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Prorating mainstream expenditure
An overview of the Steering Committee’s approach to identifying government expenditure on services for Indigenous Australians is provided in chapter 1 (section 1.2). 

The proration of mainstream expenditure involves two stages:

1. identifying total expenditure by service area and, where applicable, total expenditure for Indigenous specific services and programs
2. prorating mainstream (that is, non-Indigenous specific) expenditure between Indigenous and non-Indigenous Australians.
This chapter focuses on the definitions, concepts and methods for prorating expenditure on mainstream services. Australian Government expenditure is allocated across states and territories using the approach described in chapter 7 before the methods described in this chapter are applied.

Definitions, concepts and methods for allocating expenditure to GPC categories, and for identifying Indigenous specific expenditure, are discussed in the 2012 Expenditure Data Manual.
An overview of the principles and parameters that are used for estimating the Indigenous share of expenditure on mainstream services is provided in section 2.1. Estimates have their limitations and should be used with care. An overview of interpretation issues is provided in section 2.2.
2.1
Prorating expenditure on mainstream services

Mainstream services are typically targeted at individuals or groups with particular needs (such as people with disabilities), specific policy objectives (for example, public housing or income support) or toward services collectively consumed by the entire community (such as national defence). 
For each service area, Australian, State and Territory governments provide total expenditure and Indigenous specific expenditure, allowing mainstream expenditure to be derived as a residual.
	Total mainstream 
expenditure
	=
	Total 
expenditure
	-
	Indigenous specific expenditure
	[1]


For these mainstream services it is generally not possible to explicitly identify Indigenous Australians’ share of expenditure. As a consequence, the Indigenous share of expenditure must be estimated.

Linking service use to expenditure

The terms of reference endorsed by the Council of Australian Governments (COAG) at its 2 July 2009 meeting, direct the Steering Committee to report on the share of expenditure directed to Indigenous Australians, as distinct from the share of services, or benefit from services that Indigenous Australians receive.

The Indigenous Expenditure Report method estimates the share of expenditure on mainstream services that is attributed to Indigenous Australians based on the impact that Indigenous Australians have on total expenditure (not the benefit that service users receive). This requires an understanding of three important aspects of service delivery:

· service cost drivers — how Indigenous Australians influence expenditure on services requires an understanding of the key service cost drivers. For many services, the number of service users will be a key cost driver (for example, the number of patients for each type of procedure treated in a hospital). For other services, the major cost driver might not be closely related to the number of service users at all (for example, expenditure on foreign aid is not directly related to the characteristics of any population group in Australia)

· Indigenous service use — how service use is defined and measured. Service use is defined differently for different services. For example, it could be based on:

· actual use of service (number of students in schools, or hours of Technical and Further Education (TAFE) study)

· potential use of service (all individuals in a given location are able to access fire protection services when they need them)

· service use through community membership (some services, such as the operation of parliament, are provided to, or on behalf of, all members of society).
· link between cost and service use — the extent to which service use drives costs. The previous two points highlight that not all costs can be directly associated with individuals. 
The Indigenous Expenditure Report employs the concept of a service use measure, which attempts to incorporate all three aspects described above in order to identify the Indigenous share of mainstream expenditure.
A service use measure is a measure of the Indigenous use of services that is closely linked with, or a proxy for, the impact that Indigenous Australians have on the total expenditure of providing mainstream services.
General model for proration
The Steering Committee’s method for proration uses the ‘service use measure’ to estimate the Indigenous share of mainstream expenditure:

	Indigenous share of mainstream 
expenditure
	=
	Total mainstream expenditure
	×
	Service 
use 
measure
	[2]


The approach in equation [2] is extended in practice to recognise that the service use measure might need to be adjusted for: 
· under-identification — the degree to which service users do not identify as Indigenous. For example, a person’s Indigenous status might not always be asked as part of the service process. Alternatively, there might be a disincentive for service users to identify their Indigenous status
· cost differential — the extent to which the cost of providing services to Indigenous and non-Indigenous Australians varies. The provision of services to Indigenous Australians might be more costly ‘on average’ if Indigenous Australians are disproportionately located in remote areas, or if Indigenous service users have additional needs regardless of their location

· Indigenous specific service use adjustment factor — the nature of a substitute Indigenous specific service means that it is given instead of a mainstream service. Because of this, it is necessary to remove the associated service use population if it is included in the mainstream population in order to avoid double counting. 

	Indigenous share of 
mainstream 
expenditure
	=
	Mainstream
 expenditure
	×
	Service 
use 
measure
	×
	Under
-identification
	×
	Cost differential
	×
	Indigenous specific service use adjustment factor
	[3] 


The concepts and issues associated with the selection and application of service use measures and data for under-identification, cost differential factors and the Indigenous specific service use adjustment factor are discussed in chapters 4, 5 and 6 respectively.
2.2
Interpreting expenditure estimates

The Indigenous Expenditure Report method is based on approaches used in similar exercises and benefits from the contribution of a wide range of data and service delivery specialists. However, all estimation processes — including proration — have their strengths and weaknesses. An understanding of the strengths and weaknesses of proration is important for the correct interpretation of the results.

Strengths and weaknesses of proration

The strengths of the proration method include:

· an established approach of estimating components of total expenditure where limited data are available. The proration approach has been used in a number of similar exercises including:

· the AIHW’s Expenditure on Health for Aboriginal and Torres Strait Islander peoples reports

· the NT Government’s Indigenous Expenditure Reviews.

· a relatively inexpensive and timely approach to estimation, if sufficient data are available on the cost drivers of expenditure. Alternative methods, such as a survey of government service providers, could also yield Indigenous expenditure estimates, but it is unlikely that these could be achieved within the same timeframe or budget as for the Indigenous Expenditure Report.
· there are established data sources, or suitable proxies, to estimate many of the cost drivers required for the Indigenous Expenditure Report.

The weaknesses of the proration method include:

· greater difficulty in producing statistical measures of accuracy (such as relative standard errors) as compared to, for example, a sample survey. In future reports the Steering Committee will explore the use of Monte Carlo simulation, where appropriate, to provide quality indicators for the Indigenous expenditure estimates (chapter 5)
· the quality of the estimates are dependent on the selection of appropriate cost drivers and relevant data sources. Proration uses cost drivers as a proxy for the actual expenditure on Indigenous services — so it is possible that the actual delivery of services to Indigenous Australians may not be related to the cost drivers selected. Appendix A of this manual outlines the choice of cost drivers for each service area and appendix D presents the data quality statements

· proration will only provide reasonable estimates of Indigenous expenditure at the GPC subgroup (four-digit) level and above. More detailed analysis — at an individual program level — can not be supported by the proration methodology.

Interpretation of results

The Indigenous Expenditure Report method has been designed to ensure good quality estimates of expenditure at the GPC subgroup (four-digit) level. A detailed assessment of the overall efficiency of particular government programs must be conducted on a case‑by‑case basis, taking into account the objectives and outcomes of the individual programs. 

The estimates do provide a baseline of total Indigenous and non‑Indigenous expenditure that, when combined with other data on use and outcomes, could be used to provide appropriate context for any particular study of efficiency and effectiveness. However, the expenditure estimates in themselves do not indicate whether the existing levels of expenditure are sufficient to meet the needs of Indigenous or non‑Indigenous Australians.
It is also important to note that many mainstream programs do not provide direct services to individuals. As such, the Indigenous status of users is largely irrelevant to the delivery of these government services. Any proration across Indigenous or non‑Indigenous populations is therefore a theoretical construct and is based on the Steering Committee’s assessment of who drives the cost of these government services.

Sensitivity analysis

The estimation methodology draws on many parameters that include an inherent level of uncertainty because of the quality of the data available. Further information on sensitivity analysis, including the application of data quality statements and Monte Carlo methods — and how the results should be interpreted — is provided in chapter 8.
� Conceptually, the derivation of mainstream expenditure should also account for targeted services that specifically exclude Indigenous Australians — non�Indigenous specific expenditure. The Report method currently assumes that non�Indigenous specific expenditure is zero, and its exclusion from the method does not have a material impact on estimates. By not accounting for non�Indigenous specific expenditure, the final estimate of the Indigenous share of mainstream expenditure may be overstated.


� 	The terms of reference are reproduced on page XI of this manual.


�	Australian Institute of Health and Welfare 2009, Expenditure on Health for Aboriginal and Torres Strait Islander People 2006-07, Health and Welfare Expenditure Series no. 39, Australian Institute of Health and Welfare, Canberra.


�	Northern Territory Treasury 2006 Indigenous Expenditure Review, September 2006, NT Treasury, Darwin.
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