Section 4: Coalition — election commitments

Summary of the Coalition’s election commitments

The Coalition’s total combined election commitments are estimated to increase the underlying cash
balance by $7.1 billion over the 2013-14 Budget forward estimates period. This reflects a net
decrease in receipts of $7.7 billion and a net decrease in payments of $14.9 billion.

The Coalition’s total combined election commitments are estimated to increase the fiscal balance by
$9.3 billion over the 2013-14 Budget forward estimates period. This reflects a net decrease in
revenue of $12.3 billion and a net decrease in expenses of $21.6 billion.

The Parliamentary Budget Officer’s final list of the Coalition’s election commitments, and their total
combined financial impact on the Commonwealth budget estimates is provided in table 3.

Major contributions to the budget impact

The most significant contributor to the increases in budget balances is the removal of the Minerals
Resources Rent Tax (MRRT) and associated spending measures. While the revenue forgone from
removing the MRRT would be $3.5 billion over the forward estimates, this is offset by abolishing
associated spending measures, notably the Schoolkids Bonus and the increase to the instant asset
write-off, and by returning unallocated funding in the Regional Infrastructure Fund to the budget.
This results in a net increase of $13.8 billion to the underlying cash balance and a net increase of
$15.5 billion to the fiscal balance. The difference between the underlying cash balance and fiscal
balance amounts arises due to timing impacts of abolishing the mining tax supplementary allowance
and the Schoolkids Bonus, re-phasing the Superannuation Guarantee (SG) increase and not
proceeding with the low income superannuation contribution.

Other major contributions to the increases in the underlying cash and fiscal balances include the
commitment to reduce the public service headcount by 12,000 through natural attrition, and the
commitment to limit growth in foreign aid spending in line with inflation, which provide savings over
the forward estimates of $5.2 billion and $4.5 billion respectively.

The Coalition’s package of Border Protection Policies contributes to an increase in the underlying cash
and fiscal balances of $985 million over the forward estimates. This reflects gross savings of

$1.4 billion from lower anticipated arrivals rates, and commitments to withdraw taxpayer funded
immigration assistance to illegal boat arrivals, increase offshore processing capacity and clear 30,000
border backlog. These figures do not include any savings in 2014-15 and beyond associated with the
previous Government’s policies for the processing and detention of irregular maritime arrivals on
Nauru®. These savings are partially offset by costs of $441 million associated with a range of

! The Parliamentary Budget Officer notes statements by the former Government indicating that provision for the cost of
operating the processing facilities on Nauru had been included in the contingency reserve (joint press conference by former
Prime Minister, the Hon Kevin Rudd MP; President of Nauru, His Excellency Baron Waga MP; and former Minister for
Immigration, Multicultural Affairs and Citizenship, the Hon Tony Burke MP, on Saturday, 3 August 2013). As the PBO has been
unable to verify the magnitude of that provision, the PBO has not included any savings from reduced costs of operating the
Nauru RPC beyond 2013-14. Refer to attached costing document COA150 — Regional Cooperation to Combat People
Smuggling. For further guidance on this issue please refer to PBO guidance 05/2013: Possible Impact of Contingency Reserve
on PBO Costings.
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initiatives under the Coalition’s policy for A Regional deterrence framework to combat people
smuggling and Operation Sovereign Borders.

The Paid Parental Leave Scheme Package also contributes to an increase in the underlying cash
balance by $805 million and an increase in the fiscal balance by $835 million over the forward
estimates. The gross cost of the package ($9.9 billion on both an underlying cash and fiscal basis over
the forward estimates) is largely offset by the 1.5 per cent levy on companies that would help fund
this scheme, as well as the savings from the replacement of the previous Government’s scheme and
the existing Commonwealth and State public sector schemes.

These increases are substantially offset by Coalition commitments that decrease the underlying cash
and fiscal balances, including the removal of the carbon tax. After taking into account the revenue
impact as well as the removal of compensation and other associated carbon tax measures, the net
budget impact of the removal of the carbon tax package is to decrease the underlying cash balance by
$7.3 billion and the fiscal balance by $6.1 billion over the forward estimates. This difference arises
primarily from the different cash and accrual accounting treatments of free carbon permits and of
investments made by the Clean Energy Finance Corporation.

Other significant decreases to the underlying cash and fiscal balances over the forward estimates
come from the reduction of the company tax rate to 28.5 per cent and the net impact of the
Coalition’s Infrastructure Package. These initiatives reduce the underlying cash and fiscal balances by
$4.9 billion and $4.7 billion respectively over the forward estimates.

Variations from impacts announced by the Coalition

This report includes costings of Coalition election commitments that contain fiscal balance impacts
that are different to figures announced publicly by the Coalition, including for abolishing the
Schoolkids Bonus, introducing the new paid parental leave scheme, revenue forgone from the
abolition of the MRRT and carbon tax’ and enhancing border protection.

In the Parliamentary Budget Officer’s costing the savings from abolishing the Schoolkids Bonus are
$659.4 million higher on a fiscal balance basis because it recognises that two payments will no longer
be accrued in 2013-14 under the Coalition’s policy to cancel payments from 1 January 2014 onwards.
The Coalition recognised only one of these accrual savings in its costing.

For the paid parental leave scheme, the costing of the net impact in this report is a $835 million
increase to the fiscal balance, which is around $268 million lower than the Coalition’s estimate®. The
difference arises because the Parliamentary Budget Officer’s costing uses higher estimates of the
incomes of secondary carers than previously provided to the Coalition. The impact of the higher
estimates of incomes of secondary carers is partly offset by higher estimated savings from the
removal of existing public service maternity leave schemes, due to the PBO using a higher overall
growth rate assumption to derive the estimated future utilisation of these schemes under current
policy.

> The costing in this report for the revenue forgone from the removal of the carbon tax is $211 million higher than the
Coalition’s costing. However, this is largely offset by the report’s higher estimate for the total savings from the removal of
expenditure associated with the carbon tax. The difference in costing methodology consists of the use of different assumptions
and parameter updates. For the carbon tax package as a whole, including both saving and revenue, the difference between the
Parliamentary Budget Officer’s costing and the Coalition’s costing is minor.

3 This difference includes a $100 million interaction impact between the Levy of 1.5% on company taxable income above

$5 million and the Company Tax rate cut to 28.5 per cent that the PBO included under ‘Net effect of interactions between
policy proposals’. The Coalition included this amount in the impact of the Levy of 1.5% on company taxable income above

S5 million.
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The Parliamentary Budget Officer’s costing for the revenue forgone from the removal of the MRRT is
$3.5 billion which is $200 million lower than the Coalition’s estimate. The Parliamentary Budget
Officer’s costing recognises that as the MRRT is paid quarterly, one quarter of each financial year’s
impact reflects mining activity from the previous financial year.

The Parliamentary Budget Officer’s costings for the border protection policies package also differ
from those released by the Coalition. The Parliamentary Budget Officer used the Department of
Immigration and Border Protection’s Demand Driven Model to estimate the cost of these policies.
This model was not available to the Coalition. The Parliamentary Budget Officer’s costing of the net
impact of the Coalition’s border protection policies is a $984.6 million increase to the fiscal balance
over the forward estimates; this is around $284 million higher than the Coalition’s estimate.

Interaction of election commitments

Several Coalition election commitments have interactions. Over the forward estimates, these
interactions reduce the underlying cash balance by $70 million and the fiscal balance by $125 million
and are included in the total combined impact of election commitments at the bottom of table 3.

The company tax cut and 1.5 per cent levy to fund paid parental leave interact with the
discontinuation of measures associated with the mining tax package, including the instant asset
write-off increase, the phase down of the interest withholding tax (IWT), and the abolition of the tax
loss carry back and accelerated depreciation for motor vehicles. There are also interactions between
the abolition of the low income super contribution, the re-phasing of the SG increase and paid
parental leave.

Impacts on headline cash and net worth

The Coalition’s total combined election commitments would increase the headline cash balance by
$15.1 billion over the forward estimates. This represents an increase of $7.9 billion relative to the
underlying cash balance impact, which reflects the reduction in loans and equity investments from
abolishing the Clean Energy Finance Corporation of $5.6 billion, reduced equity investments into
NBN Co of $4.2 billion, and the loans provided through Better Apprentice Support which requires
additional financing of $1.9 billion.

In addition, the commitment Fair Indexation of Military Super would decrease the Commonwealth’s
net worth by $4.4 billion by 2016-17. This arises from a revaluation of the stock of unfunded future
superannuation liabilities.

Longer term budget impacts

The overall impact of Coalition election commitments beyond 2016-17 will not necessarily reflect
their impact on the underlying cash and fiscal balances over the forward estimates. This is the result
of some commitments reaching their full impact outside the forward estimates and some having a
limited impact beyond 2016-17.

The underlying cash balance impact of the commitment to change indexation arrangements for
military superannuation4 occurs when (higher) pension payments are made and is significantly larger
beyond the forward estimates, increasing from $30 million in 2016-17 to peak at an estimated

$460 million in 2046-47°. The fiscal balance impact of this commitment will grow in line with the

* The proposal is for pensions payable under the Defence Forces Retirement Benefit (DFRB) and Defence Force Retirement and
Death Benefits (DFRDB) to be the same as the indexation method applying to the maximum basic rate of the Age Pension for
superannuants aged 55 and over.
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accruing superannuation entitlements of scheme members, before declining as these members reach
retirement. The initiative will also continue to reduce the Government’s net worth well beyond the
forward estimates due to the continuing accumulation of superannuation liabilities and notional
interest on accrued liabilities, with the reduction in net worth projected to peak at around $7 billion
in 2035-36°.

The saving from the proposal to pause the increase in the rate of the SG by two years from

1 July 2014 will continue to grow from $875 million in 2016-17 to peak in 2019-20 at around
$1.15 billion, before falling sharply as the SG rate reaches 12 per cent in 2021-22, to be around
$80 million per annum from 2023-24.

The mature impact on the budget of both elements of the proposal to reduce the company tax rate to
28.5 per cent and impose a levy of 1.5 per cent on that part of company taxable income above

S5 million differs from the estimate in 2016-17, due to the timing of company tax payments. Cutting
the company tax rate to 28.5 per cent is estimated to have a mature cost in the order of $3.7 billion in
2018-19 ($4.2 billion in 2016-17) and the company levy is estimated to have a mature saving in the
order of $3.3 billion in 2018-19 ($3.7 billion in 2016-17). The annual estimates for both proposals will
grow in line with the underlying growth in the company tax base from 2018-19.

The proposed abolition of the carbon pricing mechanism and the MRRT will continue to result in
reduced revenue beyond the forward estimates, although these taxes are likely to be highly volatile
and the amount of revenue forgone is very difficult to estimate. Pre-Election Economic and Fiscal
Outlook 2013 notes that “the carbon price path to 2020 is subject to considerable uncertainty”, while
MRRT estimates are highly sensitive to the assumptions regarding production volumes, capital
deductions, commodity prices and the exchange rate.

Costing documentation

In cases where the Coalition has advised that the funding or funding reductions associated with a
Coalition election commitment is a fixed amount, costing documentation for these election
commitments is not included in this report. The same approach has been adopted in relation to
election commitments which the Coalition has indicated would be implemented within existing
resources and therefore have a zero financial impact over the forward estimates. For these election
commitments, the Parliamentary Budget Officer has made an assessment and satisfied himself that
funding is available for these commitments.

Costing documentation for all election commitments for which funding is not based on fixed amounts
can be found at Attachment E.

> Considerable uncertainty is attached to long-term projections and should therefore be treated as broadly indicative only.
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Matters taken into account by the Parliamentary Budget Officer

In preparing the list of Coalition election commitments to be included in this report, as required by
subsection 64MA(6) of the Act, the Parliamentary Budget Officer has had regard to the lists of policies
provided by the Coalition under subsection 64MA(3) of the Act (see Attachment F), and public
announcements made by the Coalition before and during the caretaker period for the 2013 general
election. On this basis, the Parliamentary Budget Officer is reasonably satisfied that the Coalition
election commitments that would have a material impact on the Commonwealth budget have been
included in table 3 in the report.

In accordance with section 64MAA of the Act, the Parliamentary Budget Officer has decided that all
election commitments in table 3 are publicly announced policies of the Coalition which the Coalition
intends to seek to have implemented after the election, and a policy costing of these election
commitments should be included in this report.

All of the election commitments included in table 3 were on the list of election commitments
provided by the Parliamentary Budget Officer to the Coalition within three days of the end of the
caretaker period (see Attachment G).

Parliamentary Budget Officer’'s engagement with the Coalition

1. On 6 September 2013, the Coalition provided a list of their election commitments to the
Parliamentary Budget Officer, consistent with subsection 64MA(3) of the Act, which can be found
at Attachment F.

2. On 20 September 2013, the Parliamentary Budget Officer provided the Coalition with a list of
those policies that in his best professional judgment would have a material effect on the Budget.
This can be found at Attachment G. The list provided by the Parliamentary Budget Officer was
identical to the list provided by the Coalition on 6 September 2013.

3. The Coalition did not provide comments on the Parliamentary Budget Officer’s list of its election
commitments.

4. Prior to its public release on 18 October 2013, the Parliamentary Budget Officer provided the
Coalition with a copy of that part of this report setting out the costings of the Coalition’s election
commitments and the total combined financial impact of those election commitments, consistent
with subsection 64MC(2) of the Act. The Coalition provided no comments.
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