowing
for indexation of two per cent per annum is reflected in the 2019-20 State Budget and
Forward Estimates period. However, it is possible that wage outcomes are inconsistent with the
funding policy during the course of the 15-year projection period.
The impact on total expenditure of a one percentage point change in wages funding under the
Historical Trends Scenario is shown in the charts below. The impact of the change in the wage funding
indexation rate grows over time, with a one percentage point decrease in wage funding lowering total
expenditure, and a one percentage point increase raising total expenditure.
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Chart 4.1: Public sector wage growth sensitivity analysis on total expenditure

The impact of a one percentage point change in wages funding on the Net Operating Balance is shown
in the chart below.
Chart 4.2: Public sector wage growth sensitivity analysis on the Net Operating Balance

Sensitivity analysis shows that the long-term Net Operating Balance deficit would be improved if public
sector wages funding growth were kept below two per cent per annum over the projection period.
Alternatively, sensitivity analysis shows that increasing public sector wages beyond the two per cent
per annum indexation rate increases the Net Operating Balance deficit. It is projected that in 2033-34,
the Net Operating Balance would be improved by approximately $640 million if public sector wages
funding growth was constrained to one per cent over the entirety of the projection period, relative
to a two per cent funding policy. The Net Operating Balance deficit would be approximately
$720 million higher in the same year if public sector wages funding was indexed at three per cent per
annum instead of two per cent per annum over the projection period.
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While the analysis shows that the Net Operating Balance is sensitive to the indexation rate of public
sector wages, it also highlights that constraining public sector wages funding growth alone will not
address the potential fiscal sustainability issues in the longer-term.

Borrowing cost variations
There are a number of determinants of the cost of borrowings, most of which are outside of the
State Government’s control.
Based on information from the Tasmanian Public Finance Corporation, a rate of four per cent
per annum was applied to all scenarios beyond the Forward Estimates period as the cost of
borrowings. The impacts on total borrowing costs and on Net Debt of a two percentage point change
in either direction from the borrowing cost rate used in the Historical Trends Scenario are shown in
the charts below.
Chart 4.3 shows that the borrowing cost rate applied has a material impact on total borrowing costs.
It is projected that a six per cent borrowing cost rate over the projection period would increase total
borrowing costs by approximately $520 million in 2033-34 relative to a borrowing cost rate of
four per cent. A two per cent borrowing cost rate over the projection period would reduce
borrowing costs by approximately $410 million in 2033-34 relative to a four per cent borrowing cost
rate.
Chart 4.3: Borrowing cost rate sensitivity analysis on borrowing costs
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Chart 4.4: Borrowing cost rate sensitivity analysis on Net Debt

As can be seen from Chart 4.4, the level of Net Debt is impacted by changes in the borrowing cost
rate. It is projected that a six per cent borrowing cost rate over the projection period would increase
Net Debt by approximately $2.6 billion or 14 per cent in 2033-34 relative to an assumed four per
cent rate. Alternatively, a two per cent borrowing cost rate over the projection period would reduce
the level of Net Debt in 2033-34 by approximately $2.2 billion or 12 per cent relative to what it would
otherwise have been.
While the impact of borrowing cost rate changes may seem significant in terms of absolute numbers,
borrowing cost rate movements are not significant in terms of the percentage changes to Net Debt
over the 15-year projection period. The analysis shows that modest movements in the borrowing cost
rate do not materially change the underlying projected sustainability trends and pressures. The impact
of borrowing cost rate changes on Net Debt is influenced by the low level of Net Debt in the early
years of the projections as well as the low borrowing cost rates used in the projections. If Net Debt
levels were higher at the beginning of the projection period, or borrowing cost rates considerably
higher, the projections would be more sensitive to changes in the borrowing cost rate.

Sensitivities to projection results
There are a range of other factors that have the potential to impact on the State’s fiscal sustainability
during the projection period. However, due to the level of uncertainty of these factors, they have not
been included in the modelling. A discussion of some of these factors is included below.
Contingent liabilities, are by their very nature uncertain. The 2017-18 TAFR noted $49 million in
contingent liabilities for the financial year. Given that it is unknown whether contingent liabilities will
become actual liabilities, or the timing of such a change, they have not been included in the modelling.
However, if a contingent liability did become an actual liability during the projection period, it would
have a negative impact on the fiscal sustainability measures.
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There are a number of major projects currently being considered in Tasmania, such as Project Marinus
and Battery of the Nation. These are potentially very significant projects in terms of the investment
required. While detailed cost-benefit analysis is undertaken before any major project is commenced,
it is currently too early in the planning stages of these projects to model any potential impacts with
any degree of certainty. The State’s fiscal sustainability could be impacted either positively or negatively
by these projects.
Natural disasters impact on the State’s fiscal sustainability partly from the immediate provision of
assistance, as well as longer-term impacts from rebuilding infrastructure. Additionally, there are often
indirect costs such as disruptions to production. Given the uncertainty of natural disasters, no attempt
has been made to model natural disasters in the projection period. Similarly, no attempt has been
made to model the impacts of climate change or governments’ policy responses to mitigate climate
change impacts.
Each scenario is based on population growth continuing based on recent trends. However, should
there be a significant change in population growth, whether it be an increase or decrease, the State’s
fiscal sustainability will be impacted. Very large increases in population will increase demand for
government services and infrastructure, while a large decrease will negatively impact the State’s
own-source and Australian Government revenue.
Major disruptive global events pose a risk to the State’s fiscal sustainability to the degree that they
impact on the Australian and Tasmanian economies. Following the Global Financial Crisis in 2008, the
extent to which the Australian economy is impacted by global forces became more apparent. Should
a similar event occur in the future, there could be a material impact on the State’s fiscal sustainability.
A downgrade in the State’s credit rating poses a risk to fiscal sustainability. If the State were to follow
one of the scenarios with rising levels of Net Debt over the period, it would be likely that the ratings
agencies would downgrade Tasmania’s credit rating. In addition to impacts on the cost and ability of
the State to raise debt, a credit downgrade would result in a loss of business confidence, and negatively
affect the broader economy.
GST revenue is determined by a range of factors including the size of the national GST pool, the State’s
relative population share and the State’s assessed GST relativity, as determined by the independent
Commonwealth Grants Commission. Variations in any of these factors during the projection period
could result in changes in the GST revenue for the State.
A large proportion of the State’s revenue comes from Australian Government grants. Any significant
changes in policy would have the potential to impact on revenue receipts. The timing, direction and
magnitude of any potential changes are currently unknown.
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5. Conclusions
Consistent with the Act, the purpose of this Report is to examine the long-term sustainability of the
Tasmanian Government’s finances.
This Report provides a longer-term perspective on Tasmania’s fiscal outlook that goes beyond the
reporting in the Budget and the three years of Forward Estimates.
The results show that all the projections, apart from the Forward Estimates Scenario, involve
increasing Net Operating Balance and Fiscal Balance deficits and increasing Net Debt, meaning that
the State could potentially face increasing fiscal pressures in the future.
It is not unusual for this type of analysis to show results that are either increasingly sustainable or
increasingly unsustainable as they are based on projections that assume no corrective policy response.
However, these results provide indications of future fiscal pressure and, therefore, the need for, and
direction of, future policy responses.
For all scenarios, the results show projected fiscal outcomes that are potentially manageable in the
short term. For instance, by the end of the Forward Estimates period, there would need to be a
revenue increase of approximately eight per cent to achieve a zero Net Operating Balance under the
Historical Trends Scenario. While this would be very challenging, by 2024-25 the required revenue
increase is approximately 10 per cent and the size of the corrective action required after this point is
projected to increase significantly.
Therefore, any corrective policy actions, such as expenditure or revenue measures, used to address
the projected fiscal challenges that could face the State would be easier and more effective if
implemented early and were focussed on the underlying causes of these fiscal pressures.
Projected health expenditure is the single most significant driver of the projected future fiscal
challenges for the State.
This is consistent with the outcomes of the analysis undertaken in the 2016 Report and is also
consistent with the significant health service funding pressures that are being experienced by all other
Australian jurisdictions and internationally.
Health expenditure is the largest single category of expenditure within the State Budget and has been
growing at an average rate of 5.8 per cent per annum over the past decade. Based on historical trends,
it is the only area of expenditure that is projected to grow at a significantly greater rate than the
expected growth in State revenue. Between 2008-09 and the 2018-19 Estimated Outcome, health
expenditure as a share of total General Government Sector expenditure has grown from
25.3 per cent to 30.8 per cent and is projected to grow to 42.1 per cent by 2033-34 under the
Historical Trends Scenario.
Tasmania’s relatively poor community health and ageing population will continue to contribute to
increasing demand for health services. However, consistent with the findings of the 2016 Report,
demographics is not considered to be the key driver of the past, and expected future, growth in health
expenditure.
A large body of research has been undertaken globally into the key drivers of increasing health
expenditure, particularly in the context of the ageing of the population. The main finding of this
research is that other factors, particularly technological innovations, have a much greater impact on
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the cost of health care than changing demographics. Health care expenditure projections produced by
the OECD’s Economics Department to the year 2050 found that non-demographic factors (in
particular technological developments) were the most important drivers of the anticipated increase in
health care expenditure.
Technological innovation is expected to continue to provide opportunities for improved health
services, often involving higher costs. The extent to which this cost driver is realised in the future is
critical to maintaining fiscal sustainability.
This Report is not intended to provide recommendations on the specific policy responses that should
be taken in response to the projected fiscal pressures. However, the results and findings contained in
this Report do warrant further discussion.
If revenue and expenditure continue to grow in line with the trends experienced over the past
10 years, then health expenditure is projected to increase at roughly twice the rate of projected
revenue growth.
While Tasmania has some specific population characteristics that increase demand for health services,
the underlying health funding pressures also exist in other Australian jurisdictions. Per capita health
costs have experienced strong growth across all Australian jurisdictions over the past 10 years. It is
considered that the fiscal pressures projected in this Report are likely to arise in all Australian
jurisdictions.
However, the current projected growth in health expenditure in Tasmania is occurring simultaneously
with risks in relation to State revenues; significant expected growth in other expenditure areas; and
relatively high levels of infrastructure expenditure (a significant portion of which is being undertaken
to support future service delivery).
Therefore, efforts should continue to be made to identify and achieve efficiencies in the provision of
health and other government services. This should include consideration of existing expenditures in
the context of assessing whether:


programs have been effective in achieving their intended objectives;



the intended program outcomes are still required by the Tasmanian community and, if so,
what the current priority of those outcomes are relative to other health and non-health
related programs; and



there are efficiencies available in the delivery of current programs.

If overall expenditure constraint is to be achieved, it is considered that requests for additional services
or expenditure should be considered in the context of the above assessments of existing expenditure.
The underlying drivers of growth in health expenditure are likely to continue. This will make it
increasingly challenging to maintain fiscal sustainability into the future with expenditure constraint
alone.
It is recognised that constraining expenditure will present challenges and difficult choices. In addition,
maintaining long-term fiscal sustainability for Tasmania, and other Australian jurisdictions, will require
not just ongoing management of expenditure but also consideration of sources of revenue that will
fund improvements in government services. In particular, long-term fiscal sustainability will require
growth in expenditure to be matched with sources of revenue that grow at the same rate.
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The rates of revenue growth required to maintain long-term fiscal sustainability are unlikely to be
delivered through expected growth in current revenue sources or minor changes to existing taxation
arrangements. While noting the challenges involved, it is likely that reform of the existing taxation
system will be required, including identifying new sources of revenue.
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Attachments
Attachment 1: Net Debt calculation
assumptions
The calculation of Net Debt in the 2019 Report is based on the Australian Bureau of Statistics’
Government Finance Statistics Net Debt6 which excludes the impact of lease liabilities under
AASB 16 - Leases, effective from 2019-20. This measure of Net Debt reflects the movement in cash
which will impact either cash or borrowings required to fund the Government’s commitments. All
references to Net Debt within the Report reflect this measure outlined above.
The Net Debt value is determined by the Net Operating Balance with an adjustment to remove
non-cash items to project future net cash flows from operating activities. This value is then adjusted
to reflect cash flows from non-financial assets, financial assets and non-cash adjustments for timing
differences to calculate either the net decrease or net increase in Net Debt. The opening Net Debt
value is adjusted by these movements, which then calculates closing Net Debt on an annual basis.

Reconciliation of Net Operating Balance to Net Debt
Net Operating Balance

A

Non-cash adjustments
Depreciation

B

Nominal superannuation interest expense

C

Decrease/(increase) in Receivables

D

Decrease/(increase) in Other financial assets

E

Decrease/(increase) in Inventory

F

Increase/(decrease) in Employee entitlements

G

Increase/(decrease) in Payables

H

Increase/(decrease) in Other liabilities

I

Adjustment for non-cash superannuation

J

Adjustment for other non-cash items

K

Total Non-cash adjustements (B+C+D+E+F+G+H+I+J+K)

L

Net cash flows from operating activities (A-L)

M

Net cash flows from non-financial assets

N

Net cash flows from financial assets (policy purposes)

O

Non-cash adjustment for timing differences

P

Net decrease/(increase) in Net Debt (SUM(M+N+O+P)

6

Q

Net Debt at beginning of year

R

Net Debt at end of year (R+Q)

S

All references to ABS GFS Net Debt refer to the measure: ABS GFS Net lending (+)/borrowing (-).
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Overview of Net Debt Calculation
Net Debt is a liquidity measure used to assess the overall strength of the Government's fiscal position.
Net Debt is calculated from the Balance Sheet and represents borrowings less the sum of cash and deposits
and investments. The Balance Sheet is able to represent the cumulative effect of income and cash flows over
time. The Net Debt calculation, to be included in the 2019 Report, will be calculated from the Net Operating
Balance as a full Balance Sheet is not within the scope of the project.
To calculate Net Debt, a number of accrual adjustments from the Net Operating Balance are required to
determine net cash flows from operating activities. These include the following adjustments:


depreciation;



nominal superannuation interest expense;



decrease/(increase) in receivables;



decrease/(increase) in other financial assets;



decrease/(increase) in inventory;



increase/(decrease) in employee entitlements;



increase/(decrease) in payables;



increase/(decrease) in other liabilities;



adjustment for non-cash superannuation; and



adjustment for other non-cash items.

The adjustments are based upon projections and historical data included in the TAFRs. Further adjustments
are then made to reflect net cash flows from both financial and non-financial assets to calculate closing Net
Debt on an annual basis.
Depreciation
The average depreciation rate, as calculated in the 2019-20 Budget, has been used for the projections up until
2022-23. Subsequently, from 2023-24 a depreciation rate has been used that has been calculated by the
average depreciation rate between 2008-09 and 2017-18.
Nominal superannuation interest expense
The nominal superannuation interest expense is based upon projections provided by the State’s Actuary.
Decrease/(increase) in receivables
The movement in receivables is based upon the 10-year TAFR average to account for the variability within
movements between financial years. Over the longer-term, the average movement removes the variability.
This value is consistent across all scenarios.
Decrease/(increase) in other financial assets
The movement in other financial assets is based upon the 10-year TAFR average to account for the variability
within movements between financial years. This value is consistent across all scenarios.
Decrease/(increase) in inventory
The movements in inventory is based upon the 10-year TAFR average to account for the variability within
movements between financial years. This value is consistent across all scenarios.
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Increase/(decrease) in employee entitlements
The movement in employee entitlements is based upon the 10-year TAFR average to account for the
variability within movements between financial years. This value is consistent across all scenarios.
Increase/(decrease) in payables
The movement in payables is based upon the 10-year TAFR average to account for the variability within
movements between financial years. This value is consistent across all scenarios.
Increase/(decrease) in other liabilities
The movement in other liabilities is based upon the 10-year TAFR average to account for the variability within
movements between financial years. This value is consistent across all scenarios.
Adjustment for non-cash superannuation
The adjustment for non-cash superannuation is calculated as the difference between the defined benefit
service cost and the defined benefits employer contributions, based on data supplied by the State’s Actuary.
This value is then adjusted to reflect the 10-year TAFR variance for other non-cash superannuation
expenditure.
Adjustment for other non-cash items
The adjustment for other non-cash items is based upon the 10-year TAFR average to account for the
variability within movements between financial years. This balancing line accounts for cash and accrual
variances within revenue and expenditure lines. This value is consistent across all scenarios.
Net cash flows from non-financial assets
The calculation of net cash flows from non-financial assets is based upon the reconciliation between purchases
of non-financial assets and infrastructure investment included in 2019-20 State Budget Papers.
Based upon a review of historical budget data, 85 per cent of infrastructure expenditure relates to the
purchase of non-financial assets and 15 per cent relates to operational expenditure capitalised
(10-year average). Furthermore, historically the purchases of non-financial assets excluded from
infrastructure investment represents 12 per cent of infrastructure expenditure. The total net cash flows from
non-financial assets is the sum of 85 per cent of the projected infrastructure expenditure under each of the
scenarios, with a further 12 per cent to reflect the purchase of non-financial assets excluded from
infrastructure investment. This is offset by projected sales of non-financial assets which are based upon the
10-year TAFR average. The 10-year TAFR average is consistent with the average over the
2019-20 State Budget and Forward Estimates period. This projection includes additional housing capital
expenditure as a result of the Australian Government forgiving the Commonwealth-State Housing
Agreement debt.
Net cash flows from financial assets
The Net cash flows from financial assets reflect equity contributions provided to government businesses
which reflect National Partnership funding agreements between the Tasmanian and the Australian
governments.
Non-cash adjustment for timing differences
The adjustment for timing differences reflect other cash/accrual variances between the movement from net
cash flows from operating activities and Net Debt. The adjustment is based upon the 10-year TAFR average.
This value is consistent across all scenarios.
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Attachment 2: Primary Balance results
The Primary Balance is the difference between General Government Sector revenue and expenditure,
excluding interest earnings, borrowing costs and nominal superannuation interest expenses.
For the 2016 Report, the Primary Balance was adopted as a key measure of fiscal sustainability.
To maintain consistency with the 2016 Report, the Primary Balance has been calculated for all projection
scenarios. It should be noted that the results are not directly comparable with the 2016 Report, due to
differences in the projection methodology and source data.
The projection results for the Primary Balance under each of the four scenarios are shown in the chart below.
Chart A2.1: Primary Balance results7

7

The increase in the Primary Balance in 2016-17 reflects the one-off Australian Government payment of $730 million
as a result of the transfer of the Mersey Community Hospital from the Australian Government to the State.
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Attachment 3: Key model assumptions
Australian and State Government policies - it is assumed that there are no significant changes in both
Australian and State Government polices over the life of the projection period.
Contingent liabilities - contingent liabilities have been omitted as they are not possible to accurately predict
over the length of the projection period.
Credit rating - Tasmania’s credit rating is assumed to remain unchanged over the projection period.
Depreciation - in all scenarios, depreciation has been based upon the projected balance of non-financial
assets. Following the Budget and Forward Estimates period, the depreciation rate has been calculated based
on historical trends.
Equity transfers - the assumed equity transfer profile is the same in all scenarios. This reflects agreed funding
commitments between the Tasmanian and Australian Governments and assumed future projected funding
requirements.
Extreme weather events and natural disasters - due to their inherent uncertainty, the costs associated
with extreme weather events and natural disasters have not been explicitly modelled over the projection
period but may be implicitly represented through historical trends.
Mersey Community Hospital Fund dividend - the Mersey Community Hospital Fund dividend is assumed
to provide returns to the Government until 2026-27.
Mersey Community Hospital - it is assumed that the Australian Government will fund eligible activity at
the Mersey Community Hospital from 2027-28 under the National Health Reform Agreement.
National Partnerships - it is assumed that all National Partnership payments are received and expended in
the same year.
Participation and productivity - it is assumed that there will be no material changes in Tasmania’s labour
force participation or productivity over the projection period.
Population growth - it is assumed that Tasmania’s population growth will follow historical trends over the
projection period.
Sensitivity analysis on public sector wage growth - it is assumed that the ratio of salary and non-salary
expenditure as a proportion of total General Government Sector expenditure is 50:50.
Specific Purpose Payments - it is assumed that the current arrangements for SPPs will continue over the
projection period and no new SPPs will be added.
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Attachment 4: Fiscal projection methodologies
across scenarios
Tasmanian General Government Sector revenue derives from grants, taxation, and other sources. This
Report projects total General Government Sector revenue and expenditure by projecting each input
component separately. In most cases, each revenue and expenditure component is projected based on
different assumptions in each scenario. The below table provides an overview of the projection
methodologies adopted for each input component and their treatment under the four scenarios.
Table A4.1: Projection methodologies - revenue by transaction type across scenarios
Component

Other grants

GST revenue

Specific Purpose
Payments (SPPs)

Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The rate of annual
growth is based on
growth over the
Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on growth over
the Budget and the
Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The projection
methodology assumes
that there are no major
changes in current SPP
agreements.

The projection
methodology is based
on average growth rates
over the Forward
Estimates period.

The projection
methodology assumes
that there are no major
changes in current SPP
agreements.

Additional health
funding has been
included in the
out-years to align with
funding expectations
related to changes
associated with the
conclusion of the
Mersey Community
Hospital Fund.

Additional health
funding has been
included in the
out-years to align with
funding changes related
to the Mersey
Community Hospital
Fund.

Additional health
funding has been
included in the
out-years to align with
funding expectations
related to changes
associated with the
conclusion of the
Mersey Community
Hospital Fund.

The rate of annual
growth is projected
based on growth of GST
receipts during the
period 2004-05 to
A step change is
A step change is
modelled after 2026-27, A step change is
modelled after 2026-27, 2014-15 where receipts
to coincide with the end modelled after 2026-27, to coincide with the end experienced, on
average, relatively low
of the GST guarantee
to coincide with the end of the GST guarantee
annual growth.
period.
of the GST guarantee
period.
period.
A step change is
modelled after 2026-27,
to coincide with the end
of the GST guarantee
period.
The projection
methodology assumes
that the main SPPs
relating to Health and
Education are funded at
the minimum levels
allowed under the
respective agreements.
All other SPPs are based
on long-term trend
growth rates.
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Component

National Partnerships
(NPs)

Payroll tax

Conveyance duty

Other taxation

Dividend, tax and rate
equivalent income

44

Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

NPs are projected in
two components:
payments from
partnerships with the
Australian Government
in relation to major
projects, and all other
payments. Major project
payments have been
projected based on
known and expected
capital expenditures,
and expectations
regarding the timing of
those expenditures.
Other NP payments
have been projected
based on long-term
trend growth rates.

NPs are projected in
two components:
payments from
partnerships with the
Australian Government
in relation to major
projects, and all other
payments. Major project
payments have been
projected based on
known and expected
capital expenditures,
and expectations
regarding the timing of
those expenditures.
Other NP payments
have been projected
based on long-term
trend growth rates after
the Forward Estimates
period.

NPs are projected in
two components:
payments from
partnerships with the
Australian Government
in relation to major
projects, and all other
payments. Major project
payments have been
projected based on
known and expected
capital expenditures,
and expectations
regarding the timing of
those expenditures.
Other NP payments
have been projected
based on long-term
trend growth rates.

NPs are projected in
two components:
payments from
partnerships with the
Australian Government
in relation to major
projects, and all other
payments. Major project
payments have been
projected based on
known and expected
capital expenditures,
and expectations
regarding the timing of
those expenditures.
Other NP payments
have been projected
based on long-term
trend growth rates.

The annual growth rate
is based on the
long-term trend growth
rate.

The rate of annual
growth is based on
growth over the
Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate, applied following
the Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on a 10-year
rolling average, to
reflect the volatility of
this item.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate, applied following
the Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The projection method
is based on long-term
trends, with adjustments
made to reflect known
future changes.

The projection
methodology follows
returns from
government businesses
over the Forward
Estimates period, with a
growth rate applied
beyond that time to
reflect the
Government’s policy of
keeping service cost
increases in line with
inflation.

The projection method
is based on long-term
trends, with adjustments
made to reflect known
future changes.

The projection method
follows returns from
government businesses
over the Forward
Estimates period, with
no growth beyond that
time.
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Component

Fines and regulatory
fees

Other revenue

Sales of goods and
services

Interest Income

Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

The annual growth rate
is based on the
long-term trend growth
rate.

The rate of annual
growth is based on
growth over the
Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate, applied following
the Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The rate of annual
growth is based on
growth over the
Forward Estimates
period.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The projection method
assumes no growth in
Interest Income, with
adjustments made to
allow for known
changes in the levels of
cash held.

The projection
methodology is based
on an average minimum
cash holding, with
adjustments made to
allow for known
changes in the levels of
cash held.

The projection method
assumes no growth in
Interest Income, with
adjustments made to
allow for known
changes in the levels of
cash held.

The projection method
assumes no growth in
Interest Income, with
adjustments made to
allow for known
changes in the levels of
cash held.
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Table A4.2: Projection methodologies - expenditure by purpose across scenarios
Component

Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

The annual growth rate
is based on the
long-term trend growth
rate.

The projection
methodology is based
on the adjusted General
public services
expenditure profile
included in the 2019-20
Budget and Forward
Estimates, with the
removal of Budget
Savings allocations,
which have been
allocated across relevant
expenditure inputs.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

Additional expenditure
is included in the
out-years associated
with operating the
Northern Prison and
Southern Remand
Centre.

Additional expenditure
is included in the
out-years associated
with operating the
Northern Prison and
Southern Remand
Centre.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

General public services

An annual growth rate
of 2.25 per cent is
applied beyond the
Forward Estimates
period, consistent with
indexation in the
2019-20 Budget.
The annual growth rate
is based on the
long-term trend growth
rate.

Public order and safety

Additional expenditure
is included in the
out-years associated
with operating the
Northern Prison and
Southern Remand
Centre.

The annual growth rate
is based on the
long-term trend growth
rate.
Economic affairs

46

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.
Additional expenditure
included in out-years
associated with
operating the Northern
Prison and Southern
Remand Centre.
The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.
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Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
Additional changes have indexation applied for
the remainder of the
been made in line with
projection period,
the forgiveness of the
consistent with
Housing and community Commonwealth State
indexation in the
amenities
Housing Agreement
2019-20 Budget.
Debt.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

Additional changes have
been made in line with
the forgiveness of the
Commonwealth State
Housing Agreement
Debt.

Additional changes have
been made in line with
the forgiveness of the
Commonwealth State
Housing Agreement
Debt.

The annual growth rate
is based on more recent
trends in growth in
Health expenditure.

The annual growth rate
is based on the
long-term trend growth
rate.

Additional expenditure
has been included,
associated with the
redevelopment of the
Royal Hobart Hospital.

Additional expenditure
has been included,
associated with the
redevelopment of the
Royal Hobart Hospital.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

Component

The annual growth rate
is based on the
long-term trend growth
rate.
Environmental
protection

The annual growth rate
is based on the
long-term trend growth
rate.

Additional changes have
been made in line with
the forgiveness of the
Commonwealth State
Housing Agreement
Debt.
The annual growth rate
is based on the
long-term trend growth
rate.

Health

Additional expenditure
has been included,
associated with the
redevelopment of the
Royal Hobart Hospital.

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.
Additional expenditure
has been included,
associated with the
redevelopment of the
Royal Hobart Hospital,
beyond the Forward
Estimates period.

The annual growth rate
is based on the
long-term trend growth
rate.
Recreation, culture and
religion

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.
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Component

Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
over the Forward
Estimates period is
applied until 2026-27,
which is in line with the
indexation rate required
under the current
national agreement. The
combined policy
indexation rate has been
applied for the
remainder of the
projection period.

The annual growth rate
is based on the
indexation rate required
under the national
agreement, and assumes
that the funding
arrangements between
the Tasmanian and
Australian Governments
continue beyond the
end of the agreement in
2027.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

The projection
methodology follows
the Forward Estimates,
with 2.25 per cent
indexation applied for
the remainder of the
projection period,
consistent with
indexation in the
2019-20 Budget.

The annual growth rate
is based on the
long-term trend growth
rate.

The annual growth rate
is based on the
long-term trend growth
rate.

Based on projections
provided by the State
Actuary during the
2019-20 Budget.

Based on projections
provided by the State
Actuary during the
2019-20 Budget.

Based on projections
provided by the State
Actuary during the
2019-20 Budget.

Based on projections
provided by the State
Actuary during the
2019-20 Budget.

Education

Social protection

Transport

Nominal interest on
superannuation
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Table A4.3: Projection methodologies - Fiscal Balance adjustments across scenarios
Scenario 1

Scenario 2

Scenario 3

Scenario 4

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

Purchase of
non-financial assets

Projection based upon
budgeted infrastructure
commitments and an
historical underspend.
Beyond the Forward
Estimates period, the
annual growth rate is
based on the long-term
trend growth rate.

Projection based on
budgeted infrastructure.
Beyond the Forward
Estimates period, the
annual growth rate is
based on the long-term
trend growth rate.

Projection based on
budgeted infrastructure
and commitments. The
long-term annual
growth rate is applied
from 2020-21 onwards.

Projection based upon
budgeted infrastructure
commitments and an
historical underspend.
Beyond the Forward
Estimates period, the
annual growth rate is
based on the long-term
trend growth rate.

Less sales of
non-financial assets

Based on long-term
average sales.

Based on long-term
average sales.

Based on long-term
average sales.

Based on long-term
average sales.

Less depreciation

Projection based on the
balance of non-financial
assets under this
scenario, and a
depreciation rate based
on historical data.

Projection based on the
balance of non-financial
assets under this
scenario, and a
depreciation rate based
on historical data.

Projection based on the
balance of non-financial
assets under this
scenario, and a
depreciation rate based
on historical data.

Projection based on the
balance of non-financial
assets under this
scenario, and a
depreciation rate based
on historical data.

Component
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Attachment 5: Revenue and expenditure across
scenarios
This Report projects each input into General Government Sector revenue separately. The table below shows
each revenue line as a proportion of total revenue from transactions for each scenario.
Table A5.1 Components of revenue by scenario, 2018-19 and 2033-34
% of total revenue

% of total revenue
Scenario 1

Scenario 2

Scenario 3

Scenario 4

Estimated Outcome

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

2018-19

2033-34

2033-34

2033-34

2033-34

Other grants

0.9%

0.2%

0.1%

0.2%

0.2%

GST revenue

38.3%

40.3%

43.0%

40.3%

41.9%

Specific Purpose
Payments

15.7%

20.6%

19.6%

20.6%

17.3%

National
Partnerships

8.0%

3.2%

2.8%

3.2%

3.6%

Payroll tax

5.8%

6.1%

6.3%

6.1%

6.8%

Conveyance duty

3.9%

4.3%

4.1%

4.3%

3.6%

Other taxation

9.1%

10.0%

9.7%

10.0%

11.3%

Dividend, tax and
rate equivalent
income

7.1%

4.1%

3.5%

4.1%

2.7%

Fines and regulatory
fees

1.5%

1.1%

1.3%

1.1%

1.2%

Other revenue

2.6%

3.3%

2.8%

3.3%

3.7%

Sales of goods and
services

6.7%

6.8%

6.7%

6.8%

7.7%

Interest income

0.4%

0.2%

0.1%

0.2%

0.2%

Revenue by
transaction type
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% of total revenue

% of total revenue

The table below shows each expenditure line as a proportion of total expenditure from transactions for each
scenario.
Table A5.2 Components of expenditure by scenario, 2018-19 and 2033-34
% of total expenditure

% of total expenditure
Scenario 1

Scenario 2

Scenario 3

Scenario 4

Estimated Outcome

Historical Trends

Forward Estimates

High Expenditure

Low Revenue

2018-19

2033-34

2033-34

2033-34

2033-34

General public
services*

5.3%

8.0%

6.4%

10.4%

10.5%

Public order and
safety

10.3%

8.2%

9.4%

7.3%

7.9%

Economic affairs

4.6%

2.9%

3.6%

2.6%

2.8%

Environmental
protection

1.5%

0.9%

1.4%

0.8%

0.9%

Housing and
community
amenities

2.9%

1.8%

2.3%

1.6%

1.7%

Health

30.8%

42.1%

32.4%

42.6%

40.9%

Recreation, culture
and religion

2.3%

2.1%

1.9%

1.8%

2.0%

Education

25.7%

20.6%

28.0%

20.5%

20.0%

Social protection

8.8%

9.0%

7.2%

8.1%

8.8%

Transport

4.1%

2.4%

4.4%

2.2%

2.4%

Nominal
superannuation
interest expense

3.8%

2.1%

2.9%

1.9%

2.0%

Expenditure by
purpose

% of total expenditure

% of total expenditure

% of total expenditure

*

Debt servicing costs are allocated to General Public Services. The increase in this expenditure classification under the High

Expenditure and Low Revenue Scenarios reflects the higher levels of Net Debt projected for these scenarios.
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