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Introduction

The second Rudd Government Budget, handed down on 12 May 2009, was framed amid a
sharply deteriorating world economy and the first serious downturn in Australian economic
activity since the early 19903 his challenging globakconomic environmenis creaing

anxiety amonggovernment policy makersr@aund the globe as the appropriateness of the
various policy responses are being openly debated in parliaments and through the media.

To assist parliamentarians in these demanding times, the Parliamentary ISkace again

producing aBudget Reviewhat examines the key features of a selection of crucial measures
contained in the Budget. The first articlBudget 200010: Key features provides a
macroeconomic realyss and commentary of th&udget including th assumptions
underpinning the Governmentos fiscal policy
contained in the Budgethe remaining articles examine the impact of Budget measures on a
broad range of specific issues and initiatives.

The Budget Reviev2009i 10 has necessarily been prepared under time pressure with a view
to making it available to parliamtians as soon as possibWhile great care has been
taken to ensure that these articles aecurate and bahced, they arewritten using
information publicly available at the time of productioi.is not the intention of these
documents to make value judgements about the relative importance of different measures or
to provide a comprehensive overall assessment of the Budget.

Parliamentarians armvited to raise points requiring amplification or clarification directly

with the research specialist concerned and any general comments on papers are also
welcome. Any other feedback should be forwarded to @hents arealsoreminded that in
addition to the Budget Reviethe Librarypublishes thépinion and analysis of the Budget

in the medigpageon our website.

Roxanne Missingham
Parliamentary Librarian

May 2009
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Budget 2008.0: key features

Scott Komgdarms
Economicsestion

Introduction

The second Rudd Government Budget was handed down on 12 May 2009. The Budget was
framed amid a sharply deteriorating world economy and the first serious downturn in
Australian economic activity since the early 1990s. The Government has changed the
methodobgy for its forecasts and projections in order to provide a more realistic indication of
the Budget position in future years. Considerable attention has been paid to the impact of
discretionary fiscal stimulus on the economy and declining revenues adtafdbe recent
decline in commaodity prices. The Government is forecasting real Gross Domestic Product
(real GDP) to be stagnant in 20@® and to decline by ¥ of a psgnt in 200910.
Employment is forecast to fall by ¥4 of a ment in 200809 and bylY2 percent in 200910.

This is expected to result in a peak unemployment rate of 8%epein the June quarter
2011.

The Government is forecasting an underlying cash deficit of $8lfidh (and a fiscal deficit
of $53.1billion) in 2009 10. The (stimated) underlying cash balance for 2008 has gone
from a forecast surplus of $21billion in May 2008, to a forecast surplus of $6ilfion in
November 2008, to a forecast deficit of $2Bilion in February 2009 and finally to a deficit
of $32.1billion for the 200809 financial yeaf. The Budget is not expected to return to
balance during the next four years.

Key announcements in the Budget were:

A an increase in some pension rates for singles and couples, along with changes to eligibility
conditions in future years

A a number of infrastructure projects, particularly metropolitan road and rail facilities

A introducing meangesting to the private health rebate and increasing the Medicare levy
surcharge for higher income earners

A changes to tax concgens related to superannuation contributions
A changes to indexation arrangements and thresholds for family payments
A a national paid maternity leave scheme, and

A initiatives for clean energy and energy efficiency along with the establishment of
Renewables Astralia.

1 Australian Government, 0St at e Budgettstratkgy ardi s c al
outlook: budget paper no. 1: 20080, Commonwealth of Australia, Canberra, 2009,i1.13
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From a macroeconomic perspective, media commentary since the Budget was handed down
has focussed on the forecasts and projections produced by Treasury. A number of
commentators have questioned whether the projected growth path of the Austtaiiamy

is too optimistic. Prior to the Budget there had also been much debate about the effectiveness

of the Governmentds fiscal stimulus measures

This brief contains a summary of key economic and budget aggregates, a comparison with
other economic forasts from a range of sources, as well as a critical appraisal of the new
methodology applied by the Government to produce budget forecasts and projections in light
of the global recession. A few comments on the economic modelling used by Treasury to
prodwce the Budget forecasts are also presented. Finally, the brief considers major revenue
and spending aspects of the Budget.

The economic outlook

6Stat ement 2 E cBudyget rRaper NQRQ09 10 ddtads the mconomic
outlook that underpinsthe byt aggr egates presented i n: 60S
Outl ook d; 0Statement 5: Revenuesd and O6St at e

The Australian Government has decided to implement a new methodology for producing
their forecasts andorojections over the forward estimates period. Traditionally, the
Government has issuddrecastsfor the current financial year (in this case, 2008, and

the Budget year (20090) andprojections for a further three years. In t2009 10 Budget
forecasts are presented for an additional year (R01Pand projections are presented for two
years beyond the forecast period (2012 and 201213), with different assumptions used for
those projections than those used in the past. In essence, projectiermédwaously been
predicated on the assumption that the economy will return to itsrion@verage growth

rate. The traditional approach is likely to give a misleading picture of the true budget
position, hence the new methodology.

0Statementngl:t P AessB8astainability of the Bud
containing analysis and longer term projections about the future path of the Budget given the
deterioration in revenues and discretionary fiscal response to the downturn in real GDP
growth Statement 4 also covers the effects of discretionary fiscal policy on the economy and
discusses evidence from the International Monetary Fund (IMF) and the Organization for
Economic Cooperation and Development (OECD).

The international outlook

The current recession has been caused entirely by factors outside of Australia. The financial
crisis in the United States that started in 2007 has spread around the globe, seizing up credit
markets, which in turn has curtailed global economic activity. tMosuntries have
experienced significant asset price declines. The global nature of this recession means the
Governmentds view of the gl obal economy i s
Australian Treasuryos i n mmarisedand comzated te 616 n 0 mi ¢
forecasts in Table 1. As can be seen from the table IMF and Treasury forecasts are reasonably
close for most countries and regions with the exception of the Newly Industrialised Asian
economies and the Association of South Eastan Nations group of five, given that

Treasury rounds their forecasts to the nearest quarter of a percentage point.
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Table 1: International real GDP growth &dtd§ and Australian Treasury forecasts

Actual Forecasts
2008 2009 2010 2011
M
F Treasury IMF Treasury IMF Treasury IMF Treasury
United Sates 1.1 1.1 -2.8 -3 0.0 1/4  N/A 13/4
Euro area (a) 0.9 0.7 -4.2 -4 -04 0 NA 11/4
Japan 0.6 -0.7 -6.2 -6 0.5 172 N/A 3/4
China (b) 9.0 9.0 6.5 6 1/4 7.5 8 N/A 81/2
NIEs (a)€) 15 1.6 -5.6 -43/4 0.8 23/4 N/IA 31/4
ASEAN-5 (a)(d) 4.9 4.6 0.0 -11/4 2.3 21/2 NI/A 33/4
India (b) 7.3 7.4 4.5 4 5.6 43/4 N/A 53/4
Major trading N/
partners (a) A 2.7 N/A -2 N/A 21/2 N/A 31/4
Advanced
economies (a)(e) 0.9 0.9 -3.8 -33/4 0.0 1/2  N/A 13/4
World (a) 3.2 3.2 -1.3 -11/2 1.9 21/4 N/A 31/2

Taiwan.

(a) Worl, euro area and advanced economies growth rates are calculated using GDP we
based on purchasing power parity (PPP), while growth rates for major trading partners, N
and ASEANS are calculated using export trade weights.

(b) Productiorbased mesures of GDP.
(c) The Newly Industrialised Economies (NIEs) are Hong Kong, South Korea, Singapore

(d) The Assaciation of Southeast Asian Nations group of five (ASBA8bmprises Indonesia
Malaysia, the Philippines, Thailand and Vietnam.

(e) Composed of the 33 industrialised economies classified as advanced by the IMF.

Sour ces:

10, p. 2 10; IMF, World Economic OutlogkApril 2009, pp. 12, 65 and 73.

The domestic outlook

Thi s secti

research underlying this debate. It also outlines sontieedkey underlying assumptions and

on |

ooks

at

Treasuryos
economy that have generated much media and political debate and summarises some of the

6 St at e me nBudg2t:strategy aml outhdokudget papdr noo k 2009

forecast s

compares the Treasury forecasts with those from other sources. Table 2 below summarises
forecasts f
forecasts is presented in Appendix A.

Treasuryos

or

maj or

economi

c
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Table 2: Maj economic aggregatésorecasts and projectiohs

Forecasts Projections

200809 200910 201611 201112 201213
Real GDP 0 -1/2 21/4 41/2 41/2
Employment -1/4 -11/2 1/2 21/2 21/2
Unemployment rate 6 81/4 81/2 71/2 6 1/2
CPI 13/4 13/4 11/2 2 21/2
Nominal GDP 5 3/4 -11/2 33/4 61/4 6 3/4

Sour ce: 6Statement 1: Budget overviewd, ilBudget ¢

p. 7.
Key assumptions underlying the domestic outlook
Treasury outlines the techni@dsumptions used to produce the domestic economy forecasts:

The exchange rate is assumed to remain around its recent average etreldeweighted

index of around 59 and a United States dollar exchange rate of around 72 US cents. Interest
rates are assied to move broadly in line with market expectations. World oil prices
(Malaysian Tapis) are assumed to remain around US$56 per barrel. The farm sector
forecasts are based on an assumption of average seasonal conditions in the future, but
account for curnet low water storage levels.

In previous years, budget forecasts have been based on unchanged interest rates whereas in
t his Budget, it is assumed that interest rat

The debate on the Bu@gejections

In particular, the projections in the years 2014 and 201213 that show real GDP growing

at 4% per cent per year have been questioned as to their realism. Treasury have exercised
their judgement, based on the historical experience of theMasAustralian recessions as to

the path out of the current recession.

However there is the argument that these recessions may not be an accurate guide to the
future, as the circumstances surrounding those recessions were different from that of today.

In particular, this recession has been preceded by a massive financial crisis that emanated
from the centre of the world financial system, the United States, and very quickly spread to

ot her economies in the O6centr e bes. Thsdimanhcialcul ar |
crisis has then spread to peripheral countries as well, including Australia. The main channels

for contagion to Australia have been equities markets and the costs of credit intermediation.

In addition, the downturn in economic activitghbeen highly synchronised across the globe.

These two factors lead some economists to the conclusion that this global recession is likely

to be drawn out and recovery slower than or

2. Real and nominal GDP parameters are year average. CRingoidyment are through the
year growth to the June quarter. The unemployment rate is the rate in the June quarter.

3. Australian Government, 0 SBudget estragegyt and2outloole c o n o m
budget paper no. 1: 20020, Commonwealth of Austri, Canberra, 2009, pi &.
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Rogoff (in three separate papgrexamine episodes of past financial crises in detail and
compare the current crisis to those precedents.

In their latest paper, they conclude:

An examination of the aftermath of severe financial crises shows deep and lasting effects on

asset pricesputput and employment. Unemployment rises and housing price declines

extend out for five and six years respectively. On the encouraging side, output declines last

only two years on average. Even recessions sparked by financial crises do eventually end,

albeit al most invariably accompanied by massive

Since the onset of the current crisis, asset prices have tumbled in the United States and
elsewhere along the tracks lain down by historical precedent. The analysis of {twsjsost
outcomes ¢é for unemployment, output and gover
numbers for how the crisis will continue to unfold. Indeed, these historical comparisons

were based on episodes that, with the notable exception of the Great Depresiseon

United States, were individual or regional in nature. The global nature of this crisis will

make it far more difficult for many countries to grow their way out through higher exports,

or to smooth the consumption effects through foreign borrowimngudh circumstances, the

recent |l ull in sovereign defaults is |ikely to
economies tend to rise sharply when many countries are simultaneously experiencing

domestic banking crisés.

The IMF refers to its owrresearch in its most recem/orld Economic Outlookand
concludes:

Recessions that are associated with both financial crises and global downturns have been

unusually severe and lotasting. Since 1960, there have been only 6 recessions out of the

122inhe sample [considered by the | MF research
average, these recessions | asted al most t wo
GDP fell by more than 4% per cent. Reflecting in part the severity of these recessions,

recoweries from synchronised recessions are Weak.

Other forecasts

The Reserve Bank of Australia (RBA) has recently issued their own set of domestic forecasts
in their latestStatement on Monetary Poliéyin addition, Access Economics, ANZ Bank,

4.

The three papers are: CM Reinhart and KS Rog
An internati onal Workisgtpaperil3&iNationabBueau ofiEsooomi@ ,
Research, Cambridge, Massachusetts, Jagua 2 0 0 8 ; CM Reinhart and K
crises: An e gual Wooking papet 1458 7Natipnal lBereaa af Ecdnomic

Research, Cambridge, Massachusetts, December 2008; and, CM Reinhart and KS Rogoff,
6The after mat h \Wdrkngf paperald656 NationalcBureas efsEtgnomic

Research, Cambridge, Massachusetts, January 2009.

Reinhart and Rogof f, 6The TBfter mat h of finan«
International Monetary FundYorld economicoutlook April 2009, p. 119.

Reserve Bank of Australi&tatement on monetary polj& May 2009, p. 69, viewed 13 May
2009,
http://www.rba.gov.au/PublicathsAndResearch/StatementsOnMonetaryPolicy/Statements/st
atement_on_monetary 0509.pdf



http://www.rba.gov.au/PublicationsAndResearch/StatementsOnMonetaryPolicy/Statements/statement_on_monetary_0509.pdf
http://www.rba.gov.au/PublicationsAndResearch/StatementsOnMonetaryPolicy/Statements/statement_on_monetary_0509.pdf
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National Austalia Bank (NAB) and Westpac Bank have all issued their own forecasts.
These are all summarised in tables 3a and 3b below. Unfortunately the two tables are not
directly comparable as the RBA forecasts are expressed as percentage changes in the year to
the quarter while the other forecasts are compiled on the same basis as those in the Budget

(percentage change on previous year).

However, the RBA has stated:

In yearaverage terms, GDP is forecast to decline by %2 per cent in 2009/10 before growing

by 2 ¥ r cent in 2010/11.

Thus, when expressed in the same terms, the RBA forecasts are the same as the Treasury
forecasts. The private forecasts in Table 3b are also broadly in line with the Budget forecasts.

Table 3a: RBA forecag&tStatement of MonetdpPplicy, May 2009

Dec June Dec June Dec June Dec

2008 2009 2009 2010 2010 2011 2011

Real GDP 03 -1% -1 Yo 2 Vs 3%

CPI 3.7 1Y% 2Y4 2Y 2 1% 1%
Actual data to December 2008. For the forecast period, technical assumptiony
include A$ at US$0.75, TWI &1, cash rate at 3.00 per cent, and WTI crude oil
price at US$65 per barrel and Tapis crude oil price at US$67 per barrel.

Percentage change over year to quarter shown

Source: RBAStatement of Monetary Policp. 69.

Table 3b: Other private forecasts

200809 Estimates

Access ANZ NAB Westpac Budget

Real GDP 0.1 1/4 Ya 0.2 0
Employment 14 1 Y 1.1 -1/4
Unemployment rate 49 534 5% 5.8 6
CPI 3.6 3 1% 3.2 13/4
Nominal GDP 54 53/4 NI/IA 6 53/4
2009100 Forecasts
Access ANZ NAB Westpac Budget
Real GDP -0.2 -3/4 -Ys -0.2 -1/2
Employment -1 114 2% -1.7 -11/2
Unemployment rate 7.3 8 7Y 8.5 81/4
CPI 2.1 2 2% 1.8 13/4
Nominal GDP -1 -2 N/A -2.3 -11/2
8. Reserve Bank of Australia, p. 68.
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2010118 Forecasts
Access ANZ NAB Westpac Budget

Real GDP 24 21/4 N/IA 2.5 21/4

Employment 0.1 1/4 N/A -0.3 1/2

Unemployment rate 8.4 81/4 N/A 8.7 81/2

CPI 28 21/2 N/A 2.3 11/2

Nominal GDP 41 41/2 N/A 3 33/4

Sources: Access Economics, ANZ, NAB, Westpac, Trea?sury.

Fiscal policy
Anot her i ssue that has been politically <con

stimulus measures. In the budget papers Treasury has presented a summary of the
discretionary fiscal policy measures taken since the September quarter of 2008 smd the
called O6multipliersé they have applied when
interesting feature is that OECD multipliers for direct government consumption are slightly
higher than those for transfers to liquidity constrained households;utaly for the first

year. Estimates from the OECD and IMF were used as a guide to validate the decision of
Treasury to apply multipliers of between 0.5 and 1. These are shown in Table 4 below. Note
that these multiplier estimates were released dftemitial October 200&conomic Security
Strategy but the IMF estimates were available before the release dfatien Building and

Jobs Plan The OECD estimates were only released after both of the abovementioned
stimulus packages were announced.

Talle 4. OECD and IMF estimates of fiscal multipliers

OECD Australia OECD US IMF- G20
Year 1 Year 2 Year 1 Year 2
Spending measures
Infrastructure 09 1113 09 1113 0.51.8
Government consumption 0.6 0.71.0 0.7 0811
Transfers to households 04 0.70.8 05 0.80.9
Revenue measures
Personal income tax cuts 0.30.4 0.40.8 0.30.5 0.50.9 0.30.6
Indirect tax cuts and other 0.2-0.3 0.30.5 0.20.3 0.30.5
Sources: 6Statement 4 . A s s e s Bludgeg stratelgyeandSoutkdka i na b i

Budget paper no. 1: 20090, p. 46; IMF; OECD™°

9. Access EconomicsCommonwealtlBudgetmonitor, Issue 75, Canberra, Australia, 11 May
2009; ANZ Bank ANZ Federal Budget reporifelbourne, Australia, 13 May 2009; National
Australia Bank,2009 10 Federal Budget reparSydney, Australia, 12 May 2009; Westpac
Banking CorporationAustralianFederal Budget 2009/1®ydney, Australia, 12 May 2009.

10. OECD,6 Chapt er 3 :e sTsh ea nedf fseccat p ev baefim dcongnicaolitiogk t i mu | L
Pari s, March 20009; and, I MF, 6Group of Twent
the G20 meeting of deputies, London,J&huary1 February 2009.
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Treasury has also presented some medamn projections regarding the sustainability in
government financesithe mediurterm. The ability for government finances to return to a
sustainable footing is critically dependent upon two factors, the extent to which raediam
projections of Australian economic growth eventuate and policy choices that are made over
the same timeframe. One critical assumption is that real growth in spending will be held to
2 perceﬂt perannum, once the economic growth is abtre&d, until the Budget returns to
surplus.

Economic modelling and its limitations

Treasury uses the TRYM maeezonometric model, in conjunction with sectoral and other
economic models to inform the Government about the likely path of the economy over the
budget forecast period. There are good reasons to view the budget results lgatotithes
extent they are derived from the TRYM model.

First, these are not Onormal déd economic ti me
nature of the TRYM model, it would be imprudent to uncritically rely on forecasts that are
based on data thare at the extremes or outside of the ranges of the sample used to estimate
equations contained in the model. This is because the estimated behavioural relationships are
likely to have changed in such circumstances.

Second, in terms of the results geated in Statement 4 &udget Paper No. bn fiscal

policy and the effect on real GDP (and therefore on employment growth and the
unemployment rate), it should be noted that the TRYM model is structured in such a way that
fiscal policy isassumedo have a shontun impact on the econom¥. The economy is then

usually assumed toreturntoalenggn t rend growth path. I n the
the abovedrend trajectory of recovery is also assumed. Treasury states, in terms of
macroeconoia theory:

Overall, the TRYM model can be characterised as being broadly Keynesian (demand
driven) in the short run, but having a relassical (supply driven) long rdh.

Another reason for caution is that Treasury have not provided any indicationecfdor

errors of major economic parameters that underlie the Budget. Presentation of forecast error
bands would at least reinforce the notion that these forecasts are rdiastatements of

fact when it comes to the future evolution of the Australiaonemy, but that they are
subject to various (known and unknown) sources of error that arise for a variety of reasons
(such as sampling and measurement errors), and that forecast errors increase the further that
forecasts are extended into the future.

11 Australian Gove4nmAesbes®iShat ementsusBudgetnabi | i
strategy and outlook: budget paper no. 1: 200§ Commonwealth of Australia, Canberra,
2009, pp. #410.

12. Australian Government, 6Statement BudgeAs s e s si
strategy and outlook: budget paper no. 1. 2008, Commonwealth of Australia, Canberra,
2009, pp. 44 to 4 8.

13. P Downes, 60 AN introducti on t o t he TRYM mod .
presented to thenternational Federation of Automatic ContrglFAC) Symposium
Modelling and Control of National and Regional Economies, Gold Cdast]dly1995, p. 8.
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A rather simple and effective way of presenting forecast error bands is through the use of fan
charts. These charts show historical data and also forecasts, however, the forecasts are
presented as probability distributions, rather than point estimates. dhld enable readers

of the budget papers to perform some objectéxepostassessment of the forecasts. Fan
charts also allow the incorporation of subjective judgements about the future risks to those
forecasts through the use of asymmetric probabilityridigions. The Bank of England uses

fan charts for their forecasts of inflation and other economic variables and they provide a
good discussion of how fan charts are derived and interpreted.

Clearly if actual outcomes were consistently above or contlistegilow the central forecast

or were continually on the outer extremes of previous forecasts, then one could conclude that
there are problems with the model(s) used to derive them. They would also serve to
illuminate researchers as to the nature ofgakproblems they should focus on when trying

to improve their modelling.

Treasury notes the limitations of the TRYM model:

€ to be useful control ulti mat EThgactumsy t o be aj
of the forecast baseline not onlypdeds on knowledge of the true parameters of the
economy (such as the [Nénc c el erating I nflation Rate of Un e

requires projections for exogenous variables which are difficult to forecast, such as
commodity prices and rainfall, and stube based on survey data which is incomplete,
contains substantial survey errors and is subject to revision. As a result the accuracy of
forecasts for most target variables even for the first year out is relativel§ low.

Il n the case ofesthimal Besdgbdtasehenépscenari o i

applied, compateduivus b aceéempasito which inclu
discretionary fiscal stimulus actions taken since the September quarter of 2008. In short this
doesnotcomt i t ute empirical 6evidenced of the ef

let alone desirability) of discretionary fiscal stimulus in ameliorating the effects of recession.

It reflects more the judgement exercised by the Treasury which is inforoyed
macroeconomic theory and based on considerable experience and r&seamehcould also

mo unt an argument as to whether the Ono st
comparison.

14. http://www.bankofengland.co.uk/publications/quarteunljtin/gb980101.pdiewed 22 May
2009.

15. Control in this context refers to optimal control. In essence, it refers to the method used to
obtain a solution for the model.

16. Downes, p. 11.

17. Some economists such as Associate Professor Steve Keen (University of Western Sydney) are
sharply critical of the macroeconomic theory and methodology used by Treasury to produce
forecasts of the economy. An example of this criticism that specifically eela t o t hi s vy
Budget can be found at: Steve Keenbs Debt wat
opener 6 vVvi ewehiltp:/an8w.détdefiatiar.foblogs/2009/05/13/budpiod
letsassumewne-havea-canopener/



http://www.bankofengland.co.uk/publications/quarterlybulletin/qb980101.pdf
http://www.debtdeflation.com/blogs/2009/05/13/budget-2009-lets-assume-we-have-a-can-opener/
http://www.debtdeflation.com/blogs/2009/05/13/budget-2009-lets-assume-we-have-a-can-opener/
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Indeed the empirical literature on the effectiveness of dieamaty fiscal policy is quite
ambiguous as to the effects of various types of stimulus med8ireg of this stems from
econometric problems associated with identif
it is also partially due to assumptioalsout the behaviour of agents in the economy. The use

of different datesets, definitions of discretionary measures, time periods and econometric
methods can produce starkly different results. Economists also struggle with the difficulty of

not being ableto conduct controlled experiments, therefore eliminating the ability to
precisely replicate previous research.

Econometric modelling, particularly at a high level of aggregation, is more art than science,

with a considerable amount of subjective judgemming applied. It should be seen as
indicative in nature only, and results should not be interpreted as precise statements of fact.
The intention of these comments IS not to c:
or their assertions that digtionary fiscal stimulus will have an impact on the economy (as

can be seen above, forecasts presented in the Budget match forecasts from other sources quite
well). Rather, they are merely to provide some background as to how these
forecasts/judgements afermed, their limitations; and also to reinforce the point that the
economics profession as a whole does not have a conclusive answer to the question of the
effectiveness of discretionary fiscal stimulus.

The Minister for Finance, Lindsay Tanner MP ackieriges the imprecise nature of
forecasting in a recent interview on the 7.30 report. In response to a question from the host,
Mr Kerry O6Brien, he replied:

Well, Kerry, given that we're talking about the years ahead, we can't really base it on much

other than forecasts and promises. The forecasts tell us where Treasury believes the
economy is heading and the promises indicate the disciplines we are imposing upon

ourselves and how we are gonna deal with the challenges that we confront. And people will

thenhave to judge the outcomes. Keep in mind that these will change as time unfolds. So,

inevitably, what happens every year and indeed every six months is that Treasury updates
the forecasts and they will change to a degree over time as a result of tlhessgsoBut

we have to make forecasts and we have to indicate a strategy as to how we are going to
build the nation for the future, get through the current recession and get into recovery and

return the budget to surplis.

Revenues and expenses

As will be seen below, the budget position has deteriorated significantly since May 2008. The
Budget has deteriorated so dramatically that the Government even took the unusual step of
issuing anUpdated Economic and Fiscal Outlook February 2009 after the releadetive
Mid-Year Economic and Fiscal Outlook December 2008. The Budget has deteriorated
even further since February 2009. This underscores the fragile nature of macroeconomic
forecasts, even over the course of a single year as outlined in the previars sspecially

around turning points in the economy. Treasury have presented an appraisal of their

18. Stimulus measures include various types of tax cuts, direct government consumption,
government spending on infrastructure or cash transfers to liquidity constrained hadsisehol

19. http://www.abc.net.au/7.30/content/2009/s2576476\hawed on 22 May 2009.
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forecasting accuracy for revenues, although a similar analysis has not been performed for
expenses.

Most of the deterioration in the fiscal balance ig do a dramatic fall in taxation revenues,
but also a rise in expenses arising from the government policy response to the downturn in
economic activity as a result of the global financial crisis.

Revenue

Table 5 below shows the variations to revenuesesthe 200809 Budget. It is clear that

most of the turnaround in revenues has been driven by parameter variatcts,are
essentially unexpected gains or losses due to incorrect forecasts of revenue. Between the
2008 09 and 200010 budgets, $23billion worth of revenue expected in 2008 never
materialised. Nearly 9Bercent of the difference is accounted for by parameter variations.
From 200809 to 201112, parameter variations equate to a total loss of $billigh worth

of estimated revenue.

Table 5Revenu@ Policy decisions and parameter variations

Estimates Projections
200809 200910 201611 201112

$m $m $m $m
Revenue at 200899 Budget 319,464 336,920 350,862 366,922
Changes between 2008 Budget and
MYEFO
Effect of policy decisions -100 -87 -23 0
Effect of parameter and other
variations -6,114 -12,488 -14,286 -11,382
Total variations -6,214 -12,575 -14,309 -11,382
Revenue at 200809 MYEFO 313,250 324,345 336,552 355,540
Changes between MYEFO and UEF
Effect of policy decisions -449 -1,102 5,611 5,437
Effect of parameter and other
variations -8,840 -19,241 -23,172 -24,354
Total variations -9,289 -20,343 -17,561 -18,918
Revenue at 2009 UEFO 303,960 304,001 318,991 336,621
Changes between UEFO a?0i0910
Budget
Effect of policy decisions -2 -256 -4,990 -631
Effect of parameter and other
variations -8,019 -13,133 -19,159 -15,214
Total variations -8,021 -13,389 -24,149 -15,845
Revenue at 20090 Budget 295,939 290,612 294,841 320,776

Source: 0St at @Budgenstrategy andoatieckudgetepadper no. 1: 20090, p. 5 14.
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Revenue Forecasting Performance

Treasury discusses the three main sources of irforecasting revenue in Appendix D of
6Stat ement Busiget paperna@:ffueo,

A errors in forecasts of the economy underpinning the forecasts the revenue forecasts
A errors in translating the economy to revenue forecasts and

A miscellaneous factors including (but not limited to) gmstiget policy decisions, court
decisions regarding tax law interpretation and revisions to historical economic data.

Treasury describes revenue estimat es as be
met hodol ogy. I n highly simplified terms, t h
from the economic growth forecasts. Thus, economic growth forecasts are crucial to th
outlook for revenues (see discussion of economic modelling above). Treasury shows a chart
(chart D2)which examines taxation revenue forecast errors versus nomingamanGDP

growth forecasting errors. The chart contains a range that implies thagnueforecasts are

within it, then the forecast is acceptable in terms of accuracy. The range essentially implies a

0.5 per cent margin for error if economic forecast errors were zero. In other words, this chart
abstracts from errors in economic forecasmtsa source of error. In the eight year period
considered, there are four years within the range (201200304, 200506 and 200607)

and four above the range (200Q, 200203, 200405 and 200i708), implying that revenue

had been underestimated in ¢boyears, relative to economic forecast errors. There is a
general tendency for revenues to be underestimated in times of economic expansion and
overestimated in times of contraction.

As not ed iBodget Residw ny etahred s6 Ke y Fladgét papegsshave ot | e f |
forecast any of the recessions Australia has experienced since the early’ THE8shoth

highlights the difficulties of forecasting and suggests that any improvements that Treasury
could make in forecasting the economy could yigignificant gains in terms of budget
predictability.

Expenses

In contrast to revenues, changes in expenses have been overwhelmingly dominated by policy
changes since the last budget. In 2@ policy changes worth $33ulion have been

offset by a fdl in expenses due to parameter variations of Billidn. From 200809 to

20111 12, policy changes have resulted in $98IRon worth of extra expenses.

20. Australian Gover nme n BydgetsBdtegyt aadmwetiodk: biddget papenv e n u e
no. 1: 200910, Commonwealth of Australia, Canberra, 2009, pp0bto 5 52.

21 SKompeHar ms and D Ri chd0 s okKey OHdyettpoeianwe26® 0 8
09, Parliamentary Library Canberra, 26 May 2008, viewed 20 May 2009,
http://www.aph.gov.au/library/pubs/rp/2008/08rp31.pdf Seealso: D Richardson Official
economic forecasts: how good are the@frrentissuedirief, no. 17 2000 01, Parliamentary
Library, Canberra26 June 200ljiewed 20 May 2009,
http://www.aph.gov.au/library/pubs/CIB/20@1/01cib17.htm
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Table 6aExpenses Policy decisions and parameter variations

Estimates Projections
200809 200910 201011 20112
$m $m $m $m
200809 Budget expenses 292,470 310,513 323,083 339,241
Changes between 2008 Budget and
MYEFO
Effect of policy decisions(a) 11,413 1,172 743 842
Effect of parameter and other variations -258 58 456 -297
Total variations 11,154 1,230 1,200 544
200809 MYEFO expenses 303,624 311,742 324,283 339,785
Changes between MYEFO and UEFO
Effect of policy decisions(a) 19,158 18,618 17,071 10,775
Effect of parameter and other variations -464 1,688 3,288 4,303
Total variations 18,694 20,306 20,360 15,078
2009 UEFO expenses 322,317 332,047 344,641 354,862
Changes between UEFO and 24D
Budget
Effect of policy decisions(a) 3,294 8,123 2,054 4941
Effect of economic parameter variations
Total economic parameter variations -39 1,495 2,214 -40
Unemployment benefits -285 1,067 2,551 1,494
Prices and wages 141 313 -460 -1,663
Interest and exchange rates 104 114 122 129
Public debt interest 177 1,038 1,907 3,205
Programspecific parameter variations 3,546 5,708 3,438 2,333
Slippage in 20089 Budget decisions 0 1 1 1
Other variations -4,852 -10,199  -9,727 -8,914
Total variations 2,126 6,165 -113 1,525
200910 Budget expenses 324,443 338,213 344,528 356,388
(a) Excludes the public debt net interest
effect of policy measures.

Sour ce: 6Statement 6 : E x p eBudget strategy ahd dliookudGes pi t a |
paper no. 1: 200010, p. 6 4.

Please note that the table above incorporates changes made via the corrigendum issued to
Budget paper no..1
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Table 6bExpenses$ Share of total expenses by function

Estimates Projections

200809 200910 201611 201112 201213

% of % of % of % of % of

total total total total total
General public services 5.52 5.25 5.44 5.50 5.41
Defence 5.78 6.19 5.81 5.64 5.30
Public order and safety 1.14 1.15 1.10 1.05 1.03
Education 6.63 10.41 9.31 8.03 7.97
Health 1522 15.15 1544 1561 15.37
Social security and welfare 38.50 32.82 33.82 33.83 33.06
Housing and community
amenities 1.36 2.69 1.62 1.20 1.07
Recreation and culture 0.92 0.92 0.87 0.82 0.79
Fuel and energy 1.94 2.48 2.29 1.98 1.72
Agriculture, forestry and fishing 1.01 1.01 0.81 0.80 0.78
Mining, manufacturing and
construction 0.59 0.50 0.57 0.55 0.51
Transport and communication 2.15 1.62 1.64 1.88 1.82
Other economic affairs 2.17 2.42 2.32 2.20 1.99
Other purposes 17.08 17.39 18.97 2091 23.20
Total expenses 100 100 100 100 100

Sources: 0Statement 6 : E x pBudgst stsategy and ouloekiudget a pi t a l
paper no. 1: 200010, p. 6 7; Parliamentary Library calculations.

This table shows the shares of total expenses for each portfolio area. The largest movers, in
terms of shares of expenses, are: education, which increases its share from 668 foer

10.41 percent in the year to (end) 20QH0; and social security andelfare from 38.50
percent to 32.82 perent. Focussing on 20080, increased shares of expenses also occur for
defence, public order and safety, housing and community amenities, fuel and energy, other
economic affairs and other purposes.

A more expansie coverage of individual revenue and expense measures are contained in the
Par |l i ament ar Yudget Revieav200®0briefs.t h e r
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Appendix A: Detailed Treasury estimates and forecasts: Economic Aggregates

Table Al: Detailed Treasury estimated@edasts (a)

Estimates Forecasts

200809 200910 201611
Panel A- Demand and output(b)
Household consumption 1 -1/4 13/4
Private investment
Dwellings -21/2 0 111/2
Total business investment(c) 21/2 -18 1/2 31/2
Non-dwelling construction(c) 1/2 -26 3
Machinery and equipment(c) 3 -16 1/2 4
Private final demand(c) 1/2 -4 23/4
Public final demand(c) 5 7 3/4 -1/2
Total final demand 11/2 -11/4 2
Change in inventories(d) -11/2 1/4 3/4
Gross national expenditure 1/4 -11/4 21/2
Exports of goods and services -1/2 -4 41/2
Imports of goods and services -11/2 -6 1/2 6 1/2
Net exports(d) 1/4 3/4 -1/2
Gross domestic product 0 -1/2 21/4
Non-farm product -1/4 -1/2 21/4
Farm product 13 1 0
Nominal grosslomestic product 53/4 -11/2 33/4

Panel B- Other selected economic measures
External accounts

Terms of trade 8 3/4 -13 1/4 0
Current account balance (per cent of GDF -3 -51/4 -5 3/4
Labour market

Employment (labour force survéyasis)(e) -1/4 -11/2 1/2
Unemployment rate (per cent)(f) 6 81/4 81/2
Participation rate (per cent)(f) 65 1/4 64 3/4 64 1/4
Prices and wages

Consumer Price Index(e) 13/4 13/4 11/2
Gross noffarm product deflator 53/4 -1 11/2
WagePrice Index(e) 41/4 31/4 31/4

(a) Percentage change on previous year unless otherwise indicated.
(b) Chain volume measures except for nominal gross domestic product whic
current prices.
(c) Excluding secontland asset sales from the puldgctor to the private sector
(d) Percentage point contribution to growth in GDP.
(e) Through the year growth rate to the June quarter.
(f) Estimate for the June quarter.
Source: O0St at e me n tBudget strd&egyandontiockudgetpapér noo k200910,
p. 2 6.
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Budget transparenfiyOperation Sunlight

Richard Webb
Economicsestion

The Budget papers for 20080 contain changes to the presentation of information. The
changes were foreshadowed@peration SunlightAccording to the Department of Finance
and Deregulation website:

Operation Sunlight i agendahte@ impBovev ther apanmeesstafids r ef or
transparency of public sector budgetary and financial management and to promote good
governance practicés.

Perhaps the most praiseworthy change is the presentation of information at the program level
in Portfolio Budget Statement3 In the past, some agencies provided information at the
program level but others did not. Now, not only is information provided at the program level
but the Portfolio Bdget Statements include the three forward estimates years at the program
level. This is in addition to information for the previous and current budgets as has been
provided in the past. For years, Members of Parliament have sought information at the
progran level and program funding over the forward estimates years. One wonders why this
information was not provided before since the information obviously existed.

A second change is the revision of outcomes. A criticism of some outcomes is that they were
toovague. On the one hand, this allowed flexibility as to where funds could be allocated. On
the other hand, this limited parliamentary scrutiny of spending. The Department of Finance
and Deregulation, in conjunction with agencies, has reviewed all outcéteasers will

judge how successful this exercise has been. One problem that arises when outcomes are
revised is that it might be difficult to obtain comparable data for earlier years.

A third change is thaBudgetPaperno. 4 includes a detailed tabletiigy all special accounts
authorised under thEinancial and Management Accountability Act 199%e table shows,
by portfolio and entity, estimed balances and flows for thadget year and for the previous
year.Again, this is a worthwhile addition.

The presentation oincome statements in 2000 0 has c¢changed to show
servicesbo. The net cost of services is deri
oown source income?o. This is income andn t he
services, profits from the sale of assets etc. The money appropriated by government is then

deducted from the net cost of services to d
may be.

The rationale for the change is that the net cost ofcesrv

22, Australian Government, 60peration Sunlight 6,
website, viewed18 May 2009, http://www.finance.gov.au/financiditamework/financial
managemenpolicy-guidance/operaticBunlight/index.html

23. Australian Government, 6 Por t fi ol welasite, bviewled e t st
18 May 2009 http://www.budget.gov.au/20080/content/pbs/html/index.htm
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€ recognises the nature of public sector activity and the emphasis on the net cost of services
to Government?

It is true that the presentation of accounting data as used by the private sector, especially the
concept of profit and loss, is not vemyeaningful for government agencies that are funded
mainly by government appropriations. The net cost of services recognises this by highlighting
the contribution that agencies can make from their own resources to funding their activities
on the one handnd the contribution from government on the other hand.

It is questionable whether the adoption of net cost of services really adds much. While some
readers of budget papers may be interested to know the net cost of services, it is probably of
little interest to most readers. Many readers, especially those with no accounting knowledge,
would not have any familiarity with the concept. Finally, the revised presentation is
complicated compared with the straightforward presentation of

24 Australian Govemment, Operation Sunlight: enhancing budget transparengéystralian
Government, December 2008, p. 18, viewed 18 May 2009,
http://www.finance.gov.au/financiditamework/financiaimanagemenpolicy-
guidance/operatieaunlight/docs/operatieaunlightenhancinepudgettransparency.rtf

17


http://www.finance.gov.au/financial-framework/financial-management-policy-guidance/operation-sunlight/docs/operation-sunlight-enhancing-budget-transparency.rtf
http://www.finance.gov.au/financial-framework/financial-management-policy-guidance/operation-sunlight/docs/operation-sunlight-enhancing-budget-transparency.rtf

Budget Review 20020

Climate change and energy

Dr Julie Styles and Anita Talberg
Science, Technology, Environment and Resmiiaes S

Overvien of climate change programs

Carbon Pollution Reduction Scheme

Clean energy measures

Enerqgy efficiency measures

Climate change research and education funding

Overview of climate change peags

The Government announced that it will provide $15 billion to implement a comprehensive
strategy to address climate chafAgedJnderpinning its strategy is the Carbon Pollution
Reduction Scheme, the legislation for which was introduced into Parliamédtiay 2009.

In addition, the Government is investing substantially in complementary measures to
facilitate development and uptake of renewable and clean energy technologies, and to
improve energy efficiency across the economy.

The $15 billion is slatedof expenditure over ten years from 2008. The total includes $2.3
billion provided in the 20089 budget for climate change programs, with additional funding
announced since then of over $8 billion, and new funding of $4.8 billion provided in this
y e a Budlget?®® Approximately $2.4 billion has been allocated since the February 2009
Updated Economic and Fiscal OutloMEFO) over the fiveyear budget forecast period
from 2008 09 t02012 13, with the remainder of the new funding to be spent in later years.
The new and revised measures are summarisethlile 1 below and described in the
following sections.Table 1 includes measures in addition to those in the budget tables
provided in theMinisterial Statement on Climate Chantig@t have here been identified as
directly relating to climate change. The estimate$ablel1 refer only to changes since the
UEFO.

The Budget also contains savings from the termination of many climate change programs. In
February2008, the Government initiated ti&trategic Review of Australian Government
Climate Change Progran{the Wilkins Review). The Wilkins Review, published in July
2008, stated that a bradshsed and perfectly operating emissions trading scheme would not
require any complementary measures. However, it noted that the requirement of a transitional
period andimitations of market ability to deliver equitable solutions would necessarily mean
that inefficiencies in the system must be addressed through complementary measures. The
Wilkins Review made specific recommendations with regard to complementarity ohgxist
programs, as well as general policy recommendations. The Government laidrespaisse

25. P Wong (Minister for Climate Change and Watéstralian Government climate change
strategy media release, 12 May 2009, viewed 14 May 2009,
http://www.environment.gov.au/minister/wong/2009/budmr20090512.html

26. Austrdian GovernmentBudget statements 200HD: climate change Commonwealth of
Australia, Canberra, 2009. 5, viewed 17 May 2009http://www.budget.gov.au/2009
10/content/ministerial_statements/climate_change/download/ms_climate change.pdf
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to the Wilkins Reviewon 12May 2009, which included identification of progranto
continue as complementary or transitional to the CPRS, and programs to cease. Savings from
those to cease are also listedable 1.

Tablel: Climate change budget measures in thed200fudget

200809 200910 201611 201M12 201213 Total
($m) ($m) ($m) ($m) ($m) ($m)

Agency Initiative

New, revised orexpanded

programs

DCC CPRS- revised implementation - - 1650.0 -505.0 -885.0 260.0
Australian Carbon Trust

DCC establishment - 28.8 375 6.9 1.8 75.0
CPRS- Climate Change Action

DCC Fund- additional funding and 1.0 -100.0 -400.0 - 100.0 -399.0
re-phasing
CPRS- Climate Change Action

DEWHA Fund- additional funding and 15 - - - - 15
re-phasing

DCC CPRS- Global Recession i i i 70.0 2100 280.0
Buffer

DCC CPRS- National Carbon - 40 40 40 40 161
Accounting Toolbox

DRET Clean Energy Initiative - 300.0 200.0 200.0 200.0 900.0

DIISR Clean Energy Initiative - 100.0 100.0 100.0 100.0 400.0

Australian Australian Trade Commission

Trade Clean Energy Trade and - 4.9 5.0 5.0 - 14.9

Commission Investment Strategy

DEWHA Ng’qo_nal Energy_ Efficiency ) 100.0 ) )
Initiative - establishment

Heating, Ventilatiorand Air
DEWHA Conditioning High Efficiency - 0.7 0.7 0.7 - 21
Systems Strategycontribution
NSEE- Building Code of
Australia requirements for

100.0

DEWHA ; L - 15 0.8 0.5 0.5 3.3
commercial buildings
enhancement
NSEE- commercial building

DEWHA energy efficiency mandatory - 15 15 1.3 11 5.4
disclosure

DEwHA ~ NSEE-commercial building - 07 07 06 05 25
rating tools- enhancement

DEWHA NSEE- energy efficiency - 4.2 4.7 4.8 46 183
labelling- enhancement

NSEE- energy efficiency

DEWHA requirements foresidential - 2.9 2.0 1.7 2.1 8.7
buildings- enhancement
NSEE- minimum performance

DEWHA standards for applicances and - 4.1 4.1 4.2 4.2 16.6
equipment expansion
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Agency

Initiative

200809
$m)

200910
$m)

201611
($m)

201412
m)

Total
($m)

201213
($m)

DEWHA

NSEE- residential building
energy efficiency mandatory
disclosure

2.4

1.9

1.6

1.8 7.7

DEWHA
DEEWR

DIISR

CSIRO

DIISR

DIISR

DIISR

DEEWR

DEEWR

DEEWR

Treasury

DIISR

DCC

DCC

DEWHA

DCC

20

Solar Homes and Communities
Plan- additional funding

Skills for the Carbon Challenge

EIF - Super ScienceMarine
and Climate

EIF - Maintaining Australia's
Marine National Facility

EIF Round 2 Centre for
Climate Change and Energy
Research

EIF Round 2 Building the
Sydney Institute of Marine
Science

EIF Round 2 Institute for
Marine and Atmospheric
Studies

EIF Round 2 Skillsets for a
Low Carbon Economy

EIF Round 2 Rural VET
infrastructure to ensure social
inclusion, sustainable lande,
lower carbon agriculture and
efficient water use

EIF Round 2 Learning centre
at Energy Australia

Liquified Petroleum Gas (LPG)
Vehicle Schemereduced
rebate fopostfactory
conversions

Liquified Petroleum Gas (LPG)
Vehicle Schemereduced
rebate for postactory
conversions

Department of Climate Change
- base departmental funding

Department of Climate Change
- accommodation fibut

Total expenditure new
measures

Reduced program

Green Loans Prograrbetter
targeting

Terminated programs -
deemed not complementary to
CPRS

Greenhouse Action in Regiona

8.0

245.3
8.3
71.0

6.8

40.0

10.5

45.0

7.0

116.0

5.7

6.0

5.6
105.0

7.3

3.0

Breakdown not available

Breakdown not available

Breakdown not available

8.0

48.8

-1.5

11.8

949.7

-20.9

17.2

26.7

-39.8

21.9

-39.8

- 2453
6.0 26.9
57.0 357.0

9.8 29.6

- 40.0

- 19.5

- 45.0

5.0

5.5

25.0

22.8 69.9

-27.5 43.9

4.7 2.2

- 11.8

-181.6 2639.7

-16.7 -125.7

-3.9 -156
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Agenc Initiative 200809 200910 201611 201M12 201213 Total
gency ($m) ($m) ($m) ($m) $m)  ($m)

Australia- termination

DEWHA Coal Mine Met.har!e Reduction i i 21 21 i 42
Program- termination

DEWHA Greenhous€hallenge Plus . 29 29 29 29 -16
termination

DEWHA Greenhouse G_-as Abatement i 17 i i i 17
Program- termination

DEWHA Local Greenhouse Action . 34 34 30 -30 -128
termination

DEWHA Low Emissions 'I_'echnology ant i 50 20 i i 70
Abatement termination

DEWHA Small_ Busmes§ an_d Householc i 59 05 0.4 i 6.8
Initiative - termination

DEWHA  Suatedic National Response . 12 12 12 12 48
termination
Terminated programs i
replaced by NSEE measures

DEWHA Action on Energy Efficiency ; 6.9 6.9 6.0 6.0 -25.8
termination

DEWHA Ener_gy EfflClency of.EIectrlcaI i 41 40 39 . 120
Appliances- termination

DEWHA Phaseout of_lne_fﬂment Light i 20 19 05 i 44
Bulbs- termination
Total savings -8.5 -57.9 -68.6 -63.7 -33.7 -232.4
Total (net) expenditure all 2 8918 17222  -29 -2153 2407.3

measures

Notes: Revenue, expense and dapimeasures have been combined. Budget amounts are for measures or
changes to measures since the Febrg@f® UEFO. A minus sign before an estimate indicates a reduction in
expenses, no sign before a measure indicates an increase in expenses. Totals may differ slightly from estimates
in other sources due to rounding errors. CPRS is the Carbon Pollution iRedécheme; NSEE is the National
Strategy on Energy Efficiency; EIF is the Education Investment Fund.

Source: Australian GovernmenBudget measures: budget paper no. 2: 2a@ Commonwealth of Australja

Canberra, 2009; Australian Governmepgrtfolio budget statements 20080: budget related paper no. 1.14:

Innovation, Industry, Science and Research Portf@ommonwealth of Australia, Canberra, 2009.

As mentioned above, t he
Carbon Pdution Reduction Scheme (CPRS). However, there are a number of other measures
that the Government is funding to facilitate the transformation of industries and communities

to a carbonconstrained economy in the transitional period, as the CPRS becomes full
functional and compensation and assistance measures are phased out. The Government is also
supporting research into climate change science, and programs to contribute to the realisation
of a global solution. Such measures that will receive continueddufijut whose funding

where applicable is already included in the forward estimates) include:

mai n

nstrument of

A an expandedRenewable Energy Targ@RET), to ensure that 38erc e n t
electricity is generated from renewable energy sources by 2020

of
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A the Australian Climate Change Science Progré®31.2million over four years) to
continue to enhance understanding of climate change processes and impacts

A adoption of theAustralian Climate Change Scienégamework which sets national
climate change science priorities for the next decade and

A $120mi | I i on over four year s for continued
international climate change activities, including meeting its obligations undémited
Nations Framework Convention on Climate Change (UNFCCC) and the Kyoto Protocol
and enhancing strategic relationships. Further funding to support international climate
change functions is provided in tHKe Departn

New measures announced in this Budget in relation to the CPRS and to support clean energy,
energy efficiency and climate change research are detailed in separate sections below.

Carbon Pollution Reduction Scheme

The introduction of an emissions tradingqiseme i s t he Governmentos
drive reductions in greenhouse gas emissions. The proposed approach was released for
consultation in the Jul®008 Carbon Pollution Reduction Scheme (CPRS) Green Paper, and

t he Government 6s imptlesDecernbe?208 Whitse Papeu. tAfter releasing
exposure draft legislation in Api2009, the Government revised some of the major elements
and introduced th€arbon Pollution Reduction Scheme Bill 2088d related bills into the
Parliament on 181ay 2009.

Essentially, the scheme sets a capthe total amount of carbamissionsallowed bythe
includedsectors then issues permits up to the cap. Liable facilifiest emit carbonor other
greenhouse gasmust hold a permitor every tonne emtiéd, and surrender these at the end

of each financial year. The permits become a market commodity traded between firms at the
going price. Firms need to choose between reducing their emissions and purchasirgy permit
so the price of permits sets the level of incentivadoptlowi carbontechnologies.

The initial proposal for the CPRS outlined an emissions reduction target of five to fifteen
percent below 2000 levels by 2020. Around 1000 entities, responsibl®dot #5Spercent

of Australiabds emissions, would be included
cent of permits would go to emissiémgensive, tradeexposed industries. According to the

Go v e r n meryncen; raise@ from the Carbon Pathimt Reduction Scheme wibe used to

help Australiand households and businésadjust to the scheme and to invest in clean

27. Australian GovernmenBudget measuresiudget paper no. 2: 20090, Commonwealth of
Australia, Canberr200, p. 131; P Wong (Minister fa€limate Change and Wate8haping
an international solution to climate changmedia release, 12 May 2009, viewed 16 May
2009, http://www.environment.gov.au/minister/won@@/budmr20090512a.html
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energy options®® As such, the expectation is that ot

budget will be neutral over the forward esttegfrom 200809 to 20111 2% 6

On 4May the Government announced revisions to the CPRS, including a delay of the start
date to 1July2011; allowance for a more ambitious emission reduction goal pe&fent

below 2000 levels by 2020 (contingent on aikiminternational commitment); a oinear
transition concession fixing permits at $10
assist emissioiigntensive, tradieexposed industries; and funding for energy efficiency
measures?

This Budget does notfof e r a complete design of t he Go
towards operation of the CPRS. The Government still suggests that the measure is essentially
budget neutral, costing only $26dllion over three years from 200013* Revenues and

expenses asemted with the scheme prior to the amendments were outlined in the White
Paper in December, and final costs were to
because of the late changes announcedMay it appears that the budget removes original
edimates to the Contingency Reserve in anticipation of revised calculations, and no such
final estimates have been provided:

éupdated expense and revenue estimates associ ¢
Scheme have been included in the Contingdeservé?

Although the Contingency Reserve is designed to serve such a purpose (amongst other
functions), the lack of itemisation makes it difficult to determine how much the Government

will invest in the CPRS and over what tinfimme>® At least one reprter has referred to this
budgetds contingenty reserve as Osecretivebd.

The Government states that the changes to the CPRS have significantly affected revenue
estimates since the UEFO:

28. Australian Governmentlouseholds and the scheniact sheet, July 2008, viewed 18 May
2009, http://www.climatechange.gov.au/greenpaper/factshmseis/fs7.pdf

29. Australian GovernmenBudget impact of the Carbon Pollution Reduction Schéaat sheet,
December 2008, viewed 18 May 2009,
http://www.climatechange.gov.au/whitepaper/factsheets/pubd0@@etimplications.pdf

30. P Wong (Minister for Climate Change and Wat&#®w measures for the Carbon Pollution
Reduction Scheme media release, 4 May 2009, viewed 20 May 2009,
http://www.environment.gov.au/minister/wong/2009/mr20090504.html

31 Budget measures: budget paper 202009 10, p. 7.

32 Austral i an SGemeatroBxpensstand Nét Capital Ine st ment Appendi
Budgetstrategy andoutlook budget paper no. 1: 200910, Commonwealth of Australia,
Canberra2009, p. 6 53.

33. For further information on the Contingency Reserve see R WidglghCommonwealtbhudget:
process and presentation (updated Jan 20®search Paper, 2009, Parliamentary
Library, Canberra, 2009, (forthcoming).

34. D Cr oDepleted éash cache will need a $27bni tmd Australian financial review
14 May 2009.
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Policy decisions since the 2009 UEFO are expected to decrease rey&asd million in
2009 10. In 201011 and 201012, policy decisions detract a further $5.6 billion from
revenues, before increasing revenues by $3.2 billion iniA@12Z'hese fluctuations in the
impact of policy decisions are mainly due to the changleertiming of the introduction of
the Carbon Pollution Reduction Scheme (CPRS).

It is estimated that in 2011 2 , revenue from the CPRSO0s fi Xx¢
around $4.%illion. In 2012 13, when the permit price is capped but not fixed, themee is

expected to climb to around $12ilion.*® Note that these estimates are for revenue
recorded for accrual purposes, regardless of whether the permits are auctioned or freely
allocated®” Under accrual accounting, the freely allocated permits ergumably recorded

as an expense, but at this stage it seems this expense is included in the Contingency Reserve
and has not been explicitly provided.

As noted above, the Government has stated it will reinvest every cent of revenue from the
sale of permitzinder the CPRS back into the community to offset increased fuel and energy
costs passed on by liable emitters. In line with this commitment, the excise for petrol and
diesel will be reduced from the current 38.1b&Btsperlitre to 35.688centsperlitre on
1July2011. The excise will be further adjusted every six months for two years from
1Juy2012 to enfamiceeatéd oO6téset of the i mpact of
fuel tax adjustment will cause a loss in revenue of Billibn in 2011 12, $3.5billion in

201213 and $3.®illion in 2013 14, at which time the adjusted excise will become
permanent and no further adjustments will be made in response to impacts of th& CPRS.

The Government has stated that it has provided $illi®n in this budget for the continued
development and implementation of the CPRS. A itinaene is not provided’ Also in this
Budget, to facilitate the operation of the CPRS, to provide transitional assistance, and to
enhance community involvement in the CPRS, theg@ament has announced that it will:

A establish eNational Carbon Accounting Toolbox ($16.1 million over four years). The
tool will assist in the accounting and reporting of carbon emissions and removals in the
forestry and agriculture sectors under the SP&nhd will build upon the existingational
Carbon Accounting Systeand associated toolb®x

A establish théustralian Climate Change Regulatory Authority (ACCRA). The purpose
of ACCRA will be b manage the calculation, allocation, and auction of permits, plus all

35. Australian Governm n tStatem@ént 5R e v e nBudgdisirategy andoutlook budgetpaper
no. 1: 2009 10, Commonwealth of Australia, Canberg®09, p. 5 15.

36. &tatement 5R e v e rBudged strategy and outlook: budget paper no. 1: 2009%. 5 33.

37. tatement 5R e v e nBudgédi strategy and outlook: budget paper no. 1: RQ09Box 5,
p. 5i 35.

38. Explanatory MemorandumCarbon Pollution Reduction Scheme (CPRS fuel credits) Bill
2009 and related bills, p. 8.

39. Department of Climate Chang€Jimate changebudgetoverview 200910, Commonwealth
of Australia, Canberra 2@0p 9.

40. Budget measures: budget paper no. 2: 20@p. 129
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promotion, compliance and enforcement of the CPR®e existing Office of Renewable
Energy Regulator and its functions will be incorporated into ACCRAlthough the
Government has aonnced $81.9nillion for the establishment of ACCRZ,including
$76.7million in 2009 10;* there is no explicit financial breakdown in further years. The
Government states that final funding for 2000, 201011 and onwards is expected to be
finalised in the 2000910 Additional Estimates procéss

A provide aGlobal Recession Buffe($1.065 billionover five years). This was announced
as part of the May amendments to the CPRS to further assist emigsidassive tradé
exposedndustries in the transition to priced carbon emissions. The assistance increases
each year from $7illion in 2011 12 © $290million in 2015 16*® The assistance is to
be granted through free allocation of permits, and though the funding is explicitly
provided under the expense measures in Budget Paper No. 2 and the climate change
Portfolio Budget Statement, the Ministérigtatement on the climate change Budget states
that all provision for this funding has been made in the Contingency Ré$erhes
apparent discrepancy may be a reflection of thé daistute nature of revised calculations
for expense measures under thesed CPRS

A increase funding for theClimate Change Action Fund (CCAF). The CCAF was
proposed in the White Paper to assist industries, businesses and communities in the
transition to a lowcarbon economy through the provision of information, grants and
incentives. The Budget provides further funding for the CCAF of $8&0lion in addition
to the $2.4%illion announced in the White Paper, bringing the total to $Rillibn over
five years' Some funding has been deferred due to the delayed start of th®, GRR
provision for the measure from 2014 onwards is included in the contingency reserve.
The remaining funding for the measure in 200®is $200 million and

A establish theAustralian Carbon Trust ($75.8million over five years), an initiative to
encouage individual and community involvement in the CPRS and to assist businesses to
implement energy efficiency measures.

The CCAF funding will provide four streams of assistance, outlined in the White Paper and
with expenditure in 2009.0 announced in theuglget as follow$?

41, Climate change budget overview 2006, p. 11.

42. Budget statements 2008: climate changep. 28

43, Climate change budgeterview 200010, p. 11.

44, Explanatory Memorandum, Carbon Pollution Reduction Scheme Bill 2009, p. 24.
45, Explanatory Memorandum, Carbon Pollution Reduction Scheme Bill 2009, p. 24.
46. Budget measures: budget paper no. 2: 20@p. 128

47. Budgetstatements 2009.0: climate changefootnote c, p. 41

48 Climate change budget overview 2006, p. 13.

49, Department of Climate Chang& ar b on Pol l ution Reducti on
pollution future: white paperCommonwealth of Australia, Decemt&#908, pp. 184 to 18
10.
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A the information stream, with funding of up to $1r80lion over five years ($20.fillion
in 2009 10), will focus on informing businesses and communities about the operation of
the CPRS and advice on management of its expected finanpiatts

A the energy efficiency and lagwmissions technologies stream, with funding of up to
$1.4billion over five years ($180.Million in 2009 10), will provide grants and
incentives for businesses and community groups to invest in energy efficienogwand |
emissions technologies

A the structural adjustment stream, with provisional funding of $2ilion, will provide
assistance to workers and communities disproportionately impacted by the CPRS and

A the coal sector adjustment stream, with $80lilon over five years in the form of cash
payments for existing coal mines with high emissions, and 820n over five years for
coal mine abatement activities.

The additional $30illion announced in the budget for the CCAF is to provide further
support for bumesses, communities, workers and regions to assist their transition t® a low
carbon economy (presumably falling under the first three of the four streams noted above).

The Australian Carbon Trust consists of two initiatives:

A the Energy Efficiency Trust sebeen allocated $50illion over two years to promote and
showcase energy efficiency opportunities in businesses and organisations. It will fund
energy efficiency improvements in the private sector, which will be repaid by recipients as
cost savings fronthe improvements are realised and

A the Energy Efficiency Savings Pledge Fund has been allocated o8 over five
years for its establishment, and for the creation ofiwabed tools allowing individuals to
calculate savings from their energy effiagractions and contribute these savings to the
fund for purchase and cancellation of carbon permits. This in theory sends a price signal
through the carbon market and applies pressure on liable entities to reduce emissions (note
though, that permit pricesill be fixed for the first year and capped for the following four
years).

Clean energy measures
Clean Energy Initiative

The Government announced in the Budget a Bdlibn Clean Energy Initiativeincluding
$3.5billion of new funding, that will be praded over nine years to support innovation in
clean energy and Idvemissions technologi€8 The investment will include*

50. P Wong (Minister for Climate Change and Water), P Garrett (Minister for the Environment,
Heritage and the Arts), M Ferguson (Minister for Resources and Energy) and K Carr
(Minister for Innovation, Industry, Science and Resbp$4.5 billion clean energy initiative
media release, 12 May 2009, viewed 19 May 2009
http://www.environment.gov.au/minister/wong/2009/budmr20090512g.html
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A $2.425billion over nine years for th€arbon Capture and Storage (CCS) Flagships
program, including $2.Million in new funding, fordevelopment of loWemissions coal
technologies and to support two to four industgable CCS projects. The program aims
to create 1000 MW of loixemissions fossil fuel power generation

A $1.6billion over six years for th&olar Flagships program including $1.36%billion of
new funding, for development of solar technologies. The program will support up to four
solar power generation projects of capacity comparable to standaidiredajpower
stations, to create an additional total solar generation cguddio00 MW and

A $465million to establishRenewables Australia including $100million in new funding,
to support development, commercialisation and deployment of renewable energy
technologies.

The bulk of the new funding for the Clean Energy Initiatigeto be met through the
redirection of $2.%illion that had been set aside for tBducation Investment Fur(&IF).>?
The Nation Building Funds Amendment Bill 2009 is to implentéetredirection, repealing
the crediting of $2.Billion from the 200708 budget surplus to the EIF, and reducing the
funds in the EIF to $6.6illion.>®

Apparently in addition to the $21&llion transfer from the EIF, the Budget states that the new
flagship funding includes $40million over four years from the EIF to support the research
infrastructure component of the prograti$roponents of bids will be expected to partner
with an eligible research institution with relevant expertise to ensure tiogacpis founded

upon rigorous research. Projects under the two flagships are expected to commence
construction from 2012, with commissioning from 2015.

The CCS Flagships program will be supported byGhebal Carbon Capture and Storage
Institute (GCCSI) that was launched by Prime Minister Kevin Rudd ogdl 2009. The
GCCsSI will facilitate international cooperation and shared knowledge in the development and
commercialisation of C8 technologies to which the program will contribute.

51 Departnent of Resources, Energy and Touris@lean energy initiative fact sheet,
Department of Resources, Energy and Tourism, 2009, viewed 15 May 2009,
http://www.ret.gov.au/Department/Documents/CEI%20Fact%20Sheet%20(13%20May%2009

).pdf
52. Explanatory Memorandum, NatibBuilding Funds Amendment Bill 2009, p. 2.

53. R Webb,Natiori Building Funds Amendment Bill 200Bills digest, 200010, Parliamentary
Library, Canberra, 2009, (forthcoming).

54. The Government announced a spe@@b0 million Sustainability Bund of the Education
Investment Fund dedicated to projects that support sustainable design, energy efficiency and
build capacity for climate change researthe $400 million investment in infrastructure for
the Clean Energy Initiative was awarded as part of this round, with an additional $250 million
to fund vocational and higher education and research infrastructure related to climate change
and sustainabity activities. See J Gillard (Minister for Educatiornjudget 200010:
investing in tertiary education and research infrastrucfungedia release, 12 May 2009,
viewed 18May 2009,
http://www.deewr.gov.au/Ministers/Gillard/Media/Releases/Pages/Article_090512_182419.as

px
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Under the Solar Flagships program, $138ion has been transferred from the $488lion
Renewable Energy Demonstration Progrd@®EDP). The first round of applications for the
REDP closed in April2009, and the projects that will be assessed for the remaining
$300million of funding will now be limited to ndisolar technologies, namely ocean,
geothermal and biomass energy. The solar applicants to the REDP will be eligible fog fundin
under the Solar Flagships program. Paestralian Solar Institutevill facilitate national and
internationalcooperation and shared knowledge in the development and commercialisation of
solar thermal, photovoltaic and energy storage technologies that will be pursued by the
program.

Renewables Australia will take over responsibility for management of fundeddREDP,
the Geothermal Drilling Programand theSecond Generation Biofuels R&D Prograltnwill
be established in 20020 and its activities are pgcted to include:

supporting focused, collaborative, highiority technology research with the ultimate
aim of progressing new technologies and lowering the cost of existing technologies in
the market place;

supporting and advising government, indpsind the community in the promotion,
development and implementation of renewable technologies and relevant research and
development in essential renewatidated systems; and

supporting growth in skills and capacity in renewable technologies forotiestic
and international markets.

The Clean Energy Initiative has had a mixed reception. It was welcomed by the Clean Energy
Council, Engineers Australia and the World Wide Fund for Nature Austfdline Climate

| nstitut emactandbktmatdgi iitn veeasst ment i n Australiads
bountiful sun and resource industry research, skills and techndlogies b u t expr es
disappointment that there were not additional incentives under the energy efficiency
measures’ The Australian New 2aland Solar Energy Society (ANZSES) has welcomed the

Solar Flagships initiative. It said that the initiative may help to drive the costs of future
medium scale solar installations down, noting that the size of the projects to be funded will
represeapg ian 6dapacityd, being hundreds of t
Australia® The Australian Coal | nd wil goaylongveayw t he
making Australia a world leader in developing the technology that will substantially reduce
global greenhouse gas emissidtis However, the Australian Greens, NSW Greens,

55. Department of Resources, Energy and TourShkean energy initiative

56. Clean Energy Council, B u cheretgy sorplss,hmedia release,on Au
13 May 2009; Engineers Australia, Budget clean energy initiative is a positive for climate
change, media release, 12 May 2009; WWF, Clean energy commitment welcome but species
losses likely to continue, media release, 1%/ 12@09.

57. The Climate InstituteBudget boost for clean energy solutions: vital and smart investment in
Australian clean energy solutionsiedia release, 12 May 2009.

58. Australian New Zealand Solar Energy SocieBydget solar initiative welcomednedia
release, 13 May 2009.

59. Australian Coal AssociatiorCoal industry welcomes new funding for carbon capture and
storage media release, 12 May 2009.
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Australian Conservation Foundation and Greenpeace have criticised the weighting of support
given to the coal industry relative to development of renewable effergy.

Other clean ergy measures

In addition to the new measures under the Clean Energy Initiative&sdlae Homes and
Communities Plarwill receive additional funding of $24million in 2009 10 but the
program will then be terminated when the expanded Renewable Energy Target commences,
which will introducesolar credits for small generationits.**

The Budget also provides $14llion over three years for the Clean Energy Trade and
Investment Strategy to promote export opportunities and inward investment in the clean
energy sector, delivering the Goaxleanenargynt 6 s ¢
export strateg¥’ The initiative in part addresses the September #ig@gs of theReview

of Export Policies and Progranfthe Mortimer Review), which recommended enhancement

of Australiads export C a p a tintehsyve sectods wpeeer f or m
Australia has existing and emerging strengths, including the clean energy sector. The
initiative is complementary tche $20million Clean Energy Innovation Centrevhich was

launched in ApriRk009 and provides Australian small and medisized clean energy
companies with benchmarky services, prototyping and testing facilities and other assistance

to help them become competitive exporters.

Energy efficiency measures

The Budget contains two new funding commitments to improve energy efficiency in energy
delivery and use:

60. B Brown (Australian Greens Leadeigreen opportunity missed in budget 2008edia
release, 12 My 2009; L Rhiannon (NSW Greenggderal budget backs coal industry, kills
off tens of thousands of jobs in Hunteredia release, 13 May 2009; Australian Conservation
Foundation,Federal budget 2009: green stimulus welcomedia release, 12 May 2009;
GreenpeaceMa s si v e poll utersd welf ar e media eledse s hop
13 May 2009.

61. P Wong (Minister for Climate Change and Wat&gvernment response to recommendations
of the strategic review of Australian Government climate chamggrams 12 May 2009,
viewed 16 May 2009,
http://www.environment.gov.au/minister/wong/2009/wilkinsresponse.html

62. Budget measuredsudget paper no. 2: 20090, p. 253; S Crean (Minister for Tradé)14.9
million for clean energy trade and investmemiedia release, 12 May 2009, viewed 18 May
2009, http://www.trademinister.gov.auleases/2009/sc_090512 budgetl.htmK Carr,
SCreanand P Garrett, abor 6 s commi t ment to make Austr al
Asia Pacific region media release, 5 September 2007, viewed 18 May 2009,
http://pandora.nla.gov.au/pan/22093/20071124
0102/www.alp.org.au/media/0907/msCCindtra050.html
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A $100million in 2009 10 for the establishment of a neMational Energy Efficiency
Initiative (NEEI), in partnership with the energy sectdihe initiative aims to develop
and utilise technology to improve the efficiency of the energy network and

A $64.6million over four years in additional funding for thational Strategy on Energy
Efficiency (NSEE), to improve the energy efficiency of residential and commercial
buildings®*

The initiatives are i ntende dillion&nergywEffitieht u p on
Homes Packagevhich was funded as part of the $#illion February stimulus package (the

Nation Building and Jobs Plan). The Energy Efficient Homes Package provides rebates and
subsidiedor installation of ceiling insulation in homes and solar hot water systems to replace
electric hot water systenfs.

The NEEI will support i mplementation of &6sm:
net work, and 6ésmart naleity e attedst 2D00 peopglentanart gridsn  a r
help to integrate distributed, intermittent and peak energy sources into the grid more
efficiently, including solar and wind power, by monitoring electricity supply and demand.

The technology requires efficiecommunication networks and the NEEI will examine links

with the National Broadband Network to capitalise its capabilities includinigordllof smart

grid networks across the counffySmart meters installed in households allow irésmie

feedback and atysis of energy use within homes to help householders monitor and adjust

their energy use. The provision of this information through smart metering has been shown to

alter behaviour to reduce household energy’(ise.

The NSEE includes a number of measur@sniprove energy efficiency of appliances,
homes, and commercial buildings (listed Trable 1). The package of measures was
developed in response to the recommendatioh the Strategic Review of Australian
Government Climate Change Programs (mentioned aB®vd)any existing energy
efficiency programs are to be terminated and replaced by the new measures (also listed in

63. Budget measures: budget paper no. 2: 2A@p. 199.
64. Budget measures: budget paper no. @02 10, pp. 202 204.

65. See R Webb, S Kompblarms and J Styleg\ppropriation (Nation Building and Jobs) Bill
(No. 1) 200809, Bills digest, no. 95, Parliamentary Library, Canberra, 2008 viewed
17 May 2009 http://www.aph.gov.au/library/pubs/bd/2008/09bd095.pdf

66. P Garrett (Minister for the Environment, Heritage and the Arts), S Conroy (Minister for
Broadband, Communication and thegial Economy) and M Ferguson (Minister for
Resources and Energy)lew national energy efficiency initiativenedia release, 12 May
2009, viewed 17 May 2009,
http://www .environment.gov.au/minister/garrett/2009/budmr20090512h.html

67. 6Smart appr oac he seCQSovol el85¢ EebMar 2007, p. 12 siewéd
21 May 2009, http://www.ecosmagazine.com/?act=view_file&file id=EC135p12.pdf

68. P Wong (Minister for Climate Change and Water), L Tanner (Minister for Finance and
Deregulation) and P Garrett (Minister for the Environment, Heritage and the Arts),
Streamlining the Austal i an Government 6és c¢limate <change
efficient choices even easiemedia release, 12 May 2009, viewed 17 May 2009,
http://www.environment.gov.au/mister/wong/2009/budmr20090512h.html
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Tablel). For example, thehasé&out of inefficient light bulbdas been terminated, replaced

by the enhancement of energy effiieg labelling. The replacement measure in this case
appears to be an incentive measure rather than a regulatory measure, and may therefore not
be as effective in ensuring full replacement of inefficient light bulbs.

One program that was identified in theaegic Review of Australian Government Climate
Change Programs as transitional to the CPRS (and should therefore continue during the
transitional period) that has been substantially scaled back in this BudgeQsethre loans
program The number of subsidised lowterest loans under the program has been reduced
from 200000 to 75000 over five years, achieving a savings of $dfliion. The
Government states that increased availability of rebategided through other previously
announced initiatives, particularly tlinergy Efficient Homes Packageill reduce demand

for the Green loan¥. This reduction has been criticised by the Opposition as reneging on a
major election promisé

Climate changeesearch and education funding

The Super Science Mrine and Climate initiative will provide $387.7#nillion over five
years for infrastructure to support research into the dtaad climate system to improve
understanding and projections of climatenge. It will include?

A $120million for a new stateofithera r t deep water r esMagnec h ves
National Facility to replace the current ageing ved®¥l Southern Surveyor

A $29.6million for maintenance of thRV Southern Surveyowrer the next three years while
the new vessel is being built

A $52million to extend théntegrated Marine Observing Syst€lOS) network

A $55million for additional ifrastructure at theAustralian Institute of Marine Science
(AIMS) facilities in Townsville and Darwin

A $80million for infrastructure to support research into terrestrial ecosystems, groundwater
depletion, and water anehergy use in built environments (specific allocations were not
explicitly stated but this appears to include funding forftegestrial Ecosystem Research
Network i $35million, facilities to enhance understanding of urban resource use and
management $20million, the Climate Geoscience Platfori $15million, and the
Population Health Research Netwdr10million) and

69. Budget measures: Budget paper no. 2: 2009p. 196.

70. G Hunt (Shadow Minister for Climate Chang&udd breaks key environment election
promise on green loapnsmedia release, 8 May 2009, viewed 16 May 2009,
http://www.greghunt.org/Pages/Article.aspx?ID=1343

71 K Carr (Minister for Innovation, Industry, Science and Resea8iy)er scienc marine and
climate media release, 12 May 2009, viewed\V&y 2009,
http://minister.innovation.gov.au/Carr/Pages/SUPERSCIENCEMARINEANDCLIMATE.asp
X
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A $50million for new supercomputing infrastructufer modelling climate change, earth
systems and water management.

Many of these infrastructurd nvest ment s C ome u n dNational t h e
Collaborative Research Infrastructure Strateglgich was established to provide researchers
with major research facilities, infrastructuredametworks to support worldlass research in
Australia. The above projects were identified as priorities inStrategic Roadmap for
Australian Research Infrastructureublished in Augus2008/?

Additional funding that will enhance climate change research and education has been
provided under Round 2 of tiglucationinvestment FungglIF) as listed inrablel1.”

In the area of vocational education and training, the budget includes an$iRi®®
investment over four years iBkills for the Carbon Challenge which is to promote the
development of training programs and resources that incorporate sustainability principles and
green skills in various industrié§ The initiative is a response to an idea that emerged at the
2020 Summitt h a t by 2020 Australia should be the
economy, and that equipping workers and businesses with sustainability skills will be
essential to pursue this goal.

Environment

Louie Emmett and Bill McCormick
Science, Technology, Environment and Resources Section

Caring for our Country

National Heritage

National Parks

Commonwealth Environment Research Facilities Program

Caring for our Country

The Department of the Environment, Water, Heritage and the Arts (DEVRdAtfolio
Budget Statements 200® includes a budget measure indiogt that there has been a

72. Department of Innovation, Industry, Science and Research (DIERjtegic roadmap for
Australian research infrastructure DIISR, Canberra, 2008, viewed 21 May 2009,
http://www.innovation.gov.au/ScienceAndRes&dlmcuments/Strategic%20Roadmap%20A
ug%202008.pdf

73. For further information see J Gillard (Minister for Educatiddiydget 200010: investing in
tertiary education and research infrastructurenedia release, 12 May 2009, viewed
18 May 2009,
http://www.deewr.gov.au/Ministers/Gillard/Media/Releases/Pages/Article_090512_182419.as
PX

74. J Gillard (Minister for Education)2020 summit: skills for the carbochallenge media
release, 23 April 2009, viewed 18 May 2009,
http://www.deewr.gov.au/Ministers/Gillard/Media/Releases/Pages/Article_090423 091944.as

px
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reallocation of $32.4nillion over each of the next four years. This was not included in
Budget Paper N&® because this is a reclassification of administered funding under Caring
for our Country to the departmental expenses oMPHA ($25.3million) and the Department

of Agriculture, Fisheries and Forestry ($million), amounting to a total of $129r6illion

over four years. Such a transfer of a significant amount of funding is relatively rare and there
have to be very good reasofor making the transfer.

(2) Amounts relating to these measures reflect a reclassification of administered funding
under Caring for our Country to DEWHA departmental expenses. Funding will continue to
be spent on core departmental activities and admaitien of theEnvironment Protection

and Biodiversity Conservation Act 199 it was when it was previously part of Caring for
our Country. Under this reclassification, $7.1 million per annum will also be appropriated to
the Department of Agriculturdsisheries and Forestry. These measures do not appear in
Budget Paper No. 2.

Under the reclassification, $12million per annum is allocated to DEWHA core funding and
$12.4million per annum allocated to activities under tBavironment Protection and
Biodiversity Conservation Act (1999Yhese activities have previously been delivered
through these two departmental areas within DEWHA but were paid for from the Natural
Heritage Trust funds until the end of 2008 and Caring for our Country funds thrdug
2008 09.

National Heritage

Starting in 201011, the provision of $illion per year for three years for the protection and
conservation of historic built properties on the National and Commonwealth Heritage Lists
will fill the gap left by the cessatioof a similar program, the National Heritage Investment
Initiative (NHII) this financial year. The NHIl was a $1bllion competitive grants
program that ran from 20086 through 200809. However due to limited funding there were

no funding rounds in 20089.°

The gap in funding between the last round of the NHII in 2087and the start dflational
and Commonwealth historic built heritageogram in 201011 will be partly filledin 2009
10 by $6million fromt h e Go v eJohs Fumndot tbesconservatioof National listed
and Commonwealitisted historic built heritage site¥.

75. Australian Governmen®ortfolio budget statements 200A®: budget related paper no.1.6:
Environment, Water, Heritage and the Alsrtfolio, Commonwealth of Australia, Canberra,
2009, p.30, viewed 2May 2009,
http://www.environment.gov.au/about/publications/budget/2009/pbs/pulbaii®sl 0. pdf

76. Department of the Environmen ha Helttme levesimeriie r i t a
I niti at il4Mad2000; e we d
http://www.environment.gov.au/heritage/programs/nhii/index.htmi

77. Australian Government) Pa r t 2 E X pBRudgst eneasuees: Wiget paeBo,2:
2009 2010 Commonwealth of Australia, Canberra, 2009, p 191, viewetMa&02009,
http://www.aph.gov.au/budget/2009/content/bp2/download/bg.pdf
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National Parks

Management of Commonwealth terrestrial reserves willpbmvided with an additional
$26.0million over four years (including capital funding of $%ifllion over two years)
These reserves includ@ooderee National ParlChristmas Island National ParKakadu
National Park Norfolk Island National ParkRulu (Keeling) National Parknd Ulurui Kata
Tjuta National ParkFundingwill be used for purposes suchtasremove or treat asbestos in

a number ofark buildings, manage historic sites in Kakadu National Park, and to upgrade
assets in Commonwealth parks and resef¥&5e measure aims to create job opportunities,
enhance the quality d@dommonwealtiparks anchelp build sustainable loingerm growth in
remote Australia for natuireased tourism markefs.

There will also be a continuation of thapplementsy funding of $7.6million over four
years to the Director of National Parkspecifically for Kakadu NationaPark. This
supplementation was initiated to compensate park management for the loss of revenue from
the abolition of park entry fees in December 280 October2008 Environment Minister
Peter Garrett accepted the recommendation of the Director a@ndbfarks to reinstate park
use fees in Kakadu National Park fronAgril 2010, with a full exemption for Northern
Territorians. The fees are expected to generate rBdlibn in net revenue from the
85 percent of visitors who travel from interstate areoseas. Traditional owners of Kakadu
National Park will receive 38 8ercent of the fee reveniféThe supplementary fundingill
cover the cost of the ongoing fee exemption for Northern Territoriansvéinae targeted to
protect biodiversity, control eeds and feral animadsd manage visitor faciliti€.

Over the next five year$69million is being made available under the Working for Country
programto create 210 new environmental jobs lfmligenous rangeris remote and regional
Australia®® The iritiative will provide funding for 100 Indigenous rangems well as60

78. Budget measuresudget paper no. 2: 200201Q p. 195.

79. P Garrett (Minister for Environment, Heritage and the Ar$j4.9 million for heritag
projects to support local johbsnedia release, Canberra, May 2009, viewed 1B4ay 2009,
http://www.environment.gov.au/minister/garrett/2009/budmr20090512c.html

80. G Hunt (Parliamentary Secretary to the Minister for the Environment and Heritage) and
D Tollner, Kakadu free from December 20 2Q00dedia release, 2 December 2004, viewed
19 May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/disgtiisplay.w3p;query=1d%3A%22media%2Fp
ressrel%2FO0XLE6%22

81 P Garrett (Minister for the Environment, Heritage and the Aktakadu fees in 2010nedia
release, 3@ctober2008, viewed 1¥ay 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22media%2Fp
ressrel%2F6EZR6%22

82 P Garrett (Minister for the Environment, Heritage and the AMs)e than $33 millia in new
funding for national parks media release, 1ay?2009, viewed 19%ay 2009,
http://www.environment.gov.au/minister/garrett/2009/budmr20090512c.html

83. W Snowdon, (Minister for Defence Science and PersonReferal budget delivers on the
NT environment media release, Canberra, M2ay2009, viewed 1B/4ay 2009,
http://www.warrensnowdon.com/med090512b.htm
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flexible part time or seasonapositions, and 50 trainee positidifswhile somefunding
detailsfor this commitmentre given($16.8million over four years) irthe Department of
Environment, Water, Heritage and the Arts Portfolio Budget Statements Z0)#the
remainder isncluded with a much larger funding totatder the Closing the Gap program
theDepartment of Families, Housing, Community Services and Indigenous Affairs

Conmmonwealth Environment Research Facilities Program

Savings of $10million over three yearsare to be redirected from the Commonwealth
Environment Research Facilitig€CERF) Rogram to offset measures in the DEWHA
portfolio®” CERF was a five year $10fillion program established in 20086 of which
$40million was provided for a Marine and Tropical Sciences Research Facility and the
remaining $60million used to fund additional environmental research, to be allocated
nationally on a competitive tender basis in rounds in July 2006 and July?2008.

To date, $56.®illion of the $60million of the Natiofiwide research component has been
allocated®® However it is not clear how much of the $#dlion funding for the Marine and
Tropical Sciences Research Facility has been allocated.

The savings from the CERF program will be over the three year period from 12011
through 201P13. Although it was originally a five year program, DEWHA has advised that
the Howard Government decided dbange the program to ongoing funding. It is not clear
what the level of remaining ongoing funding for the program will be over the next four years.

Water

Bill McCormick and Louise Emmett
Science, Technology, Environment and Resources Section

Five of thesix 2009 10 budget measures related to water were the result of agreements
negotiated to facilitate the passage of the Nation Building and Jobs Plan in February 2009
with the Greens the bioremediation and revegetation trials, and with Senator Xenophon the
accelerated water bulgacks for the MurrayDarling Basin, national stormwater funding,

84. P Garrett (Minister for the Environment, Heritage and the AS6Q million for more
indigenous rangers working on countiyedia release, May 2009, viewed 1¥ay 2009,
http://www.environment.gov.au/minister/garrett/2009/budmr20090512e.html

85. Portfolio budget statements 20A®: Environment, Water, Heritage and the Arts Portfolio
p 25.

86. Budget measuresuidget paper no. 2: 2002010 p. 211.
87. Budget measuresudget paper no. 2: 200201Q p. 194.

88. Australian Governmenp) Par t 2 E x pBeaidgst enecasuees kiget papeno,2:
20061 2006 Commonwealth of Australia, Canberra, 2005, p. 151, viewet&02009,
http://www.budget.gov.au/20086/bp2/download/bp2.pdf

89. Depart ment of the Environment ,b TwWateerr,eslarmicth
viewed 20 May 200%ttp://www.environment.gov.au/programs/cerf/iresearch.html
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local plans for a future with less water and the small block irrigators exit grant package
expansion.

Driving reform in the Murfidarling Basin

The funds from the Drimg Reform in the MurrayDarling Basin component of the Water for
the Future package have been reallocated. This budget measure transfers$li@b Gver
eight years from the $12W8llion Water for the Futur@ackage in the Department of the
Environment, Water, Heritage and the Arts (DEWHA) to the Muimagrling Basin
Authority, along with $7.nillion to the National Water Commission and $dlion to the
Australian Competition and Consumer Commission, both over two Yfears.

This measure will enablthese agencies to undertake new responsibilities arising from
amendments to th&/ater Act 200And the signing of the Intergovernmental Agreement on
Murrayi Darling Basin Reform on 3uly 2008%*

The reallocation will involve a net decrease in funding ®Wrater for the Futur@ackage
over 200910 and 201011, providing savings of $16miillion.

Bioremediation and revegetation trials

The Greens negotiations resulted$@0million in funding in 200809 through 201011 for
bioremediation and revegetatidnals aroundLake Alexandrina and Lake AlberThis is
intended to result ircosystem stability and resilienaes well asstabilise sand, soil and dust
movement?

Accelerated water bdyacks for the Murréiparling Basin

The negotiations with Senator Xep hon resul ted in the acceler
program of buying back of water entitlements for return as environment flows within the
Murrayi Darling Basin. A total of $50illion that was to be spent in 20113 through

201516 will be brought foward four yearsto 2009 10 through 2011112, including
$250million in 2009 102 Shadow Parliamentary Secretary for Water Resources Mark
Coulton was critical of this proposal.

It is staggering that while Senator Wong continues to sit on almost $6 bilabrwis
allocated for water infrastructure by the Coalition Government she has chosen to forge
ahead with the misguided approach of buying up water entitlements.

0. Australian GovernmentBudget measurebudget papeno. 2: 2009 2010 Commonwealth
of Australia, Canberra, 2009, 208, viewed 20ay 2009,
http://www.aph.gov.au/budget/20a9/content/bp2/download/bp 2.pdf

91 Budget measuresudget paper no. 2: 200201Q p. 208.

92, Australian Government®ortfolio budget stateents 200910: budget related paper no.1.6:
Environment, Water, Heritage and the Asrtfolio, Commonwealth of Australia, Canberra,
2009, p.20, viewed 2May 2009,
http://www.environment.gov.au/about/publications/budget/2009/pbs/pukaffi®s] 0.pdf

93. Budget measuresudget paper no. 2: 200201Q p. 412.
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The Government has allocated an additional $250 million to buy back water entitlements
over the next three years, but it has failed to mention the targets it has in terms of how much
water they expect to purchase.

There is also a complete omission of exactly where the Government will purchase this
water?

National stormwater funding

Stormwaterharvesting was to be funded under theb#iion National Urban Water and
Desalination Plan outlined in the 20@® Budget®> However, éter negotiations with
Senator Xenophorthe Governmentagreedto fund stormwater harvesting as new
componentunder thePlan with at least $20@illion of the $1billion to fund projectsover

the next four yearthat use urban stormwater to reduce demand on potable water sthplies.
The guidelines under the Plan wesganded to make it easier for smaller project proponents
to apply?” Government funding cabe up to 5(ercent of projectosts, to a maximum of
$20million. In orderto increase opportunities for smaller towns and cities to particifiee
minimum cost of an eligible project has been reduced frorm$Bion to $4million.*®

Local plans for a future with less water

Under a new initiativeagreed with Senator Xenophdncal municipalities in the Murray
Darling Basin can applyor grantsfor usein planning for future wateconstraintsand to
invest in associateldcal water savings initiatives. Treeis no additional cost for this thiee
year $200million measure, which wilbe fundedfrom within the existing resoues of the
$5.8billion Sustainable Rural Water Use and Infrastruciomegram®® No information is
available about the guidelines or other parameters of these grants on the DEWHA website.

Small block irrigatofsexit grant packageexpansion

Eligibility for exit grants of up to $15000 available under the $57iillion Murrayi Darling
Basin Small Block Irrigators Exit Grant Package was originally limited to farms less than
15hectares (ha) and was to end onJ808e2009. From 13-ebruary 2009this eligibility

94. M Coulton, Failed water buybacks again favoured in Budgenhedia release, 1day 2009,
viewed 21May 2009, http://www.nationals.org.au/news/default.asp?action=article&|D=5893

95. L Emmett, L Nielson and A Talberdgudget 200B09: environmental and scientific issues
Parliamentary Library, Canberra, 2008, viewedvedy 2009,
http://www.aph.gov.au/library/pubs/rp/BudgetReview/Environment_Issunes.ht

96. Budget measuresuidget paper no. 2: 2002010 p. 208.

97. M Abraham and D Bevan, 0 | ABC ®Kadio i8@lwranseriptt h  Pen
Australian Broadcasting Corporation (ABC), Bkarch2009, viewed 2May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22media%2Fp
ressrel%2FIQLT6%22

98. Budget measuresudget papeno. 2: 2009201Q p. 208
99. Budget measuresudget paper no. 2: 200201Q p. 207.
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criterion was amended to allow farms of up tohd0to apply"® These exit grantsare to

allow small block irrigators with permanent water entitlements of at leastebalitres who

wish to cease irrigation farming tsell their water entiements to the Australian
Government?! Senator Xenophon negotiated the increase in eligible block size as well as an
increase in the akable grants available for the removal of irrigation plantings and
infrastructure fromup to $100000to Gup to $200006. As a result of t hese
the scheme has increased by $4hilion and the funding extends through 20@0. Budget

Paper No 2 indicates that the total program funding is $h@ifion.*° Within this total,
funding of $4.0million was provided after the2008 09 Budget toCentrelink to deliver the
programas well as$0.5million to the Department of Agriculture, Fisheries and ForeStry.

As with the Local planbudgetmeasure above, this additional funding will also be met from
the $5.8billion Sustainable Rural Water Use prograf.

The Federal Member for Mallee, John Forrest, and the State Member for Mildura, Peter
Crisp, had concerns that the complexities of the package could see growers, who wanted to
leave horticulture, being unable to gbal

Mr Forrest said selling water out of an irrigation district attracted significant fees which
could devalue the package substantially, and there wag aado@tion between selling the
water and receiving the $150,000 grant.

AAn appl i ctevaterméengvethe farm infrastructure and then be advised they
donét qualify for the grant, o Mr Forrest said
removed before the grant can be paid. o

éDuring the five year s @médtinghe grant arerdisquglifiedy me nt a
from inheriting any tradeable water entitlement. In addition, the loss of tradeable water in

the system would impact on remaining farmers who needed to buy temporary water to get a

crop in times of low allocatiot®

100 Department of the Environment iDarliig BagsimsmallHer i t a
bl ock irrigators Mayd0@9, packaged, vi ewed 21
http://www.environment.gov.au/water/programs/entitlermntchasing/smalblock-

irrigators.html

101 P Wong,Small block irrigators exit grant package expandetkdiarelease, 24pril 2009,
viewed 21May 2009,
http://parlinfo.aph.gov.au/parlinfo/download/media/pressrel/2GET6/upload_binary/2get60.pd
f

102 Budgetmeasures: ludget paper no. 2: 2002010 p. 87.

103 Australian Governmentylidi year economic and fiscal outlook 2008, Commonwealth of
Australia, Canberra, 2008, p 145, viewed N2y 2009, http://www.budget.gov.au/2008
09/content/myefo/download/MYEFO 2008 09.pdf

104  Budget measuresuidget paper no. 2: 2002010 p. &.

105 J Forrest,Small irrigator exit package must be modifiededia release, Iebruary2009,
viewed 21May 2009, http://www.nationals.org.au/news/default.asp?action=article&ID=5576
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Adelai@ desalination plant expansion

The Gover nment 6s c$a28million fnemnthe Nétional Urban Water and
Desalination Plarto fund a potential expansion tiie Adelaide Desalination Plarst Port

Stanvac from 5@igalitres (GL) to 10@L per yearis not a new budget measuf® The

promised fundings in addition tothe $100million already committed for the 58L plant

South Australian PremigMike Rann has welcomed the additional commitment stating that
South Australia wildl match the Federal Gove
100GL per year and commented that this will mean an end to water restri®i@enator

Sarah HansdrYoung was critical of this:

The news of the extra $228 million in Budget
promptly received by the South Australian Pre
woul d be guarant eed O6dxpo msichaldye ss ttat ecd,mesdi, g masl
household water restrictionso.

Even the subsequent qgualification that Premi e
does not unmuddle the mixed messages coming out of the State and Federal Governments
about theneed for all to be watéwise for a sustainable future.

The Federal Government must make it clear to the South Australian Government that its
Budget funds were not provided so that Adelaide could splash around its new, expensive,
energy intensive, effluentproducing water supply, especially given the growing challenges
presented by climate changé.

106 P Wong (Minister for Climate Change and Watéxjiditional $228 million to help secure
Adel ai de 06 s, mediatrelease, §4ayp2009,wiewed 2May 2009,
http://www.environment.gov.au/minister/wong/2009/budmrZIFIPf.html

107. S Mo r Funds , boosb desabint i o n fix f or Auystealiae finatial capi t a
reviewl3May 2009, viewed 18/1ay 2009,
http://parlinfo.aph.gov.au/parlinfo/download/media/pressclp/A4JT6/upload binary/a4jt60.pdf
X G Kelton, C \Ratesbsaenlsl tAduedgsafid4dMay 2009, viewed
18 May 2009,
http://parlinfo.aph.gov.au/parlinfo/download/media/pressclp/45KT6/upload_binary/45kt62.pd
f; H Gout,dMoney flowing like desalinated watieindependent weeklyt5May 2009, viewed
18 May 2009,
http://parlinfo.aph.gov.au/parlinfo/download/media/pressclp/BJKT6/upload _binary/bjkt60.pd
f

108 S HansonYoung, Mixed messages on water from Govts mu&ilk6 s wat media f ut ur e
release, 18ay 2009, http://saraFhansoryoung.greensmps.org.au/content/media
release/miedmessagesvatergovismuddlesa%E2%80%99¢/aterfuture
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Defence

Laura Rayner and Steve Dyer
Foreign Affairs, Defence and Security Section

Taxpayers and their elected representatives should have a clear idea dheihelefence
dollars are going and how the Government plans to manage strategic risks in the years
ahead™

Introduction

Total Defence funding in the 20080 Budget will be somewhat over $26.641 billion
compared to $22.690 billion allocated in the 20@8BBudget, and the estimated actual for
2008 09 of $23.169 billion. Total Defence funding over the forward estimates shows a
relative decline from $27.028 billion in 2010l to $27.001 billion in 20112 then to
$26.337 billion in 201213. Against a promisef three per cent real growth until 201B,

and 2.5 per cent indexation, this apparent decline requires some further analysis. As will be
outlined, there are other factors at play, including the requirement for Defence to find
substantial savings over tifi@ward estimates, and delaying the application of the calculated
indexation over the same period.

The information on the future funding of the defence function in the recently released
Defence White PapeDefending Australia in the Asia Pacific Centuiyorce 2030 was
criticised for its brevity’°The Governmentds financi al pl an
and a half but the Minister for Deferdte proi
As in most years, the devil is in the detail in the De&ebudget, but the fine detail of how

Defence is to achieve up to $20 billion gross savings over the next decade was absent, with
one commentator who examined how Defence would achieve its savings target describing the
budget papers @asupnotgbbé Us“é'l’fheJMmsiems‘rm?ormroht i on @
to have 6pledged further detail [ The e c omi

109 Department of DefenceDefending Australia in the Asia Pacific Century: Force 2030
[Department of Defence, Canberra], 2009, p. 17, viewed 19 May 2009,
http://www.defence.gov.au/whitepaper/docs/defence_white _paper 2009.pdf

110 P Murray,6 Danger in defence p,IWestAustralians May 200B,s si n g
p. 20, viewed 19 May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22media%2Fp
ressclp%2FBDGT6%22

111 drhe Oakes interview: JoeltEgibbord TODAY on SundaWNine Network, 4 May 2009,
viewed 18 May 2009, http://news.ninemsn.com.au/newsroom/oakes/80926a@4kes
interviewjoel-fitzgibbon

112 MDodd,6 Ref or m pr ogr am TheAustalian 14 day 2008, p. a8, vieveed 1H
May 2009,
http://parlinfo.aph.gov.aufplinfo/search/display/display.w3p;query=1d%3A%22media%2Fp
ressclp%2FT4KT6%22

113 JPeariman Wher eds t he det a,Sydneymarsidghberald, 64 Man20@9, ad v i s ¢
p. 9, viewed 15 May 2009,
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details may be presented in the eight companion reviews commissioned with the White
Paper, or in the indemdent audit of the defence budget conducted for the Defence Minister
by George Pappas, a former senior vice president of Boston Consulting Group. However
none of these documents have yet been publicly released.

The 2009 Defence White Papset the Defere future funding parameters (independent of
internal savings and funding for major overseas operations) as:

A 3 per cent real growth in the Defence budget to R0&7

A 2.2 per cent real growth in the Defence budget from 2038 2030and
A 2.5 per cent fixethdexation to the Defence budget from 2000 to 2030.
Real growth

Confirming what was in the recently released Defence White Paper, the Budget has promised

t hat Defence is to get thin8e @mét ecemthi dheadl
will be pegged to 2.2 per cent until 2029. It must be noted, however, that the authors of

the White Paper did not promise three per ce&e
Portfolio Budget Statement commit the Government to three per cent eatthgei@rm

used is o6average real growt ho. Combined wit
arrangement described below, this means that the Defence budget will not see a steady annual
rise, but actually will rise only marginally over the forward esti®s, with more money

being promised from 20136 onwards. Thus both the White Paper and the Budget
presuppose that whichever government follows the Rudd Government will continue with the
same funding arrangements, and that this will be financially pesgNsl one commentator

has noted, 6[t]hat refuires faith beyond sce

Indexation

The second element of the new funding model for Defence, announced in the White Paper
and implemented in the Budget is the move to a new method of calculating pegatiod
supplementation. The Government will no longer use the-lasm GDP Implicit Price
Deflator which has been the method of Defence indexation since 2000 used to compensate
Defence for price increase$he 2009 White Paper abandoned this because ltimlg
economic crisis had subjectedatindex todsubstantial fluctuatiords ™ Instead, for the next
twenty years Defence will be tied to a fixed indexation ofizbcent.

The explanations for fixing on 2.5 per cent are somewhat confusing. The Whee, Pap
Budget Papers No.1 and No. 2, and the Minist

http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22media%2Fp
ressclp%2FHYJT6%22

114 G Bar ker , 60 No dAustraliandirencial ceview sl May 2009y p27, viewed
19 May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22media%2Fp
ressclp%2FRZIT6%22

115  Department of Defencd)efending Australia in the Asia Pacific Century: Force 2@3Q27.
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target for consumer price inflation agreed to the Australian Government and the Reserve
Bank of Australid®® The Defence Portfolio Budget Statement, howeseg y s t hat 6t h
per cent fixed price indexation is consistent with the {taxgh NorFarm GDP Implicit Price

Def | Ht or 6.

Given that the average increase in both dbesumerprice index and the NeRarm GDP

Implicit Price Deflator over thdasttwenty years has been 3.2 per cent, 2.5 per cent fixed
indexation for the next twenty years might
have the effect of eroding the 6éreal growtho
Budget for ths period.

To complicate matters further, t he Budget <
application of indexation. The Budget provides ttat 2.5 per cerit 40 bé calculated from

2009 10 but applied from 2013462 In other words the money wiliot be available for

use until 201B814.

I n additi on texteasioe of the éfficiendyaivideenmd aoide per cent of the
administrative activities for the life of the White Papef The effect of the one per cent
efficiency dividend is not cleabecauseof t he undefined nature of
activitiesd to which it applies.

Another consequence of the change in indexation method would appear to be the demise of
the defence operations reserve watobesetwms est
with the o6windfall déd Def efarmegriceseThe impaetdf ther om |
gl obal financi al crisis on this o6windfalld r
shortlived and Defence will go back to being supplemented the cost of these
operationd $1.7 billion in 200010 and $2.1 billion over the four years.

Savings

The third element of the new Defence funding package is the ambitious savings program
referred to above, with an agreement that Defence will be abdénteest all the savings from

the White Paperodos Strategic Reform Program
savings that will generate ar ouHdhe®artboliobi | | i o

116, Department of Defenc®efending Australia in the Asia Pacific century: Force 2080138;
Australian GovernmentBudget strategy and outlookbudget paper nol: 2009 201Q
Commonwealth of Australia, Canberra, 2009, 1@ Australian GovernmentBudget
measures: budget paper no. 2: 2000, Commonwealth of Australia, Canberra, 2009, p.
135; J Fitzgibbon (Minister for DefenceéBudget2009 10: defence budgetverview media
release, 12 May 2009yviewed 19 May 2009,http://www.defence.gov.au/budget/09
10/pbs/releases/07909 BudgetOverview.pdf

117. Australian Governmen®otfolio budget statemes®009 10: budget related paper no. 1.4A
& 1.4C: Defencélortfolio, Commonwealth of Australia, Canberra, 2009, p. 15.

118 Portfolio budget statements: Defence portfopo15.

119  Portfolio budget statements: Defence portfopo15.

120, J Fitzgibbon (Minister for DefenceBudget 2009 10: defence budget overviewnedia
release, 12 May 20009.
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Budget Statement refemgs pPoogr &4 Thmsdisad i ohe s
misnomed what does exist isfanding progranto that value, of which a savings program is
a significant part.

The defence savings initiatives over the forward estimates periodi(@D38 201213)

comprise!??

A the SRP
A further savings initiatives and
A reprogrammed funds

of the o6fur e

The source and value t her S a
n the savings of $4. 404

v
been included i bil | i
Reprogramming, defend rapsogr@mming of funds to future yedrs pr oduces onl vy
6savingso6 to the &dhespendimgdasbeeri posipored, hoticdngélad.

Under the SRP heading the Budget states t he
entire orgaisation, driving efficiency and creating over $3 billion of savings across the
Budget and Fot*ward Esti mateso.

The Minister has broadly outlined the reforms which the Government expects will generate
savings:

Areforming O6the desibacllhorndée (maflfiitairen csiuepst
inventory management and military equipment maintenance): savings amount to
approximately $1.5 billion across the forward estimates and $5.5 billion across the decade

Acreating o6more effi ctiieonnts 6e n(tceernptrriaslei sswp psour
reducing contractor numbers): savings amount to approximately $0.5 billion across the
forward estimates and $3.5 billion across the decade

A rebalancing the Defence workforce (converting contractor positions to AastrRaiblic
Service positions; focussing military personnel on military tasks): savings amount to
approximately $0.5 billion across the forward estimates and $2 billion across the decade

Areducing O6input cost s t-equipment pragrenitent suclmass s 6  (
making greater use of videoconferencing rather than sdegeravel): savings amount to
approximately $1 billion across the forward estimates and $4.5 billion across the decade

121  Portfolio budget statements: Defence portfopol6.
122 Portfolio budget statements: Defence portfoliol6.
123 Portfolio budgestatements: Defence portfolie. 15.
124.  Portfolio budget statements: Defence portfofio12.
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A other initiatives including the implementation of Mortimerviegv: savings amount to
approximately $1.5 billion across the forward estimates and $5 billion across the decade

A total savings across the forward estimates amount to $5 billion
A total savings across the decade amount to $20.5 biffton.

The savings totals ppear to have been derived from
I ni t i ia the DedencéPortfolio Budget Statemen{shown below) This shows gross
forward estimates savings of 886 billion (less $1436 billion cost of savingequals$3.503
billion net savings); and gross savings across the decade @832fllion (less $2444
billion cost of savingequals$18237billion net savings§?®

Table 3: White Paper savings and initiatives

200910 to 200910 to
201213 201819
estimate estimate
Sm Sm
Funding Available
Savings
Gross Savings 4 968.5 208822
Costof Savings -1,463.2 2444 35
Met Savings 3,503.3 18,237.9
Feprogramming 44045 785289
Mew Budget Funding 1,626.6 18,7963
Total Funding Available 9,534.5 44,8871
Initiatives
Remediation
Defence Capability Plan 7506 55704
Budget Provizions 4 05586 17,647 5
Entzrprise Backbons 14458 57214
Total Remediation 6,258.9 29,3394
Cther Defence Initiatives 12756 13,9094
Reprofiled Savings
22bn Saving 20000 20000
Pavback of 320 Saving - -361.7
Total Reprofiled Savings 2,000.0 1,638.3
Total Initiatives 9,534.5 44,8871

(Source: Australian Governmetortfolio budget statemen2009 10: budget related paper no. 1.4A
& 1.4C: Defencéortfolio, Commonwealth of Australia, Canberra, 2009.6.)

Under 01 miTtaibdtei vVBes Whn t e P a p,ehich §aears to glentifya n d
the purposes to which the overall $45ibill funding program will be put, a sum of $2 billion
appears as 0 Ré&*pTheirhpiicatierdis tt&e$2 billioy f the net $3.503 billion
saved over the forward estimates through the SRP will not immediately be available to

125 J Fitzgibbon (Minister for DefenceBudget2009 10: defencesavings initiatives media
release, 12 May 2009, viewed 19 May 2008ip://www.defence.gov.au/budget/09
10/pbs/releases/08109 DefenceSavingsinitiatives.pdf

126.  Portfolio budget statements: Defence portfoliol6.
127.  Portfolio budgestatements: Defence portfolip. 16.
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Defence. This is coifimed undet he headi ng 6 Savwhergtle Badged | ni t
states that $2 billion ofhe savings over the forward estimate years will be returned to
Defenceafter201516 6in | ine with re¥#i sed funding reo

These projected savings acsdbe Budget and the forward estimates seem to indicate that the
bulk of the $20 billion planned savings will occur after 2012 with any savings achieved
only being available for reinvestment in Defence in the years beyond the forward estimates.

Data povided for theSRPidentifies net savings of $3.503 billion over the four years of the
Forward Estimates, an average of $875.8 million per annum, to be reinvested in Defence. The
savings estimate over the ten year2®8 19 is $18.237 billion. How the savings for the

final six years, which average out at $2.455 billion per annum, are to be achieved and
calculated is uncleagiven that many programs would already have had savings extracted in
the first four years.

New projetproposals
Defence has agreed that, in relation to new projects:

Government approval of major Defence projects should occur through a tailored application
of the twepass process. For simple acquisitions where project definition is complete,
Government madecide that Defence Capability Plan entry satisfies first pass requirements.
If the complexity or cost of a project is high or project definition is uncertain, a minimum of
two passes should be employét.

In the corrected Portfolio Budget Statement@ignificant Defence Capability Plan projedts
for second pass approval in 2009 are list8d\ine of these were not in the most recent
public version of the Defence Capability Plan (20B®.6). Four of thenine were not
referred to directly in the 2009 Defan\White Paper:

A AIR 5440 Phase ,1C-130J Block Upgrade Program 7fas partially approwe by the
Government in 200708, with the Defenceannual eportfor that yearndicatingthat the
remainder of th@roject wouldbe Gapproved latdy

A AIR 9000 SCAP1, Seadwk Capability Assurance Program AIR 9000 is a broad
program to provide the ADF with an appr@te mix of helicopters. SCAP was identified
in the Defence annuakport in 20000 8 as a rmesars the airrent teveloof

128  Portfolio budget statements: Defence portfopo15.

129 Department of Defencd,he response to the report of the defence procurement and sustainment
review: Mortimer reviewCanberra, n.d., p. 20, viewed 19 May2p
http://www.defence.gov.au/publications/Mortimer_Review Response.pdf

130 Department of DefencePortfdio budget statements 20080, @rrections Table 33, viewed
19May 2009, http://www.defence.gov.au/budget/d9/pbs/2009
2010_Defence_PBS_09_corrections.pdf
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Seahawk antisubmarine waracapabilitylis maintainedjuntil introduction of the Future
Naval Aviation Combat System through Proje¢RA000 Phase 8 miitht e x t Hecade d

A JP 154 Phase 1, Joint Counter Improvised Explosive DeDiefence has previously been
reported as collaboratingith others on such technologtés

A JP 2008 Phase 3HMilitary Satellite Capability Ground Stationswill relay
communications from satellites to ADF assets operating in a netwodbled
environment.

In addition, two projects were listed in the origif@brtfolio Budget Statemenbut were
removed in thecorrectionsissuedsubsequently™*® Both were absent from the most recent
public version of the Defence Capability Plan (200&):

A JP 3027 Phase Joint Direct Attack Munition Enhancemearid
A LAND 121 Plase 5A , OverlandérField Vehicles & Trailers

The corrected Portfolio Budget Statement also includgsrdjgctsto be considered for first
pass approval in 20020.** Of these, 14 were foreshadowed in the most repebtic
version of the Defence Capabijl Plan (20062016). The additionalproject isphase4 of JP
2044 Digital Topographical Systems Upgrade, (Defence GEOINT Capability)

In addition, four projects for first pass approvalwere listed in the original Portfolio Budget
Statement, but not in theorrected oné® Three of these were already in the 20P®16
Defence Capability PlanAIR 5431 Phasé: Future Air Traffic Control Surveillance
SystemsSEA 1778 Phase 1: Deployable M@GMDrganic Mine Counter MeasuremdAIR

8000 Phase :2Battlefield Airlift : Caribou replacemeniThe Caribou were removed from
service recently.

The remaining program]P 2110 Phase 1B, Chemical, Biological, Radiological, Nuclear
Defenceis a new phase of a project listed for first pass approval in ther @90Befence
Potfolio Budget Statement.

131 Department of Defencé&nnual report 200i708, Vol 1, p. 55,
http://www.defence.gov.au/budget/08/dar/20072008 Defence DAR_13 vl _full.pdf

132 62009/ 10 Def en chAustrdliandgfente businead revi@@0%1® posBudget
brief, [May 2009].

133  Portfolio budget statements: Defence portfptio77.

134. Portfolio budget statements 200a%D, corrections Table 34, viewed 19 May 2009,
http://www.defence.gov.au/budget/d9/pbs/2002010_Defence PBS_09_corrections.pdf

135  Portfolio budget statements: Defence portfoio78.
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Capability
B737Wedgetagirborne early warning & control aircraft

In Table 27: Air Force Deliverables there is the prediction fivat of the six Wedgetail

aircraftwill be in servicein 2009 10 with the last aircraft delivedein 2010 11, O0subject
del i ver y*Sghistisa gruderg éaveat because, to date, the program is running three
years late. Press reports also suggest that it is possible that bringing the aircraft into service
may not initially generate any opexatal capability. These press reports indicated tiat

first aircraft, now due in November 2009, wo
not opé¥ationso.

On 16 April 2009, Warren King of the Defence Materiel Organisation (DMO) geaikence

to the Joint Standing Committee on Foreign Affairs, Defence and Trade on the progress of
the project, saying 6[t]here is no do¥bt abo
DMO has contracted the services of Massachusetts Instituteeofindlogy Lincoln

Laboratory to look athe likely performancand soundnessf the radar At the time of Mr
Kingbs evidence, DMO was awaiting the Lincol
0 [f it Has no future there is no point in going forwarihwt& More recent reports indicate

that the Lincoln Laboratory assessment did not find any fundamental problems with the
phased array radar that would place the project in jeoﬁggrdsdditionally, Wedgetalil is

reporheéj to have performed well in flightsts over the Northern Territory in early May

2009.

Submarines
Fleet availability

The Navy routinely puts three submarines to $&against an operational requirement
6general | set at twod.

136 Portfolio budget statements: Defence portfplio51.

137.  @itzgibbon stands by Wedgetail aircéafThe age 12 April 2009, viewed 13 May 2009,
http://news.theage.com.au/breakimgwsnational/fitzgibborstandsby-wedgetadaircraft
20090412a3ro.html

138 W King, Defence Materiel Organisation, evidence to Joint Standing Committee on Foreign
Affairs, Defence and Trade Defence Subcommittee, Inquiry Department of Defence
Annual Report 200708, 16 April 2009, viewed 20 May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22committees
%2Fcommijnt%2F11876%2F0002%22

139 P Waltes , OFIl yi ng c ol TheAustralidndd May\z0D@d gpe 2, \aeivéd @Q May
2009,
http://parlinfo.aph.gov.au/parlinfo/search/desgdisplay.w3p;query=1d%3A%22media%2Fp
ressclp%2FTGLT6%22

140 P Wal ters, OFlying colours for Wedgetail 6.

141  Chief of Navy evidence toSenateStanding Committee onofeign Affairs, Defenceand
Trade Inquiry into estimates(supplementary udget estimates) Defence Portfolio,22

47


http://news.theage.com.au/breaking-news-national/fitzgibbon-stands-by-wedgetail-aircraft-20090412-a3ro.html
http://news.theage.com.au/breaking-news-national/fitzgibbon-stands-by-wedgetail-aircraft-20090412-a3ro.html
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22committees%2Fcommjnt%2F11876%2F0002%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22committees%2Fcommjnt%2F11876%2F0002%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22media%2Fpressclp%2FTGLT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22media%2Fpressclp%2FTGLT6%22

Budget Review 20020

Against an average @23 unit ready days for the submarine fleet over the previous five
years, the budget predicts an increase from 762 ini2@0& 916 in 200010. During this
time two submarines will be in full cycle docking all year and one other will complete full
cycle dockng in late 2009. One will be alongside in a training role from late 2009. Both of
the remaining two have short maintenance periods scheduled in12009

In 2009 10 the Navy also aims to continue to increase the size of submarine crews from 46 to
a total ¢ 58. This will give it three enlarged crews by the end of 201Q0and a fourth by the
end of 2011121

Over the same period the submarine fT118et 6s
to 820 in 201011 and further to 733 in 20112. An increas to 781 days is forecast for
2012 13.

Delivering t hefutdreduemarcddes Whi t e Paper dés 0

Def ence eircpease inshe aumbedof submarines from 20%0Currently the
submarine fleet comprises six Collins Class, so the fleet will be sever2@8t There is no

u

indication of the composition of this fodes even of the White paper 0:s
or six Collins Class plus one OFuture Submar

October 2008p. 71, viewed 19 May 2009,
http://www.aph.gov.au/hansard/senate/commttee/S11361.pdf

142 Chief of Navy evidence to &ateStanding Committee onofeign Affairs, Defenceand
Trade Inquiry into Estimates(budget estimatesPefence Portfolio4 June 2008p. 157,
viewed 19 May 200%ttp://www.aph.gov.au/hansard/senate/commtteedBL@df

143 Department of Defencé\avy's response to the submarine workforce sustainability review
April 2009, pp. 1718, viewed 19 May 2009,
http://www.defence.gaau/publications/SubmarineWorkforceSustainability. pdf

144.  Portfolio budget statements: Defence portfotiol2.
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GST transitionary assistance to expire

Richard Webb
EconomicSection

Under existing arrangemenfor the payment of GST revenue to the states, it is possible that
some states will be worse off than if the-@8T arrangements had continued to apply.

When the Howard Government introduced the GST, it pledged that no state would be worse
off under tle new arrangements compared with the former arrangements. The pledge was that
if a stateds GST entitlement was | ess than
arrangements the guaranteed minimum amoénthe Federal government would top up that

t

statebds GST entitlement with budget bal anci

expire on 30 June 2006. The Howard Government subsequently extended this transitional
period to 30 June 2009.

The strong growth in GST revenue meant that for the@&004 05 to 200708, the Federal
government did not have to pay any budget balancing assistance. Holesget Paper

No. 3 indicates that the Federal government will have to pay budget balancing assistance of
$261 million in 200809.*° But with the pkdge to provide budget balancing assistance due

to expire on 30 June 2009 and the future level of GST payments uncertain, some states might
receive less GST than their guaranteed minimum amounts iri 20G&hd beyond. Some
states could therefore be wordétban if the preGST arrangements had continued to apply.

145 Australian GovernmentAustr al i ads feder al rel atiloons:
Commonwealth of Australia, Canberra, 2009, p. 116.
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Department of Foreign Affairs and Trade (DFAT)

Nina Markovic
Foreign Affairs, Defence and Security Section

In contrast to the last financial year, thepartment of Foreign Affairs and Tra@@FAT)
has received an increase in funding for Q@0 Total net resourcing available to the DFAT
portfolio in the 200910 Budget is $1.99 billiofi!® This represents an increase of $409.2
million or 25.8 per cent from the actual available net resourcing for DFAT ini 908

The departmental estimate for 2009 shows an increase of $299%fllion or 33.5 per
cend compared with the actual available apgriation for 200809. However, this estimate
includes $215.44nillion that was appropriated in 2008 and carried forward, as well as an
increase of $88.Million.

One of the new measures in the 200® Budget comprises additional resourcing of

$9.7 million over two years (including $1.million in capital funding in 200010) towards

t he De p ar -smugghng activities.nThis measure includes the establishment of new

di pl omatic positions in Australiaodad Ssimbassi
Lanka*’ In addition the 200910 Budget allocated $106.5 million over four years for
strengthening the Daeaatianaltsaoeitwhichsncluzbes funding forut i on
additional staff and resources at a number of overseas posts and in CHfiberra.

The Government has allocated $11.2 million over two years in advance preparation for
Austr al i aoermanedt twiyearseafon the WN Security Council in 2013.*4°

The Budget also provides $106 million for
relations with Afghanistan, Pakistan, India, Africa and Latin Amefitee Shadow Minister

for Foreign Affairs, Julie Bishophas focused on the African and Latin American component

of this measure suggesting that it is conne

146,  Australian Governmen®ortfolio budget statements 200®D: budget related paper no. 1.9
Foreign Affairs and Tradeortfolio, Commonwealth of Australia, Canberra, 2009, pji 176
viewed 13May 2009, http://www.dfat.gov.au/dept/budget/2009 2010 pbs/2009

10_DFAT.pdf

147,  Australian GovernmenBudget measures: budget paper no. 2: 2@ Commonwealth of
Australia, Canberra, 2009, viewed Way 2009, http://www.budget.gov.au/2009
10/content/bp2/html/bp2_expen$b.htm

148 S Smith (Minister for Foreign Affairsforeign Affairs and Tradgortfolio i budget 2000
10, media release, ay 2009,viewed 13May 2009,
http://www.foreignminister.gov.au/releases/200%90512 budgetl.html

149 Australian GovernmentAustralia: United Nations Security Council Candi¢ 201314,
Department of Foreign Affairs and Trade, viewedVidy 2009,
http://www.dfat.gov.au/un/unga.htmAnother measure for 20020 includes a continued
funding for Austr al iyadd sp réontsohseihteraeditof draw allC o mmu n
major players from the Asia Pacific region into a broadly encompassing dialogue on regional
issues.
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seat™™® She has criticisethe Budgeton the grounds that focuses too much on winnirtge
UN Security Council seatinstead ofkeepng its focuspredominantlyon the Asia Pacific
region.

Changes in departmental outcomes and staffing numbers

Following a review announced in tB60809 Budget DFATOs depart ment al
been streamlined from four into three in the 2A0®Budget:>*

A revised outcome onefor the Department o mpr i ses Ot he advanceme
international strategi c, security and econ
multilateral and regional engagement meastieBublic information services and public
diplomacy have been combined to fornogmam 1.3 undeoutcome ongand funded with
$60.21million in 2009 101°° This amount includes funding for the Australia Network as

well as the International Relations Grants Program, but excludes funding for the Shanghai
World Expo 2010, which is fundedrtiugh other accounts?

The Budget predicts that in 2008, the staffing levels fooutcome onevill be increased by
62°°The estimated expenses regarding payments to international organisations will increase
by about 13 per cent, from an estimated $292iBion in 200809 to an estimated
$330.7million in 2009 101°° The revised outcome one in the 2009 Budget also provides

a definition of Australiads nati onal inter
strategic, secur i tsytheaemtdhl oljectivenodAnstralian diplonecye st s 6
Outcome twoc ompri ses Ot he protection and wel fare
secur e international travel documentati ono

consular and passport servi¢es.Under outcome two the Government haseparated
consular and passport serviceso two programs. In departmental expenses the Budget
allocated $81.0mnillion to the consular services program in 2009, and $187.6/illion to

the passport services progdran increase of $5.million for the latter>® The staffing

levels for this outcome have essentially remained constant, with one less staff member
envisaged in 20090.

150 J Bishop (Shadow Minister for Foreign Affairsjaxpayer funds wasted in pursuit of
temporary seat on UN Sady Council, media release, 15 May 2009, viewedMay 2009,
http://www.liberal.org.au/news.php?ld=3121

151  Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 18.
152 Portfolio budget statements 200®, Foreign Affairs and Tradeortfolio, p. 5.

153  Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 34.
154 Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 23.
155 Portfolio budget statements 20080, Foreign Affairs and Tradeortfolio, p. 26.
156. Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 26.
157.  Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 5.

158  Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 39.
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Outcome three formerly outcome fodwas revised to include, afr
management of the Commonweal th overseas owne
It al so includes O6a secure Australian Gover

measures>® The Budget for 200910 provided additional capital funding $87.5million

over five years an#269.5million over six years for enhanced security arrangements at the
Australian embassies in Bangkok and Jakarta, respectf’éifie Government also allocated

$3 million in departmental expenses for 20@9 towards a feasibiijt study and planning
work for a more secure Australian embassy in Kabul. The staffing levels have,
correspondingly, increased by 41 for this outcome.

DFATG6s tot al staffing levels wildl i ncrease
3563 in 2009101% It is likely that DFAT will open new positions in Canberra and overseas
during 200910.

Middle East
Wi t h Australiabs pl anned withdrawal o f con
Government 6s focus IS n mMion being Aldcagteh wards t an  w

increased nomilitary assistance for Afghanistaff. This is in line with recent analysis that
supports the need for more funding for diplomatic initiatives and public diplomacy in the

Mi ddl e East dueltew atnities t rodeghisasatridysmnierests@isd tol o n g
counter people smugglershis case was recently pirt a detailed study commissioned by

the Lowy Institute for International Polidythe Blue Ribbon Panel Repdft

Other funding initiatives

I n Iine with t htes, t8eo200910 Budgehalsé annopnced the following
funding initiatives for DFAT:

A $28.1million from 2010 11 for counterterrorism atvities, predominantly in Southeast
Asia'®*

A $54.21 million over four years, including $18.7 million in capital funding, to enhance
security at Australian diplomatic and consular overseas missiongarticular, in
Thailand and Indonesi¥

159  Portfolio budget statements 2Q0®, Foreign Affairs and Tradeortfolio, p. 5.

160.  Portfolio budget statements 2Q0®, Foreign Affairs and Tradeortfolio, p. 19.

161 Portfolio budget statements 20QE0, Foreign Affairs and Tradeortfolio, pp. 26, 39, 46.
162  Portfolio budget statements 200D, Foreign Affairs and Tradeortfolio, p. 21.

163 A Gyngel I, 0 Rudd TherAosttadian, 18MiarphR0®9In .c 4 diewed
14 May 2009, http://www.lowyinstitute.org/Publication.asp?pid=99Blue Ribbon Panel
Report, O6Australiads diplomatic deficit. Reir

Lowy Institute for International Policy, March 2009, viewed 14 May 2009,
http://www.lowyinstitute.org/Publication.asp?pid=998

164 ™M Dodd, 60l ncreased vi sa fTedustraliaol3May009, g mbas sy
10; Budget measures: budget paper no. 2: 2A@p. 257
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A $9.2 million over wo years for the International Commission on Nuclear -Non

Proliferation and Disarmamehtwhich is expected to complete its work in 200ben the
universalNon-Proliferation Treaty Review Conferenwvéll take place'®® and

$9.7 million over two years, including $1.inillion in capital funding, towards the
implementation of the wholef-government approach to people smuggling. This measure
includes funding for a fultime Ambassador for People Smuggling Issues, continued
funding for the Bali Process, and funding for the establishment of new positions in Jakarta,
Colombo, Islamabad and Kuala Lumpur to increase engagement with those countries
which serve as a transit poifor people smugglers’

For more specific measures on peopl Budgetmugagl i

Review.

Official Development Assistance (ODA)

Dr Ravi Tomar
Foreign Affairs, Defence and Se@atitynS

According to theBudget StatemerAu st r al i adés Offici al Devel op
budget for 200010 is $3818.8 million, $29.2 million more than the 2008 expeted

outcome of $3789.6 milliof?® This represents a 2 per cent increase over the expected
outcome for 200809. The ODA/Gross National Income (GNI) ratio will increase from 0.33

per cent in 200809 to 0.34 percent in 20020.

The statement recognises thelsll effects of recession:

The past year has seen a dramatic change in the prospects of developing countries due to the
effects of the global recession. Declines in foreign direct investment, export revenue,
remittances, tourism and other adverse impattth® recession will reduce economic
growth and, in turn, may unravel progress towards the Millennium Development Goals
(MDGs)é

165
166

167.
168

Budget measures: budget paper no. 2: 20@p. 265.

Budget measures: budget paper no. 2: 2009 p . 258. United Nati ons
Committee for the 201MNuclear NorPr ol i f erati on Treaty Revi ew
15May 2009,

http://www.un.org/disarmament/WMD/Nuclear/NPT2010Prepcom/PrepCom2009/index.html
Budget measures: budget paper no. 2: 2009 p. 254.

Unless otherwise indicated, all information is derived from the statement by The Hon.
Stephen Smith, Minister for Foreign Affairs and The Hon. Bob McMullan, Parliamentary
Secretary for International d¥elopment Assistance, Australian GovernmeBydget
statements 2009 O : A u sinternationalabEwelopment Assistanpeogram: a good
international citizen, Commonwealth of Australia, Canberra, 12 May 2009,
http://www.aph.gov.au/budget/2009
10/content/ministerial_statements/ausaid/download/ms_ausaid.pdf
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The impacts on growth willary across the developing wortnit overall will have an
enormous human cost. Poverty reduction gaiill be substantially lower asresult of the
recessiont®

There is also an acknowledgement of its effect on the Australian economy:

Economic circumstances require some small adjustment to previous plans for scaling up

ODA in the near term. Despite ths,h e Gover nment expects to incre
levels to equivalent to 0.35 per cent of GNI in 2010 0.37 per cent of GNI in 2041P,

and 0.40 per cent of GNI in 2013. Increased Australian aid will be directed first to

achieve faster progressaards the internationally agreed MD&S.

This contrasts with the projected increases forecastamudget Paper No. 2, 20089 in
which the amounte/ere provided

The 200809 Budget provides $1.3 billion of new initiatives over four years. It is expected

that the ratios of Austral i a6id0 (Dyeakeatias GNI wi |
than originally targeted), 0.37 per cent in 2010 and 0.38 per cent in 201R. These

ratios correspond to amounts of $4.2 billion, $4.6 billion and $5.0 billion ini2002010

11 and 2011112 respectively’*

There i s also a reiteration of the gover nme
0.5 percent of GNI by 20136.

Sectoralallocation of the AusAID administered ODA budget and new initiatives in these
sectors are as follows:

A expenditure on rural development is expected to be $230 million in72009
approximately six percent of total ODA

i a new initiative costing $464.2 millioover four years to strengthen the ability of
certain countries in Africa and the Adpacific region to address food insecurity.

A expenditure on infrastructure and water and sanitation will be $560 million iri 2009
approximately 15 per cent of total @D

i a new initiative costing $454 million over four years to improve infrastructure in
East Asia and PNG.

A outlay in the education sector will be some $690 million, approximately 18 percent of total
ODA.

169  Budget statements 2008 Au st r a | rnadobas DeVvelopment Assistance program
p.11.

170 Budget statements 2008): Austral i ads Il nternational, Devel
p. 16.

170 Australian Gover nment , BudgBtanedasuref: buddexpppemns.€: me a s
2008 09, Commonwedh of Australia, Canberra, 2008, p. 186.
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A expenditure for the health and HIV sector will be d%885 million, approximately 16 per
cent of ODA

i the government will cancel up to $75 million in debt owed by Indonesia provided
the latter invests $37.5 million in the Global Fund to Fight AIDS, Tuberculosis and
Malaria for tuberculosis programs.

A expenditue in the governance sector will be about $820 million, some 22 percent of total
ODA

i a new initiative costing $138.6 million
of government and accountability to citi
i afteratwyear trial, It i's proposed to inve

enable the inclusion of significant performasicdked aid elements within the new
Pacific Partnerships for Developmento6 an
Asia.

A expenditue in the environment and climate change sector ini2Z0DWill be some $170
million, about five per cent of total ODA.

In terms of the geographical distribution of ODA, Africa has seen a large increase in
allocation by AusAI® a total outlay of $163.9 mitin for 2009 10, up from $116.4 million

in 2008 09. In addition, thé\ttorneyG e n e MDephrinsend wi | | provide $17. 3
fouryears to assist African countries to devel

Anot her budget i ni ti at imilitary @QDAItd AfghamistantandAu st r
Pakistan to over $500 million over four years.

Given that the overall increase in t¥DA budget from 200809 is just 2 per cent, the

projected increase in the aid budget as foreshadowed in Budget Paper No.iD92088
effectively been put on hold in 2000.
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First Home Owners Boost extension

Peter Hicks
Economicsestion

Funding of $39 million over three years is provided in the 2009 Budget for a six month
extension to the First Home Owners Boost (FHOB). The FHOB was announced by the
Government in its October 2008 Economic Security Strat&gy.

The FHOB provides eligible first hommiyers with $7000 for the purchase of an established
home and $1000 for the purchase of a new home. These amounts are in addition to the
$7000 available under the ongoing First Home Owners Grant (FHOG).

When announcing the FHOB, the Government statedontracts entered into by 30 June
2009would be eligibleand estimatethat over 15M00 first home buyeraould benefit The
expected coswas put aaround $1.%illion over 200809 and 20091017

Under the extension to the FHOB announced in thei2Z0DBudget there will be no change

to the amounts for eligible first home buyers entering into contracts between 1 July 2009 and
30 September 2009. However for contracts between 1 October 2009 and 31 December 2009,
there will be a halving of the amounts awaale to eligible first home buyers. During this
period, the FHOB will provide $3500 for those purchasing established homes and $7000 for
buyers of new homes.

The FHOGwas established via agreement between the Commonwealth and states and
territoriesandcame into effect on 1 July 2000. It was developed as part of the arrangements
for implementing the new tax systeand designed to offset the impact of the introduction of
the GST

The arrangements with the FHOB parallel the Additional First Home Ownbesrigcwhich
first applied betweeMarch 2001land 31 December 2001 when an additiondC®7 grant
wasavailable to first home owners building or purchasing new horites.Additional Rrst
Home OwnersScheme was then extended but at the lower amountGiG#8r new homes
built or purchased between 1 January and 30 June'2b02.

Payments under the FHOG have averaged close bdli®h annually and expenditure under
the Additional First Home Owners Scheme totalled almost I$i0i&n. With the announced
extensim, total outlays under the FHOB will be about $illion. This means that by the

172 K Rudd (Prime Minister) and W Swan (Treasur&gpnomic security strategynedia release,
14 October 2008, viewed 19 May 2009,
http//www.pm.gov.au/media/release/2008/media_release 0550.cfm

173 K Rudd and W Swark.conomic Security Strategy

174. A brief history of first home buyers schemes is providedPiiicks, S KompeéHarms and R
Webb, Appropriation (Economic Seaty Strategy)Bill (No. 2) 2008 09, Bills digest, no. 61
200809, Parliamentary Library, Canberra, 2008, viewed 15 May 2009,
http://www.aph.gov.au/Library/pubs/bd/2008/09bd061.pdf
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end of 200910, total direct budgetary outlays to first home buyers since 1 July 2000 is likely
to be approaching $18llion.*"

The following table shows both the numberfio§t home buyers and their average loan size

since January 2008. Substantial increases have been recorded for both these measures since
October 2008 although at least part of the surge in the number of first home buyers,
especially in March 2009, can berduted to the pull forward effect of the measure which at

that stage was being scheduled to end in June 2009.

Recent first home buy@raumber and loan size

Average nev

loan size

Month No. (a) ($'000
Janr08 10 441 231.8
Feb08 10 667 227.9
Mar-08 9265 230.0
Apr-08 9814 237.0
May-08 9643 243.1
Jun08 8 805 243.1
Jul08 9 879 246.4
Aug-08 8 818 250.8
Sep08 9 372 260.9
Oct08 9910 264.5
Nov-08 11775 269.4
Dec08 14 413 269.8
Janr(09 12514 268.0
Feb09 14 321 281.7
Mar-09 17 652 286.0

(a)7 excludes alterations and additions

Source: Australian Bureau of Statistics (ABBYusing Finance™

175 Hicks, Komm-Harms and Wehlp. 4.

176. Australian Bureau of Statistics (ABS§rable 9& Housing Finance cat. no. 5609.0
(electronic version), ABS, Canberra, 2009, viewed 14 May 2009,
http://www.abs.gov.au/AUSSTATS/abs@.nsf/DetailsPage/5609.0Mar%202009?0penDocum
ent
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Infrastructure overview

Richard Webb
Economicsestion

A feature of the Budget was the announcement of the financing of investment in
infrastructure. In the Budget speech, the Treasurer, Wayne Swan announced funding of
$22billion over four years for infrastructuré’ The largest component is for transpo

(funding is also available for the Clean Energy Initiative, education and health). Of the 15
transport projects announced by the Minister for Infrastructure, Transport, Regional
Devel opment and Local Government, t me Comm
amounts to $8.5illion.*”® Of this, $8.1billion will come from the Building Australia Fund.

The 15 projectsnclude severof the nine projects that Infrastructure Australia assessed as
meeting its criteria (the seven projects are listed in TabfE®IJhe government also
announced funding fosix projects which, while ol nf rastructure Austr a
projects with o&6real potential 6, Infrastwueturenonet h
Australia’® The basis on which the government selectesl six projects is unclear. In

addition, the government announced funding for two other projects. One was $618 million

for the Kempsey bypass on the Pacific Highway in NSW. The other wasi$igih for the

O-Bahn track extension in South Australia.

177. W Swan (Treasurer)Budget Speech 20080, Commonwealth of Australia, Canberra,
12 May 2009, viewed 18 May 2009,
http://www.budget.gov.au/20080/content/speech/download/speech.pdf

178 A Albanese (Minister for Infrastructure, Transport, Regional Development and Local
Government)jnvesing inthenat on 6 s i nf r a s tmediacrdlease,el2 May 200, i t i e s
viewed 18 May 2009,
http://www.minister.infrastructure.gov.au/aa/releases/2@89/budgetinfra_01-2009.htm
This press release does not include $@fion for the GBahn track extension.

179 The nine projects can be f ouMNationalnfrastiuaiuter ast r u
Priorities, Commonwealth of Australia, May0R29, pp. 1011, viewed 18 May 2009,
http://www.infrastructureaustralia.gov.au/files/National _Infrastructure Priorities.pdf

180  The six projects are the Brain Port expansion, Oakajee Port, the Cooroy to Curra section of
the Bruce Highway, the Brisbane Inner City rail Capacity project, the West metro in Sydney,
and the Northbridge rail link.
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Tabek 1:Infrastructure Austrak@pproved projects funded in the Z@OBudget

Project State Funding ($ million
Hunter Expressway (F3 to Branxton) NSW 1451
Ipswich Motorway QLD 884
Gawler rail line SA 294
EastWest tunnel VIC 40
Gold Coast light rail QLD 365
Regional Rail Express VIC 3200
Noarlunga to Seaford rail SA 291

Source: Minister for Infrastructure 2008 Budget media releases
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Victoria emerges as the main beneficiary of the 15 projects, with $Bilié6. This is
followed by NSW with $2.20®illion, Queensland with $1.753llion, South Australia with
$644.7million, Western Australia with $33@illion, and the Northern Teroty with

$50 million.

A feature of the announcement is the emphasis given to rail, withbi#ibé of the
$8.4billion for rail. Most of this is for public transport, with the regional rail express project

in Victoria the single largest project invahg total Commonwealth funding of $3oilion.

Two ports are also scheduled to be funded: $838n for the Oakajee Port Common User
Facilities in Geraldton WA, and $58illion for the expansion of Darwin Port. This is the

first direct Commonwealth fumalg of ports for a long time. Ports have traditionally been the
preserve of state governments and to a lesser extent, the private sector. The Commonwealth,
has however, funded projects that indirectly affect ports. An example is access to Port
Botany, whid will be improved by the completion of the south Sydney dedicated rail freight

line.

The funding of infrastructure is designed, in part, to help stimulate the economy. Some
projects are scheduled to start in 2009 and so should provide relatively rapidust
Ongoing spending on these projects together with the ceamsgream of projects with later

start dates will spread the stimulus over a number of years.

Future funding of the announced projects is likely to be a major issue. KPMG estimates that
the total cost of the announced projects is possibly close tbiig. %" With the Building
Australia Fund depleted by the funding of roads, rail and ports of $7.7 billion and by funding
of the National Broadband Network, and with the government havirdggdeto return the

Budget

t o

surpl us

over

ti

me

t he

gover nment ¢

that it will have to look to state governments and the private sector to help fund projects. One
estimate of the additional funding needed fortBerojects is in the order of $billion.*

181

Australia, 13 May 2009, viewed 18 May 2009,
http://www.kpmg.com.au/Default.aspx?tabid=214&kpmagarticleitemid=366id&press=true

KPMG Australia,22 billion x 4 is the true picture fanfrastructure media release, KPMG

182 A Ferguson,

60 PM pl anWeaekendrAastratiarié Mgy 2009, §. D. r

proj ec
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Budget announcements from different sources lead to some confusion about the level of
funding. For example, the Minister for Infrastructure, Transport, Regional Development and
Local Government announcedad funding over the six years 200 to 2018314 will be
$28billion.*®* However, the Department of Infrastructure, Transport, Regional Development
and Local Government (DITRDLG)ebsite (dated 13 May 2009) showand transport
funding for the six years at $illion.*®* But land transport includesail as well as road
funding.

Nor is the funding for 20090 clear. In 20090, responsillity for funding land transport
will be shared between DITRDLG and the Department of the Treasury under the revised
arrangements for federal financial relations that came into effect on 1 January 2009. The
DITRDLG Portfolio Budget Statemen{®BS) show DIRDLG funding for infrastructure
investment in 200010 under the Nation Building Program to be $&8@iffion and for the

Department of the Treasury, $33m#lion amounting to a total of $426Giillion.

185

However, the DITRDLGwebsite shows land transport funding in 2009 as being
$4427million.*® Further, the Department of the Treasury PBS shows Treasury as
appropriating $332#&illion on behalf of the DITRDLG for the Nation Building Program, a
differg;]ce of $5Imillion compared with the $3375 million accounted for in BI@RDLG

PBS.

Still, it seems that land transport infrastructure funding in 2009will be lower by about
$455 million than in 200809 as shown in Table 2. This seems to be at odds with the

government 6s policy of providing fiscal sti

183

184

185

186.

187.

60

A Albanese (Minister for Infrastructure, Transport, Regional Development and Local
Government)Federal road inestment program steps up a gemedia release, 12 May 2009,
viewed 18 May 2009,
http://www.minister.infrastructure.gov.au/aa/releases/2009/May/briiidigat 022009.htm

Australien Government , 6Land transport funding
website, viewed 13 May 2009,
http://www.nationbuildingrogram.gov.au/funding/allocations/funding_allocations_consolidat
ed.aspx#2008 to 09

Australian Governmengortfolio budget statements 20A®: budget related paper no. 1.13:
Infrastructure, Transport, Regional Development and Local Government pmrtfol
Commonwealth of Australia, Canberra, 2009, p. 34, viewed 18 May 2009,
http://www.infrastructure.gov.au/department/statements/22080/budget/files/DITRDLG
Budget 200910 PBS.pdf Portfolio budget statements 200®D: Infrastructure, Transport,
Regional Development and Local Government portf@i@4.

DITRDLG website, viewed 13 May 2009,
http://www.nationbuildingprogram.gov.au/funding/allocations/funding_allocations consolidat
ed.aspx#2008 to 09

Australian Govamment,Portfolio budgetstatements 2009.0: budget related paper no. 1.17:
Treasury portfolio Commonwealth of Australia, Canberra, 2009, p. 31, viewed 18 May 2009,
http://www.treasury.gov.au/documents/1539/PDF/Treasury portfolio_budget_statements 200
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Table 2: Land transport funding 209&nd 20020 ($ million)

200809 200910

Nation Building Program DITRDLC Treasury Total Total
Investment a 2553.3 450.3 3003.6 2951.4
Roads to recovery 355.6 355.6 350.0

Strategic regional 99.7 99.7
Strategic regional: supplementary b 79.1 79.1 125.1
Black spots 144.7 144.7 1195
Boom gates for rail crossings 50.0 50.0 100.0
Heavy vehicle safety 10.0 10.0 20.0
Improving local roads b 83.8 83.8 0.0
Improving the national network b 834.5 834.5 265.5
Off-network roads 0.2 0.2 281.9
Building Australia Fund special account ¢ 1005.0 32.0 1037.0 1055.0
ARTC equity injection 422.0 422.0 678.0
Subtotal 5637.9 482.3 6120.2 5946.4

Other

Untied local road grants 722.7 722.7 442.3
Additional funding to SA 14.3 14.3 14.8
Federation Fund 1.0 1.0 0.0
Subtotal othe 737.0 1.0 738.0 457.1
Total 6374.9 483.3 6858.2 6403.5

a Treasury payment in 2088 is a bring forward of funding from 2049 for a number of key
projects

b Accrual expenses relating to prepayments ma@®aé and 2007.

¢ Includes equity payments in 2009

Sources: DITRDLG PBS 20020 pp. 20, 24, 34, 89 and 107 and DITRDLG website

The budget papers do not show funding for rail and segérately. Given that Members of
Parliament frequently respond to public interest in road funding, it would be useful if this
information were included in future budget papers.

Broadband and Telecommunications

Jonathan Chowns
Economics Section

There wee no new high value initiatives announced in the 2009Budget for broadband

and telecommunications. Whilst there are a few new low value initiatives, the Budget is
mainly concerned with adjustments to the funding of existing programs. The most significan
initiatived taking cost as a measure of significalhdbe fibre to the home (FTTH) national
broadband network (NBN), was announced prior to the Budget on 7 April 2009.

This Budget Review brief focuses on the Gov
broadband network. Some notable lower value initiatives are mentioned briefly at the end.
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National Broadband Network
The first national broadband netwafibre to the node

The early history of the GovernmenftFIGN) first
Nati onal Broadband Net wor k BulgesRede® cri bed br i

To continue that chronology, the deadline for requests for proposals was extemded fr

25July 2008 to 26November2008. Six proposals were received including one from Telstra.

On 15Decembe2 008, Tel strads pr opommapiantwadsnelididet er mi r
for further consideratiof® In early to mid January 2009, the Australi@ompetition &

Consumer Commission (ACCC) gave its report on the remaining proposals to the expert
panel*®® Around 20January2009, the expert panel gave its report to the Governhie®n

the morning of April 2009, the Government announced that the redoeproposals (RFP)
process had been terminated as no proposal r
money.

The second national broadband netvditire to the home

Later on 7April 2009, the Government announced a new proposal for the estadiis of a
new company to build and operate national fiter¢he-home network. The main elements of
the proposal as originally announced &te:

A The new network will reach 90 peent of homes, schools and workplaces with fibre to
premises and will provide speeds of up to 100 megabits per second. It will reach the

188  J.Chowns 6Buddge?: 2&0®@n o nBudget review (RGOBOG, , Parliamentary
Library, Canberra, 2008, viewed 21 May 2009,
http://www.aph.gov.au/library/pubs/rp/BudgetReview/Economic _Issues.htm

189 F Layden, 6Conroy <cuts Trwujill o Heraldtsuno f bro
16 December 2008, @9,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22media%?2Fp
ressclp%2FENXDS6%22

190 MBi ngemann,gesACiCrCo d ihlleeAustraliae P4 dandaly 2009, p. 19

191 S Conroy, (Minister for Broadband, Communications and the Digital Econ@&xgirtpanel
submitsreporton National Broadband Netwodubmissionsmedia releas&€?2 January 2009,
viewed 21May 2009 http://www.minister.dbcde.gov.au/media/media_releases/2009/001

192 K Rudd, (Prime Minister), W Swan (Treasurer), L Tanner (Minister for Finance and
Deregulation), S 6nroy (Minister for Broadband, Communications and the Digital
Economy),New National Broadband Netwaqrknedia release, 7 April 2009iewed 21 May
2009, http://www.minister.dbcdgov.au/media/media releases/2009/022nd, K Rudd
(Prime Minister), W Swan (Treasurer), L Tanner (Minister for Finance and Deregulation),
SConroy (Minister for Broadband, Communications and the Digital Econoisine
Minister press conference about the National Broadband Netwwoakscript of press
conference, April 2009, viewed 21 May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22emms%?2Fe
mMms%2F133523%22
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remaining premises using wireless technologies with speeds of 12 megabits perlsecond.
will be a wholesale only opeaccess network

The proposal al so involves the provision
regional centres and rural towns which are inadequately served by commercially viable
transmission services

The Governmenwill commence an implementation study to determine the operating
arrangements and network design for the upgraded network

The Governmentoés plan is to begin to upgra
negotiations with the Tasmanian Governinemmediately
The network wil.l t ake ei ght000yobsaon averageforb ui | d

the length of the project, peaking at@J0

The Government estimates that the network will cost up tdofkidn.

With regard to the broadband neiilk company proposed in the 7 April 2009 announcement:

A

A

The Commonwealth will have the majority ownership in the company. The government
intends to sell dowh h e C o mmo imterestin thehcéngpany within five years after
the network is built and fully merational &consistent with market conditions and national
and identity security consideratidns

Private sector involvement is expected by, for instance, direct investment in the company
or by the contribution of network assets

The Government will make anitial investment in the network of $4billion, this being

t he amount previously intended for the wear
from the Building Australia Fund?©d

In addition to its initial $4.Dillion investment in the network, the ggrnment will
probably iAussieéfraftractuctdonds)6 t o pay for at |l eas
interest in the compay>’The mi x of debt and equity in t

the compay will be worked out over time

It is expected that the company itself will be able to borrow in its own right.

On 7 April 2009, the Government also released a discussion paper ehtétexhal
Broadband Network: Regulatory Reform for 21st Century Broadb#nthis raises the

193 6 Aussi e bonds commer ci al [ 1980s] 6, YouTube

http://www.youtube.com/wah?v=93g5 8olpPs

194. Department of Broadband, Communications and the Digital EconNatyjpnal Broadband

Network: Regulatory reform for 21st Centumpadbandi discussion paperCommonwealth

of Australia, Canberra, April 2009iewed 21 May 2009,
http://www.dbcde.gov.au/__data/assets/pdf file/0006/110013/NBN_Regqulatory Reform_for__
the 21st Century Broadband_ low_regb.pdf

63


http://www.youtube.com/watch?v=93q5_8olpPs
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F8KMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F8KMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F8KMT6%22
http://www.youtube.com/watch?v=93q5_8olpPs
http://www.dbcde.gov.au/__data/assets/pdf_file/0006/110013/NBN_Regulatory_Reform_for_the_21st_Century_Broadband_low_res_web.pdf
http://www.dbcde.gov.au/__data/assets/pdf_file/0006/110013/NBN_Regulatory_Reform_for_the_21st_Century_Broadband_low_res_web.pdf

Budget Review 20020

possibility of changes to the structure of Telstra and wide ranging reforms to the regulation of
telecommunications Australia.

The NBN company (ACN 136533741) was established under the Corporations Act on
9 April 20009.

Also on 9 April 2009, the Government releasedesuest for Expression of Interest number
DCON/09/23 for Provision of Lead Advisory Services relating to the Implementation Study
for the National Broadband Netwot®

On the 23 April 2009 the Government releasedRRegional Backbone Blackspots Program
Stakeholder Consultation Papwith submissions due by 12 May 2089.

NBN related matters in the Budget
Where is the neyngoing?

The Government says it will make an initial investment of $4libn towards an enhanced
NBN. In addition to this, the Budget makes provision for new funding ofn§iibn to
develop an implementation plan for the NBN.

Of the $4.7illion, $250 million is new funding for the previously announced regional
backbone blackspots prograifi.The other $4.45illion will be divided in an unspecified
manner between the contribution of equity in the NBN company and direct investment in the
upgrade of th network in Tasmanig® The Budget papers indicate that the expenditures for
these two purposes are expected to ben$iB®dn in 2008 09, $750million in 2009 10 and

$3670 million in 20102011°°° The Budget Papers do not state how much represents initial
equity in the company and how much represents direct investments in the Tasmanian network

195  Department of Broadband, Communication and the Digital Economy, Request for expression
of interest number DCON/09/23 for provision of lead advisory services relating to the
implementation study for the National Broadband Network, Canberrdl, 20619, viewed 21
May 2009,
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22library%2Fj
rnart%2F2L MT6%22

196, Department of Broadband, Communication and the Digital Econ&agkhaulblackspots
initiative: stakeholder consultation paper Canberra, April 2009yviewed 21 May 2009
http://parlinfo.aph.gov.au/parlinfo/search/display/display.w3p;query=1d%3A%22library%2Fj
rnart%2F6KMT6%22

19727 Australian Gover nment , Budgéaneasure® budgetxppperms. . me a s
2009 10, Commonwealth oAustralia, Canberra, 2009, p. 118, viewed 21 M2§09,
http://www.budget.gov.au/200B0/content/bp2/html/bp2_exper8é.htm

198 Australian Gover nmerutr,8uw@® meatures3 budget pgpér n@m 2: me a
2009 10, Commonwealth of Australia, Canberra, 2009, p. 410, viewed 21 May 2009,
http://www.budget.gov.au/200B0/content/bp2/htitbp2 capital04.htm

199 o6 Part 3: c aBudgetaeasunes: busigetr papsrig. 2: 2@ p. 409.
200 6 Part 3: c aBuigetaneasunes: Ausigetrpapsring. 2: 2@ p. 409.

64


http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F2LMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F2LMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F2LMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F2LMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F6KMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F6KMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F6KMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F2LMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F2LMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F6KMT6%22
http://parlinfo.aph.gov.au/parlInfo/search/display/display.w3p;query=Id%3A%22library%2Fjrnart%2F6KMT6%22
http://www.budget.gov.au/2009-10/content/bp2/html/bp2_expense-07.htm
http://www.budget.gov.au/2009-10/content/bp2/html/bp2_capital-04.htm

Budget Review 20020

(although it is likely that the assets that result from those direct investments will be acquired

by the company at a later stage).

Where is the money coming from?

The 4.7 billion initially pledged by the Government to this new proposal is the same as the
maximum amount that it committed to its first broadband network proposal in 2007. Those

funds were to come from the Building Australia Fund (BAF) which was set upetyaition
Building Funds Act 2008* The Explanatory Memorandurto the National Building Funds
Bill 2008, at page 60, say&

The Government has committed an amount of \#a billion for proposals relating to the
NBN. Such proposals will be disburssdelythrough the appropriation made by the BAF
Special Account.

Although the amounts of the old and the new NBN proposals are the same, the source of

funding is not. Firstthe $4.7billion includes new funding of $25@illion as mentioned.

Second, only about $3Htillion is coming from the BAF: at 30 March 2009, the BAF had
$2.49 billion?*® Before 30 June 2009, the BAF will receive $1.5 billion from the Telstra Sale
Special Acount and $7.5 billion from the 20008 Budget surplus giving a total of about
$11.5billion.?** A total of $10.70i | | i on wi || be dr awbuildihg om

i nves t*Mef this, $A6billion will fund the roads, rail and ports infrastructymejects
listed on page -RO of Budget Paper Nol (excluding the Bruce Highway, i®ahn track
extension, the Brisbane inner city rail feasibility study and Northbridge rail ¥hldbout
$3.1bi Il lion will fund the CommdBNWe Bhisfiguré is
not expressly mentioned in the Budget papers.

n

The Budget papers also do not expressly state where the balance of the commiti@d funds

$1.35billiond will come from (that is, the difference between $4ibon and the
$3.1billion from the BAF). However, the Budget papers do raise gbssibility that the
difference will be funded by a bond issue or from the contingency reserve:

201  Nation Building Funds Act 200&th), viewed 21 May 2009,

http://www.comlaw.gov.au/ComLaw/Legislation/Actl.nsf/0/BDB9356B2BB3A6C6CA25752

60076DEB9/$file/1542008.pdf

202  Explanatory Memorandum, ationBuilding Funds Bill 2008, viewed 21 May 2009,
http://parlinfo.aph.gov.au/parlinfdownload/legislation/ems/r3099_ems_10c2d89dd
40a3aeab8bd2540b0b72/upload_pdf/321025.pdf;fileType=application/pdf

t

203 Australian Government, 6 fwww.futuresuhdugovdad |, vi ewed

204 Australian GovernmentBudget measures: budget paper no. 1: 200 Commonwealth of
Australia, Canberra, 2009, pi%, viewed 21 May 2009http://www.budget.gov.au/2009
10/contentbpl/html/bpl bstD1.htm

205 Budget measures: budget paper no. 1: 20@p. 7 5.

206 Personal communications with officer from Department of Finance, 21 May 2009.

207. Personal communications with officer from Department of Finance, 21 May 2009.
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