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Introduction 

In its Inquiry into the Appropriation Bill 2019-2020 and the Appropriation (Office of the Legislative 
Assembly) Bill 2019-2020, the Select Committee on Estimates 201920 commissioned Pegasus 
Economics to review the 201920 ACT Budget, consistent with the Committee’s Terms of 
Reference. Pegasus subsequently produced the Review of the ACT Budget 2019-20 for the 
Committee’s consideration. 

The Pegasus Report provides a range of assessments regarding the 201920 Budget. As stated by 
Pegasus (page 1), ‘this report has been commissioned by the ACT Legislative Assembly Select 
Committee on Estimates 201920 to assist the Committee in its deliberations in relation to the 
201920 ACT Budget’. 

A copy of the report can be found on the Legislative Assembly website (under the ‘Specialist Budget 
Adviser Report’ tab):  

https://www.parliament.act.gov.au/incommittees/select_committees/estimates20192020 

The 201920 Budget puts forward the Government’s plans for investing today to grow services and 
infrastructure that can meet our community’s needs in the years ahead. With Canberra being 
among the fastest growing communities in Australia, it is important to invest now to ensure our 
hospitals and healthcare centres, our schools, social infrastructure and transport networks are 
ready in the new decade. 

The Government remains committed to being open and transparent in our budget reporting, 
ensuring that our practices strengthen the integrity and accountability of the management of the 
Territory’s public finances. Pegasus’ review of the 201920 Budget provides a number of important 
observations regarding the ACT’s finances and this responses continues an open dialogue with both 
the Public Accounts Committee and the broader Canberra community about the matters raised.  

 

https://www.parliament.act.gov.au/in-committees/select_committees/estimates-2019-2020
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 1. Economic forecasts 
(Chapter 3, pages 3 to 13) 

Pegasus notes that while the economic estimates for 201819 generally appear reasonable, 
forecasts for 201920 for ACT final demand, employment growth, the Wage Price Index and 
population growth, and the projections for the outyears, may be optimistic.  

Response:  
 
State final demand 
 
Pegasus notes that the latest State Final Demand result, published after the 201920 Budget was 
released, means that ‘the balance of probabilities’ is that the estimate for growth in State Final 
Demand in 201819 of 4¼ per cent is likely to fall short. 
 
There has been a mild contraction in State Final Demand in the March quarter 2019, as well as 
accompanying revisions to the historic series. This places some downward pressure on the overall 
year average outcome for 201819. However as the authors of the Pegasus report themselves note, 
a strong June quarter outcome is not unprecedented. In addition, further likely revisions to the 
historic series may also affect the overall result for 201819. 
 
Pegasus also considers that the forecast growth rate of 3 per cent in State Final Demand for 
201920 may be overly optimistic based on the relationship between ACT State Final Demand and 
Commonwealth Government expenditure. The 201920 Commonwealth Budget forecasts that 
Australia wide Commonwealth Government payments will increase by only 0.1 per cent in 201920, 
in real terms. 
 
The Government notes that the forecast nominal growth of 2.2 per cent (real growth of 0.1 per cent) 
in General Government sector payments in 201920 is low when compared to average expenses (on a 
Government Finance Statistics basis) growth over the past 5 years of 3.9 per cent. 
 
Nevertheless, the 201920 Budget forecast of 3 per cent growth in ACT State Final Demand in 
201920 takes into account an expected slowing in Commonwealth Government spending in the 
ACT in 201920, when compared to the very high rate of expenditure in 201819.   
 
Also, while the Commonwealth Government remains a large component of State Final Demand, it is 
only one component among several. The private sector’s share of State Final Demand has been 
growing in recent years and the private sector is expected to be a significant contributor to growth 
over the forward estimates. We expect household consumption, for example, to continue to 
support growth going forward. This view is supported by the fact that household consumption is 
currently up a solid 2.4 per cent over the past year in real terms. 
 
A range of other economic sectors are also likely to contribute to the forecast 3 per cent growth in 
201920, including service exports, the ACT Government’s expanded investment in infrastructure 
and services, and business investment. In addition, other indicators, such as job vacancies and the 
ACT Treasury’s business liaison program, also support a solid growth outcome in 201920.  
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Looking forward, Pegasus questions the likelihood of achieving in excess of 3 per cent State Final 
Demand growth in the projection period, due to the 201920 Commonwealth Budget projecting 
moderate real growth in Commonwealth Government payments over the forward estimates. 
 
As noted by Pegasus, the growth rates in the 201920 ACT Budget for the projection years are 
derived from longterm averages. These longterm averages indicate that such growth rates are 
achievable over a sustained period of time. Commonwealth Government consumption and 
investment, household consumption, service exports, the ACT Government and private business 
investment are all expected to support growth during these years. We also expect current low 
interest rates, an accommodative Australian dollar and strong population growth to continue into 
the projection period. 
 
In addition, expected population growth of 1¾ per cent, a continuation of the average labour 
productivity growth in the ACT over the past decade of 2 per cent, and an anticipated steady 
participation rate all suggest that the potential growth rate of the ACT economy is around 3¾ per 
cent – above projected State Final Demand growth of 3½ per cent in the projection period.  
 
The Government acknowledges the risk to the outlook posed by the Commonwealth Government’s 
announced increase in the Australian Public Service efficiency dividend and its decentralisation 
agenda as highlighted by Pegasus. The impact in the ACT of these policies will depend in a large 
degree on the geographic profile of any expenditure reductions and the exact nature of the 
decentralisation agenda. For example, the ACT has continued growing strongly in both economic 
and population terms during the previous term of the Morrison Government when both policies 
were first put in place.  
 
Employment 
 
The Government notes Pegasus’ view that the employment growth forecasts for  
201819 and 201920 are plausible.  
 
As highlighted by Pegasus and noted in the 201920 Budget, the Commonwealth Government’s 
decentralisation agenda and the extension of the efficiency dividend for the Australian Public 
Service represent a risk to the outlook for the economy and for employment growth. The degree of 
this risk will depend on the nature of their implementation. 
 
We will continue to closely monitor developments in the labour market because providing more 
good, secure local jobs for Canberrans from all backgrounds is a key focus for our government.    
 
Wage Price Index (WPI) 
 
The Government notes Pegasus’ view that the forecasts for WPI growth in 201819 and  
201920 are reasonable. 
 
While expected WPI growth over the projection years are derived from longterm averages, a tight 
labour market in the medium term is expected to continue to place upward pressure on private 
sector wages, helping to support the overall projected outcomes.  
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Consumer Price Index (CPI) 
 
Pegasus rightly notes that many of the more substantial price increases in the CPI basket – in the 
ACT and elsewhere – are occurring in ‘administered’ prices; those set with some legislative 
oversight. Pegasus is also correct to note that substantial portions of the price increases they have 
highlighted are not within the control of the ACT Government. 
 
Pegasus considers that the estimated CPI growth for 201819 is consistent with the latest outcome 
of CPI growth in the March quarter 2019. However, Pegasus believes that inflation in the ACT 
should be around ¼ per cent higher than the national average as ACT Government policies and 
practices may have led to higher inflation for the ACT compared to other capital cities.  
 
The Government forecasts the CPI on an expenditure class basis – the finest level of detail in the CPI 
that is publicly available. In doing so, anticipated price increases for items like electricity and fuel 
can be directly applied to individual expenditure classes, to produce an overall inflation forecast.  
 
In addition, tradeable inflation, which accounts for around half the CPI basket, is placing consistent 
downward pressure on headline CPI. The conditions for this downward pressure to remain in place 
are well established and unlikely to change in the foreseeable future. 
 
Population 
 
The 201920 Budget acknowledges the risk that the Commonwealth Government’s decentralisation 
agenda presents to the ACT economic outlook, and by extension, our population growth outlook.  
 
Pegasus made a similar assessment in its Review of the 201819 ACT Budget, stating that the 1.5 per 
cent forecast for outer years at that time was “somewhat optimistic”. In fact, the ACT’s population 
continued to grow at a strong pace of 1.8 per cent through the year to the December quarter 2018. 
 
Moreover, while the Commonwealth Government is an important contributor to the ACT economy, 
almost half of the ACT’s population growth comes from natural increase (births less deaths). Net 
overseas migration, of which the ACT is likely to receive at least its national share, makes up much 
of the remainder.  
 
Pegasus’ claims regarding possible relocation to nearby NSW locations to avoid taxation by the ACT 
Government do not account for other factors that may affect this decision, such as transport times, 
access to amenities, and the taxation regime applying in NSW. It is also not supported by available 
population data, which shows that net interstate migration has been positive for the ACT since 
201516.  
 
Data from the 2011 and 2016 Censuses shows that the increase in the number of people living in 
adjoining regions and commuting to work in Canberra has been proportional to the ACT’s 
population growth following commencement of the tax reform program. The Canberra region as a 
whole is growing – both within and without the ACT’s borders. This is an important consideration 
for the ACT Government in planning for future service delivery to meet the needs of this growing 
region in areas like healthcare and employment. 
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Table: ACT Budget forecast vs actuals 

2015-16 2016-17 2017-18 2018-19 2016-17 2017-18 2018-19 2017-18 2018-19 2015-16 2016-17 2017-18 2018-19e

Gross State Product 2 2.25 2.5 2.5 3.25 2.75 2.5 4.5 3.5 4 3.6 4 4.25
State Final Demand 2.5 2.5 4 4 5 3.25 3.5 4 3 1.6 3.2 3.6 4.25
Employment 1 1.25 1.5 1.5 1.25 1.5 1.5 3 2 2.6 2.3 2.1 1
Wage Price Index 1.75 2 3.5 3.5 1.75 2 2.5 2 2.5 1.9 1.9 1.8 2.25
Consumer Price Index 0.75 1 2.5 2.5 2.5 2 2.25 2.25 2.25 0.8 2.1 2.8 2
Population 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.75 1.75 1.8 2.2 2.1 2
e  estimate as per 201920 Budget.

Actual Outcome (%)
Estimate/Forecast (%) Estimate/Forecast (%)

2017-18 Budget 2018-19 Budget
Estimate/Forecast (%)

2016-17 Budget

 

The above table shows that in general ACT Budget forecasts have been conservative compared to 
the actual outcomes. Where forecasts have been higher than actual outcomes the margins of error 
have, with a few exceptions, been small. 

3. Fiscal position 
(Chapter 4, pages 14 to 19) 

Pegasus considers that the Budget’s forecast return to surplus timeframes will require fiscal 
discipline, in terms of the Government minimising new initiatives or finding savings to offset new 
spending. The estimated 202122 surplus is considered to be at risk in the event of unexpected 
spending pressures or shortfalls in revenue.  

Response:  

The Government maintains a commitment to balance the Territory’s budget over the economic 
cycle. We recognise the importance of managing the Territory’s finances in a sustainable way, and 
will continue to deliver budgets consistent with the requirements of maintaining a AAA credit rating 
in the years to come.   

The Government makes decisions about the composition of the Budget during each annual fiscal 
cycle and taking into account both current economic conditions and the longerterm outlook. As 
demonstrated through the 201415 Budget we stand ready to use the ACT Budget to support the 
local economy where necessary. As highlighted through the 201920 Budget, we will also prioritise 
investing in the essential services and infrastructure necessary to meet Canberra’s growth over 
delivering surpluses in the current cycle. We are able to make these deliberate choices because of 
the Territory’s strong balance sheet and our AAA credit rating. 

From 201617 to 201819, the Government expects to have delivered a net Headline Net Operating 
Balance surplus of around $100 million. The 201920 Budget also forecast cumulative surpluses of 
$400 million over the forward estimates. The Government has been clear that the strong surpluses 
in the out years of the forward estimates will be invested into future service and infrastructure 
initiatives once we have completed further policy development, scoping and due diligence. These 
investments will be outlined in future Budgets and the Headline Net Operating Balance forecasts 
adjusted appropriately at that time.   

The Headline Net Operating Balance profile presented in the Budget year and the forward estimates 
is a consequence of the revenue and expenditure estimates contained in the Budget; there are no 
further savings required to achieve the surpluses presented. 
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4. Revenue 
(Chapter 5 pages 20 to 29) 

Pegasus’ report presents commentary on the relationship between the ACT Government and the 
Commonwealth as a source of increases in revenue. Given this commentary is general in nature and 
lacking in supporting analysis, we offer only the following general remarks.  

Response:  
 
The ACT Government has generally adopted a policy of offsetting changes in Commonwealth grants 
to the ACT as required in order to maintain service delivery and public investment in the ACT. 
Decisions about whether to fund these investments through changes in rates of ownsource 
taxation or borrowings have always been discretionary decisions for the ACT Government. 
 
We remain committed to putting the ACT’s finances on a more sustainable and predictable basis 
through the tax reform agenda, which is seeing highly volatile taxes like conveyance duty replaced 
with a broadbased tax on land. The benefits of this approach have recently been demonstrated by 
the significant revenue writedowns undertaken in other Australian states and territories following 
changes in the housing market and associated reductions in stamp conveyance duty. 
 
5. Taxation reform 
(Section 5.3 pages 23 to 26) 

Pegasus notes that the ACT may need to pay careful attention to avoid any unintended 
consequences arising from the tax reform agenda. Their analysis examined the relative 
contributions of conveyance duty and general rates to ACT Government own source revenue, with 
Pegasus noting that general rates revenue is expected to almost double from 15.8 per cent of own 
source revenue in 201011 to 30.9 per cent at the end of the forward estimates in 202223 as the 
Government continues the tax mix switch currently underway. 

Response:  

Under the tax reform program, the proportion of own source revenue from general rates is 
increasing while the proportion of own source revenue from other inefficient taxes – conveyance 
and insurance duty – is decreasing. This is delivering a more efficient and stable revenue base to 
support the delivery of the services Canberrans rely on into the future.  

The Government notes that Pegasus has charted the declining share of conveyance duty revenue in 
its analysis, with that analysis indicating that conveyance duty is expected to almost halve from 
22.5 per cent of own source revenue in 201011 to 11.4 per cent at the end of the forward 
estimates. Insurance duty was fully abolished in the ACT on 1 July 2016. 
 
As outlined in the 201920 Budget, the Government has commissioned a detailed analysis of the 
impacts of tax reform on Canberra’s economy, our revenue base and Canberrans across the income 
distribution. This will help inform the settings for the next fiveyear phase of tax reform. 

6. Contributed assets and dividends and Large-scale Generation Certificates 
(Section 5.4 pages 26 to 28, and Section 5.5 pages 28 to 29) 
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Pegasus provides some commentary, and recommends further clarification, regarding the Budget 
treatment of revenue from contributed assets and dividends. Pegasus has also suggested that 
timing and valuation issues regarding the treatment of the Largescale Generation Certificates in the 
201920 and 201819 Budgets merit additional explanation. 

Response:  

Further information on the treatment of dividends and contributed assets can be found in the 
2017-18 Consolidated Annual Financial Statements1, Appendix B – Significant Accounting Policies (h) 
Revenue Recognition (page 91), (ai)(i) Significant Accounting Judgements and Estimates (page 103), 
and Note 5 – Grants Revenue (page 19).  

Additional information can also be found in the 2017-18 Transport Canberra and City Services 
Directorate Annual Report Volume 12 , Note 7 – Other Gains (page 122). 

The financial adjustments for Largescale Generation Certificates presented in the 201920 Budget 
and preceding budget updates are a result of revaluation (changes in market price) as well as a 
reduction in the number of certificates the Government expects to receive each year.   

The expected number of certificates to be generated to 30 June 2019 has reduced from 2,737,564 
at 201819 Budget Review to 2,610,510 in the 201920 Budget. Future generation is anticipated to 
reduce from estimates at 201819 Budget Review time from around 2,300,000 certificates each year 
to around 2,108,000 certificates.  

Forecasts of reduced generation reflect a conservative view on seasonal variation in windfarm 
generation, increasing transmission network congestion, and line upgrades affecting access to the 
grid for some windfarms. The spot price trend since the 201819 Budget Review has been on a 
downwards trajectory, progressing from around $48 in January 2019 to around $40 in April 2019. 

Table 1 below presents the net operating balance impacts reflected in the 201920 Budget 
associated with the Territory’s Largescale Generation Certificates holdings.  
 
Table 1: Financial impacts of accounting treatment of Large-scale Generation Certificates reflected 

in the 2019-20 Budget  
  2018-19 2019-20 2020-21 2021-22 2022-23 
 $m $m $m $m $m 
Revenue  Renewable Energy Certificates 68.2 51.4 35.5 21.1 21.1 
Expenses  Renewable Energy Certificates 0.0 0.0 77.7 21.1 21.1 
Net HNOB impact 68.2 51.4 42.2 0.0 0.0 
 
7. Traffic infringement fines 
(Section 5.6 page 29) 
 
Pegasus has sought further clarification regarding the 15 per cent increase in traffic infringement 

                                                      
1 https://apps.treasury.act.gov.au/__data/assets/pdf_file/0004/1273072/201718ConsolidatedAnnualFinancial
Statements.pdf 
 
2 https://www.tccs.act.gov.au/__data/assets/pdf_file/0020/1261505/2018TCCSAnnualReportvolume1.pdf 

https://apps.treasury.act.gov.au/__data/assets/pdf_file/0004/1273072/2017-18-Consolidated-Annual-Financial-Statements.pdf
https://apps.treasury.act.gov.au/__data/assets/pdf_file/0004/1273072/2017-18-Consolidated-Annual-Financial-Statements.pdf
https://www.tccs.act.gov.au/__data/assets/pdf_file/0020/1261505/2018-TCCS-Annual-Report-volume-1.pdf
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fines in 201920. 
 
Response:  
 
As noted in Budget Paper 3, revenue is forecast to increase from $28.3 million to $32.5 million in 
201920, an increase of $4.2 million or 15 per cent. The main component of this increase is the 
reactivation of suspended traffic cameras following the completion of major roadworks, particularly 
those associated with Light Rail Stage 1. 

8. Expenditure 
(Chapter 6 page 30 to 36) 

Pegasus has suggested that additional details be provided in relation to a number of aspects of 
government expenditure: 

 
• variation in expenses by function 

 
• breakdowns of subfunctional categories 
•  
• reprofiling of expenditure associated with Safer Families initiatives, and presentation issues 

associated with these initiatives. 
 
Response:  
 
With reference to Table 4.2.1 – General Government Sector expenses by function (page 184 of 
201920 Budget Paper 3), the material variations associated with the larger expense categories are 
as follows: 
 
Health: The forecast increase in expenses from 201920 is mainly due to growth in activity and costs 
for general hospital expenses. 
 
General Public Services: This category refers to expenses relating to the organisation and operation 
of government, including enabling services for other functions such as defined benefit 
superannuation scheme nominal interest costs, shared services activities and whole of government 
insurance costs.  
 
The decrease in the 201819 estimated outcome compared with the original budget is mainly due to 
decreased nominal interest on the superannuation liability associated with the change in present 
value of the superannuation liability. The forecast increase in 201920 is associated with higher 
finance lease costs, higher interest on outstanding borrowings and growth in superannuation 
expenses due to forecast growth in the superannuation liability. 
 
Education: The forecast increase in expenses from 201920 is primarily driven by enrolment growth 
and the operational costs of schools, in line with general wage and price inflation. 
 
Social Protection: The forecast increase in expenses in 201920 is primarily driven by expenses for 
out of home care services and the National Disability Insurance Scheme.  
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Subfunctional category information is available in Budget Paper 3, Chapter 9 – GGS Harmonised 
Financial Statements, Table 9.10 (page 329). 
 
Regarding funding provided to support initiatives through the Safer Families package, $669,000 has 
been rolled over from 201819 to 201920 to continue existing programs and support programs that 
commence in the 201920 financial year. The majority of the funds relate to the ACT Government 
Domestic and Family Violence Frontline Worker Training Strategy ($255,000).  
 
The $200,000 reprofiled from Enhanced access to justice for non-English speakers initiative is a 
consequence of this program being assessed over the past two years and found to be 
undersubscribed. Future funding for this program has been reprioritised to another Safer Families 
initiative, namely Supporting pregnant women and new parents at risk of domestic and family 
violence. The remaining $214,000 has been committed to other Safer Families priorities including 
Women’s Safety Grants and the Children and Young People Listening and Learning project. 
 
The Safer Families initiatives offsets have been identified as expense offsets as the Government has 
undertaken  a reprioritisation of past expense initiatives. The revenue associated with the Safer 
Families Levy remains in line with previous projections. It should be noted that Appendix J to Budget 
Paper 3 identifies the offset as revenue associated with the Levy.  
 
9. Asbestos Eradication Scheme 
(Section 6.7 page 35 and 36) 

Pegasus has provided general commentary that the Territory’s forward estimates could be affected 
if there is slippage in property sales associated with the Asbestos Eradication Scheme in the current 
or future financial years.  

Response:  

Both the 201819 and 201920 Budget Papers reflect the cessation of cash flow and Headline Net 
Operating Balance impacts from 202122 associated with the gradual winding down of the Asbestos 
Eradication Scheme. This timeframe reflects the fact that the owners of a vast majority of loose fill 
asbestos affected properties have finalised alternative living arrangements and moved to safer 
accommodation, allowing the demolition and remediation of their former Mr Fluffy property. It also 
recognises the gradual winding down of Taskforce functions as the demolition and site remediation 
schedule progresses. 

The potential for future cash flow/net operating balance impacts as described by Pegasus is 
considered negligible given the relatively small number of affected properties remaining. 
Furthermore, the Taskforce has already factored in sales slippage when deriving the future cash 
flows. Although participation in the Scheme remains available to eligible owners of the remaining 
properties, private demolition may be the best pathway for some and the ACT Government is 
supportive of this for homeowners who choose to demolish privately.    

It should also be noted that the revenue from sales of properties associated with the Asbestos 
Eradication Scheme are recorded as other economic flows and do not impact on the Headline Net 
Operating Balance. 
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10. Capital works and infrastructure 
(Chapter 7 page 37) 
 
In 2019, a new capital works reserve of $140 million was established under the Financial 
Management Act 1996. The reserve permits agencies to advance their capital works program during 
the financial year and draw on the reserve should existing appropriation be exhausted. While noting 
that quarterly update reports will be provided to the Assembly, Pegasus has suggested further 
details be provided in relation to: 
 
• the criteria established to assess claims on the reserve  

 
• the authority to approve such claims  
 
• Assembly assurance over the usage of the appropriation. 
 
Pegasus has also queried as to how far into the future the planning timeframe for the capital works 
program extends.  
 
Response:  
 
Commencing from the 201920 Budget, agencies with multiyear funding for capital works can 
access their future funding through payment from the capital works reserve, should their capital 
expenditure in a budget year exceed their total capital works allocation for that year. To ensure net 
neutral impact of the reserve on the budget over time: 
 
• an offsetting provision is included in forward estimates for the capital works program 

 
• any payment to an agency from the reserve will be deducted from that agency’s capital works 

funding allocation in future years. Claims will be reported at the project level, and each claim 
will be deducted from future year funding for the project so that the allocated funding for a 
project is not increased overall.  

 
Payment of a capital works advance will be authorised by the Treasurer, subject to the Treasurer 
being satisfied that there is an immediate requirement for the capital works advance to be made to 
the requesting agency, and that the advance is required in addition to the agency’s capital works 
budget for the financial year. 
 
To ensure complete accountability and transparency in the operation of the Reserve, the Treasurer 
will provide the Legislative Assembly with a reconciliation of the amounts authorised for payment 
from the Reserve in the quarterly financial statements required under section 26 of the Financial 
Management Act 1996 (the FMA). This reporting provision is in addition to the requirement under 
section 30F of the FMA for the Treasurer to provide the Legislative Assembly with a report on the 
capital works program at least every six months. 
 
The capital works reserve is not included in the infrastructure investment program until payments 
are made to agencies. 
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In relation to Pegasus’ queries associated with planning timeframes for the capital works program, 
the program notionally extends to the end of the forward estimates, and consists of investment of 
$1.8 billion over the four years to 202223. The forward program also includes capital provisions 
and allocations for spending through public private partnerships. These items total $1.2 billion, 
bringing the Government’s total projected investment in capital over the next four years to over $3 
billion – the largestever program of capital investment in the ACT. 
 
The capital works program considers: 

 
• new projects approved in the 201920 Budget 

 
• workinprogress on projects commenced in previous years 
•  
• improvements to existing infrastructure under the Better Infrastructure Fund (BIF), to extend 

the useful life, or improve the delivery capacity of existing physical assets 
 
• information communication technology and plant and equipment expenditure that better 

facilitates government service delivery in the Territory. 
 
Details of the capital works program can be accessed via the capital works database, available at the 
201920 ACT Budget website. 
 
Longerterm capital planning is addressed through the ACT Government Infrastructure Plan 
2011-2021, which is updated annually (the 201819 update was released in February 2019).   
 
The annual updates provide details in relation to key infrastructure projects being funded through 
the preceding budget, including information on the delivery of the Government’s 2016 election 
commitments. Separate to this, the Government has commenced work on a new infrastructure plan 
that will map out the investments that Canberra needs into the future. The new plan will be 
released later this year, to help guide the future stages of the Territory’s investment pipeline. 
 
11. Net debt 
(Section 8.2 pages 41 to 43) 
 
Pegasus notes that the ACT will need to refinance debt progressively over the next decade. Around 
$500 million of ACT bonds reach maturity every two years between 2020 and 2028. Pegasus also 
states that Australian interest rates are at historic lows and the ACT’s net debt is manageable, 
suggesting there is a case for seeking to refinance existing debt at lower rates. However the report’s 
author’s also suggest that if interest rates were to rise in future years the ACT would be faced with 
higher public debt interest bills. 
 
Response:  
 
The Government’s debt management objectives include diversifying borrowings over different 
maturities, while issuing at fixed interest rates and controlling bond issuance volumes to manage 
interest rate and refinancing risks. As noted in Chapter 8 of Budget Paper 3, the average cost of 
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funds for the ACT’s existing borrowings is higher than the current estimated cost of new financing. 
Therefore, at current low market interest rates, the refinancing of maturing borrowings in the near 
term is estimated to reduce public debt interest costs. 
 
12. Economic risks 
(Section 9.2 pages 49 to 50) 
 
Pegasus notes that while the Budget Papers provide a useful statement of the sensitivity of the 
estimates to changes in the underlying parameters, they do not provide an indication of the 
sensitivity of the estimates to changes in the real economy. It is suggested that the Budget Papers 
include an estimate of the risk to the budget from higher or lower growth, and the sensitivity of the 
Budget to changes in assumptions regarding wages, population and employment.  
 
Response:  
 
The 201920 Budget provides estimates of the sensitivity of aspects of the Budget to inflation (CPI), 
wages (WPI), borrowing costs and the discount rate used for calculating the government’s 
superannuation liability valuation and expenses. The Government will consider the necessity of 
undertaking sensitivity analysis on other parameters as part of future Budget rounds.   
 
13. Project risks – Light Rail Stage 1 
(Section 9.3 pages 50 to 52) 
 
Pegasus suggests that the Light Rail Stage 1 Project Delivery Report should be reviewed from the 
perspective of whether work to date has illuminated project risks that had previously not been 
reported or anticipated.  
 
Response:  
 
The Light Rail Project Delivery Report was released by the Minister for Transport, Meegan Fitzharris 
MLA, on 21 June 2019.3 The Project Delivery Report considers how both the ACT Government and 
Canberra Metro monitored, managed and mitigated risks associated with project delivery. Chapter 
7 of the Delivery Report also details the claims made by Canberra Metro through the course of the 
project’s construction phase relating to the realisation of project risks.  
 
14. Budget accounting, classification and valuation issues – Disclosure of key accounting practices  
(Section 10.2, page 53)  
 
Pegasus has raised queries in relation to the accounting treatment in the Budget for Public Private 
Partnerships, including whether AASB 1049 was adopted as the basis of accounting and 
presentation in preparing the budget financial statements, and why particular assumptions are not 
disclosed in notes accompanying the financial statement. 
 
Response: 

                                                      
3 https://www.transport.act.gov.au/aboutus/publictransportoptions/lightrail/lightrailnetwork/lightrailproject
deliveryreport 

https://www.transport.act.gov.au/about-us/public-transport-options/light-rail/light-rail-network/light-rail-project-delivery-report
https://www.transport.act.gov.au/about-us/public-transport-options/light-rail/light-rail-network/light-rail-project-delivery-report


  

Response to the Pegasus Economics report Review of the ACT Budget 2019-20 Page 14 of 17 
 

 
Australian Accounting Standard AASB 1059 Service Concession Arrangements: Grantors is effective 
for reporting periods beginning on or after 1 January 2020 (financial year 202021). Accordingly, the 
Government has continued to employ our existing accounting policy until the commencement of 
this standard. 
 
The Readers Guide to the 2019-20 Budget provides details of the context within which the ACT’s 
budget estimates are produced, including their preparation in a manner consistent with the 
principles of the relevant Australian Accounting Standards. 
 
Full details of significant Accounting Policies can be found in the consolidated Annual Financial 
Statements. 
 
Disaggregated key assets and liabilities are not required to be prepared for the purpose of the 
budget estimates in accordance with the Financial Management Act 1996 and Financial 
Management (Budget Financial Statements) Guidelines 2016. 
 
15. Budget accounting, classification and valuation issues – Technical adjustments  
(Section 10.3, page 54)  
 
Pegasus considers that additional details in relation to the presentation of technical adjustments 
should be provided. 
 
Response: 
 
Material technical adjustments are explained in Budget Paper 3, Chapter 2.2 – Budget Outlook, 
(pages 4344). Further information is also provided in Chapter 6 – Revenue (page 223) and Chapter 4 
– Expenses (page 179). 
 
16. Budget accounting, classification and valuation issues – Superannuation return adjustment  
(Section 10.4, pages 54 and 55)  
 
Pegasus raises concerns in relation to the calculation of the superannuation return adjustment for 
201920, particularly in light of the sensitivity of the budget aggregates to variations in the actual 
return on the Territory’s superannuation investments. 
 
Response: 
 
Under the Uniform Presentation Framework (UPF), any investment return from funds set aside in 
the Superannuation Provision Account (SPA) that is classified as capital gains is excluded from 
revenue. These capital gains are reflected as other economic flows, which are not included in the 
UPF Net Operating Balance (NOB).  
 
Conversely, the superannuation expense associated with the defined benefit superannuation 
liability has a direct impact on the UPF NOB.  
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This means that the GGS UPF NOB comprises the gross superannuation expense offset only by the 
interest and dividend earnings on the SPA’s financial investment assets. Defined benefit 
superannuation expenses of $542.3 million are estimated in 201920.  
 
The total investment returns recognised in the Net Operating Balance (HNOB) ensure 
superannuation expenses and revenue are reported on a consistent basis. This is achieved by 
adding back the superannuation return adjustment amount which equates to 7.25 per cent return 
on the financial investment assets for the budget and forward estimates. 
 
The Government considers that the HNOB provides the most relevant and meaningful information 
for making longterm budget allocation decisions, and the inclusion of the full amount of the 
longterm investment earnings is necessary to provide an accurate assessment of the longerterm 
sustainability of the budget position. Detailed financial statements for the SPA can be found in the 
201920 Chief Minister, Treasury and Economic Development Directorate Budget Statements 
(page 259).4  
 
A reconciliation of the 201819 Superannuation Earnings and Return Adjustment is outlined below. 
 
• The total SPA investment earnings that are reflected in the HNOB (HNOB) are based on the 

longterm target return objective of 7.25 percent (CPI + 4.75 per cent). 
 

• The SPA investment earnings reflected in the 201819 HNOB are based on the audited closing 
asset position at 30 June 2018. 

 
o The return of 7.25 per cent equates to total investment earnings to be recognised in the 

HNOB of $291 million. 
 
• Based on the SPA’s 201819 estimated outcome for investment income of $94 million 

(interest, dividends, distributions, other) the Superannuation Return Adjustment equates to  
$197 million for total earnings of $291 million being recognised in the HNOB. 

 
The SPA investment portfolio has generated an annualised investment return of 7.7 per cent or 
CPI + 5.2 per cent over the past 23 financial years, since 199697. 
 
• The SPA investment portfolio achieved returns of 10.2 per cent in 201617 and 9.5 per cent in 

201718 with the HNOB only recognising an overall return of 7.25 per cent in each year.  
  
• Over the past ten financial years to 30 June 2019, the portfolio will have achieved an 

annualised return of 9.1 per cent. 
 
To set the correct closing asset base at 30 June 2019 for the projection of investment earnings for 
the 201920 Budget and forward years the SPA budget estimates incorporate a 201819 estimated 
outcome for investment earnings. 
 
• The estimated outcome for 201819 is an investment return estimate of 5.4 per cent or total 

investment earnings of $213 million, which was based on the closing March investment 

                                                      
4 https://apps.treasury.act.gov.au/__data/assets/pdf_file/0011/1369784/BChiefMinisterTreasuryandEconomic
DevelopmentDirectorate.pdf 

https://apps.treasury.act.gov.au/__data/assets/pdf_file/0011/1369784/B-Chief-Minister-Treasury-and-Economic-Development-Directorate.pdf
https://apps.treasury.act.gov.au/__data/assets/pdf_file/0011/1369784/B-Chief-Minister-Treasury-and-Economic-Development-Directorate.pdf
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earnings position. 
  
• This comprises interest, dividends, distributions of $94 million (classified as income as per 

UPF) and gains on investments of $119 million (classified as other economic flows as per UPF). 
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