	
	



	
	


Appendixes

A
Overview of proration method

The Indigenous Expenditure Report approach to identifying government expenditure on services related to Indigenous Australians is based on the approach used in similar exercises.
 The concepts, methods and data sources for the approach are documented in detail in two companion manuals to this report: 
· Expenditure Data Manual — provides a consistent set of agreed counting rules (definitions, methods, and so on) for jurisdictions to follow when providing expenditure data (IERSC 2009)

· Service Use Measure Definitions Manual — documents the agreed measures used to apportion expenditure between services for Indigenous and non‑Indigenous Australians (IERSC 2010).

These manuals are revised for each report, reflecting the Steering Committee’s commitment to continual development. The manuals for all Indigenous Expenditure Reports are available from the Indigenous Expenditure Report website (www.pc.gov.au/ier/publications/manuals). 

Identifying government expenditure on services related to Indigenous Australians is complex, and involves a process of estimation rather than aggregation, and involves two stages (figure 
A.1):

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.

A.
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Identifying expenditure by service area

Expenditure data for the Indigenous Expenditure Report are provided by the Australian, State and Territory governments following the guidelines outlined in the 2010 Report Expenditure Data Manual (IERSC 2009). 

Figure A.

 SEQ Figure \* ARABIC 1
Data collection and proration process
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This manual provides guidelines for:

· the definitions and scope of expenditure (IERSC 2009, chapter 2) — the Indigenous Expenditure Report defines expenditure as outlays by the general government sector on services to Indigenous and non‑Indigenous Australians

· the allocation of expenditure to each ABS Government Purpose Classification (GPC) service area (IERSC 2009, chapter 4) — the Indigenous Expenditure Report uses the ABS GPC to categorise expenditure by service area. In some cases, the GPC does not provide sufficient disaggregation to map to the National Indigenous Reform Agreement and Overcoming Indigenous Disadvantage report building blocks, and additional sub-categories have been included

· what outlays should be separately identified as Indigenous specific expenditure (IERSC 2009, chapter 3) — services to Indigenous Australians are provided through a combination of Indigenous specific and mainstream services. Expenditure on Indigenous specific services (for example, the Australian Government Indigenous Employment Program) can generally be assumed to be exclusively for Indigenous Australians.

Indigenous Australians can also receive support through services aimed at the broader community (mainstream services), such as mainstream school education services. Expenditure on mainstream services for each GPC subgroup is calculated as the residual of total expenditure less any expenditure on Indigenous specific services that can be identified.

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]
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Prorating mainstream expenditure

The Indigenous share of mainstream expenditure is rarely explicitly recorded, and so must be estimated. The Indigenous Expenditure Report 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 and consumption:

· 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 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 all members of society).

· link between cost and service use — the extent to which service use drives costs. The previous two points highlight the fact that not all costs can be directly associated with individuals. As a consequence, it is important to understand the strength of the link between cost and service use. 

The Indigenous Expenditure Report employs the concept of a service use measure, which attempts to incorporate these three pieces of information to identify the Indigenous share of mainstream expenditure:

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


Where possible, the service use measures are 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 service needs (such as language difficulties) regardless of their location.

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


The concepts and issues associated with the selection and application of service use measures, data for under-identification, and cost differential factors, are discussed in chapters 3 to 5 of the 2010 Service Use Measure Definitions Manual (IERSC 2010).
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Total Indigenous share of expenditure

Total government expenditure on services related to Indigenous Australians is the sum of Indigenous specific expenditure and the Indigenous share of mainstream expenditure:

	Total Indigenous share of 
expenditure
	=
	Indigenous share of mainstream 
expenditure
	+
	Indigenous specific expenditure
	[4]
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�	Including for example, the AIHW estimates of expenditures on health services for Aboriginal and Torres Strait Islander people and the Northern Territory Indigenous Expenditure Reviews.


�	For example, the National Indigenous Reform Agreement defines ‘child care services’ and ‘child protection and support services’ as separate outcome areas, whereas the GPC groups these into one category, family and child welfare services (GPC 0621).


�	There can, however, be some use of these services and programs by non-Indigenous Australians in particular locations (for example, health services in remote communities).
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