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Norfolk Island submission to the Grants Commission

The Norfolk Island Government has made publicutsnsission to the Commonwealth Grants
Commission inquiry into the financial capacity obifblk Island. The Chief Minister of
Norfolk Island, the Hon Geoff Gardner MLA, said &ydthat the submission consists of a 14-
page document responding to the Commission’s tkafis of reference, together with almost
300 pages of attachments.

He said that the entire package includes the Aslkemitorities Plan 2004-2007 and the
Administration Management Plan 2005-2006, whictetbgr provide a large amount of detail
about the policies and programmes of the GoverniarethtAdministration and plans for future
service delivery. The full submission with attacimseis available atvww.gov.nf and
www.ni.net.nf Following is a brief summary of the main points tbe Norfolk Island
submission.

The Government draws attention to the inadequadeiramomplete terms of reference for the
inquiry, which exclude consideration of central gmiment services and revenues. The
submission states that the terms of reference “..taoenarrow and can only lead to a
conclusion by the CGC that Norfolk Island does Imate the capacity to fund the wide range
of services it now provides through traditionatstand local taxes and revenue measures”.

“In light of the fact that Norfolk Island adminisgethree tiers of government (equivalent to
local, state and Commonwealth in the mainland cateis inevitable that there is an overlap
between its equivalents of state and local taxedh Wiommonwealth-type taxes. In the
circumstances, the CGC will be unable to make aggaate assessment if the terms of
reference remain limited to consideration of thecapacity of the Island to raise revenue from
a comparable range of taxes and charges leviedtdty @nd local governments’. A full
assessment would require proper consideration efwthole role of NIG, including the
revenue and expenditure to administer Commonwegtthresponsibilities”.

The Grants Commission inquiry is required to coesithe circumstances of the island”, and
the Government submission details a range of speti@mstances relevant to assessing
Norfolk Island’s financial capacity. These include:

e Culture and traditions

» Population and immigration

» Geography and ecology

» Tourism and related services

« Air services

» Freight costs
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The submission states that “...NIG regards the raamge standard of services provided in
Norfolk Island as appropriate in terms of equivalé&@ommonwealth, state and local

government services having regard to Norfolk Isiendemographic, social and cultural

characteristics. As in other jurisdictions, currenbnomic conditions are also a major factor
in determining levels of service provision. The N&oncerned that the level and standard of
services provided in Norfolk Island will be assesd®y the CGC against “comparable

Australian average levels”. The NIG contends thatre is no comparable Australian

community”.

The government submission also addresses the mmowi$appropriate and community based
services: “...under the internal self-government niaadelace since 1979, NIG has developed
a wide range of programmes to deliver services ggppte to the special needs and
circumstances of the Island community. These ireleducation, health, social welfare, aged
care, environment, police and law enforcement, wkcompensation, culture and arts,
among many others. Most of these services areatelivat costs to the community well below
mainland levels and in a manner that is appropriatethe special circumstances of the
Island”.

Following a review of the current situation regaglrevenue, expenditure and infrastructure,
the Government submission comments directly ordthé terms of reference as follows:

0] “what it might cost to provide State and locgbvernment services, including
depreciation, on the Island at the average range vels provided in the States,
recognising the size and circumstances of the ¢slassuming that the Island
government operates at the same level of efficieasy State and local
governments.

NIG has indicated above why it rejects the conadptaverage levels of service” as being
appropriate for the special circumstances of thddllolsland community. It contends that the
levels of State-type services providaa in most circumstances superior to those inlaimi
mainland communities. NIG bases its recurrent apital expenditure budgets on provision
of services at the level expected by the Norfol&nd community and respectfully suggests to
CGC that these should form the basis of its ass&sisof the appropriate costs for its report.

It is conceded that in the past NIG budgets have atlowed sufficient allocations for
depreciation and/or asset replacement. This isgbatiiressed as part of current planning for
asset management and will from 2006-07 be fullpiporated into NIG budgets and forward
planning for both revenue and capital expenditure.

(i) the capacity of the Island to raise revenuenfra comparable range of taxes and
charges levied by State and local governments a@rtleaaverage levels of these
taxes and charges.

As indicated above, Norfolk Island’s economy is\higadependent on the tourism industry,
with the majority of tourists falling into age arndcome demographic sectors that are
extremely price-sensitive. The Island’s principaarkets are Australia and New Zealand,
meaning that it is competing against domestic dastons currently served by discount
airlines with airfares at far lower levels than aehievable on sectors to Norfolk Island.
Within the South Pacific, most competing destinatibave extremely low wage structures.
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Norfolk Island’s main competitive advantage is thamposes low levels of taxes on tourist
operators, retailers and accommodation houses. sitipo of taxes of the types levied by
State and local governments in Australia would liely to severely damage the
competitiveness of the Norfolk Island tourist inttys resulting in a severe downturn in
tourism and the probable collapse of the Island@emy.

In relation to the taxes detailed in the CGC IssbBaper, NIG is strongly opposed to direct
taxes on employment provision, and is of the vibat ta payroll tax would severely reduce
employment opportunities in the Norfolk Island coomity. Land taxes and land rates would
need careful examination to determine the effet¢tlvwould occur to the unique pattern of
traditional land tenure and the likely negative amfs on Norfolk Island cultural, family,
religious and inheritance values.

(i)  the amount of financial assistance needednrirthe Australian Government to
allow the Island to meet the cost of providing gervices mentioned above
(including the actual cost of servicing its exigtioan agreements) having regard
to the Island’s capacity to raise revenue also nogred above.

NIG is of the view that it already has the capadayraise sufficient revenue to provide
services at an appropriate level. It appreciates dhsistance of the Commonwealth in
providing interest-free loans for some capital vgorland is servicing those loans in
accordance with the loan agreements. While theghtniie a need for further such loans for
future major projects, NIG notes that the Commorithgalaces strict restrictions on its ability
to borrow to fund important public infrastructurghis precludes NIG from raising capital
within its own community through the issue of irsftraicture bonds or other government-
guaranteed securities, thus greatly reducing thenpial to raise substantial local revenue.

(iv)  how much local government funding the Australiarvépment might provide to
Norfolk Island on a basis consistent with local gamment funding applying in the
rest of Australia.

NIG believes that the revenue-sharing arrangemeiits Australia should be based on the
levels of taxes now generated by the Commonweatim fNorfolk Island residents and
business operations, and the cost of services ggdvio Commonwealth entities by the
Administration of Norfolk Island. Since the fullmge of Australian taxes do not apply in
Norfolk Island, and collection of those, which dapdy, is in a different form from mainland
procedures, NIG does not seek full access to Commalth revenue-sharing arrangements.

It is respectfully suggested that CGC should urdertassessment or estimate of the
Commonwealth taxes collected from Norfolk Islandiiduals and businesses and of the cost
to NIG of providing services to the Commonwealthadsasis for its response to draft term of
reference (iv)”".

The Chief Minister said that the Norfolk Island @owment expects to have further
discussions with Grants Commission officers duthejr forthcoming visit.

Geoff Gardner
Chief Minister 21% April 2006
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