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What estimates are available and how should they be used?
This chapter provides an overview of the strengths and limitations of the method and data used in this report and how the estimates relate to other reporting. 

The expenditure estimates in this report use a refinement of the method used for the 2010 Report and Supplement (IERSC 2010, SCRGSP 2011). The method is described in section 2.1. The estimates for 2008-09 in this report may vary from those in the 2010 Report and Supplement, due to improvements to the method and revisions to the data.

Estimating government expenditure on services related to Indigenous Australians is a complex process, and involves a number of assumptions that affect how the estimates should be used and interpreted (sections 2.2 and 2.3). 
2.1
How is Indigenous expenditure estimated?
The definition and scope of expenditure in this report are consistent with national collections. The expenditure categories are mapped at a high level to the Council of Australian Governments’ (COAG) National Indigenous Reform Agreement (NIRA) building blocks. 

What is the definition and scope of expenditure?
The Indigenous Expenditure Report defines expenditure as:

… all expense transactions undertaken by the general government sector of the Australian, State and Territory governments. (SCRGSP 2012a, p. 12)

Government is defined as the general government sector, which follows the Australian Bureau of Statistics (ABS) Government Finance Statistics (GFS) framework (ABS 2005). Expenditure included in this report is operating expenses
 for all types of government expenditure, including expenditure on both Indigenous specific and mainstream government services. It excludes transactions related to the acquisition of non-financial assets (such as property) but includes expenses related to ‘depreciation’ and maintenance of assets, and ‘capital grants’ made outside the general government sector, or to other governments. 

The following areas of expenditure are excluded: 
· multi-jurisdictional expenditure — mainly expenditure by universities. However, government funding to these agencies is included in this report 

· expenditure by local governments — currently not available in a form suitable for inclusion in this report. The Steering Committee hopes to include local government expenditure in future reports. However, Australian Government, and State and Territory Government payments and grants to local governments are included in this report.
Australian Government, and State and Territory Government expenditure is a combination of: 
· direct expenditure — expenditure on services and programs that are paid directly to individuals, non-government service providers, or local governments. For example, unemployment benefits that are paid by the Australian Government directly to eligible recipients, or expenditure on school education services by the States and Territories
· indirect expenditure — payments or transfers made between jurisdictions, or between different levels of government. A large proportion of Australian government expenditure is indirect (box 2.1). Indirect expenditure includes Australian Government general revenue assistance to State and Territory governments (such as GST payments), which they then allocate to different areas. The data presented in the printed report relates to direct expenditure. Australian Government indirect expenditure is presented in the web-based tables (appendix D). 

How do the estimates relate to Indigenous outcomes?
All expenditure estimates in this report are collected and estimated using a framework that extends the ABS Government Purpose Classification (GPC), which is part of the GFS framework (ABS 2005, 2011).

The GFS classifications are an established framework which provides definitions and classifications for coding and analysing government expenditure (ABS 2005, 2011). The GPC provides a structure for classifying ‘… government transactions in 


	Box 2.

 SEQ Box \* ARABIC 1
Australian Government indirect expenditure

	The key forms of indirect Australian Government expenditure involve financial support to State and Territory governments for the administration and delivery of services through: 

· National Specific Purpose Payments (SPPs) — payments to State and Territory governments to deliver services detailed in the following five SPPs:

· National Healthcare SPP

· National Schools SPP

· National Skills and Workforce Development SPP

· National Disability Services SPP

· National Affordable Housing SPP.

· National Partnership Agreement payments — there are three types of NPs:

· project payments — payments to State and Territory governments to support the delivery of specific projects

· facilitation payments — payments to State and Territory governments to undertake national reforms

· reward payments — payments for State and Territory governments that deliver reform progress or continuous improvement in service delivery.

In 2010‑11, the Australian Government provided $26.2 billion and $25.3 billion to State and Territory governments in National SPPs and NPs, respectively 
· GST and general revenue assistance — payments provided to State and Territory Government without conditions, to spend according to their own budget.

In 2010‑11, the Australian Government provided $47.0 billion in general revenue assistance, nearly all ($45.9 billion) in GST payments. 

	Source: Aus Gov (2010). 

	

	


terms of the purposes for which they are made. … It is especially useful in establishing the trends in government outlays on particular purposes over time’ (ABS 1998, p. 1).

The adoption of the GPC allows consistency between this report and other national expenditure data collections that follow these classifications. In particular, the 2012 Report method provides nationally comparable estimates for 86 expenditure categories that have been mapped against the NIRA (COAG 2011) building blocks, including:

· early childhood — expenditure related to basic skills for life and learning includes expenditure on childcare and preschool, which can be easily identified through the GPC (chapter 4). However, expenditure related to early childhood health could not be separately identified for the 2012 Report, and is included in health expenditure 
· schooling — expenditure related to the development of human capital, including school education, tertiary education and other expenditure on education (such as student transport) can be readily identified through the GPC (chapter 4) 
· health — expenditure related to improving Indigenous Australians’ access to effective health care and improving Indigenous health and life expectancy, including expenditure related to hospital services, community and public health services, pharmaceuticals and aids, and health administration and research can all be identified through the GPC (chapter 5)

· economic participation — expenditure related to improving the participation of Indigenous Australians in Australia’s labour market, including labour market services and social security, can be identified through the GPC (chapter 6) 
· healthy homes — expenditure related to providing essential services that allow for the physical and mental wellbeing of Indigenous Australians, including expenditure on housing services, community and environment services and transport and communication services can be identified through the GPC (chapter 7) 
· safe communities — expenditure related to services that allow Indigenous Australians to feel connected to their communities and be safe from violence, neglect and abuse which can be identified through the GPC (chapter 8). This includes expenditure on public order and safety, community support and welfare, and recreation and culture 

· governance and leadership — expenditure related to the development of a strong governance culture and facilitating effective governance arrangements in Indigenous communities and organisations. While expenditure related to promoting community engagement through participation in recreational and cultural activities is readily identifiable (chapter 8), expenditure on governance and leadership generally does not involve large programs or significant expenditure, and can be difficult to identify under the GPC framework.

To achieve complete coverage across government expenditure, chapter 9 presents estimates for the GPC categories that do not directly relate to any of the building blocks. However, some expenditure in these categories does contribute to the Indigenous reform agenda, such as expenditure for statistical agencies that collect and report information about Indigenous disadvantage.
Identifying expenditure on services related to Indigenous Australians

Government services related to Indigenous Australians are provided through a combination of Indigenous specific and mainstream services. Expenditure on Indigenous specific services can generally be assumed to be exclusively for the benefit of Indigenous Australians.
 The proportion of expenditure on mainstream services that relates to Indigenous Australians is often not documented. This report uses proxy measures of the number of Indigenous users of mainstream services. This can be service users (such as school students) or the Indigenous proportion of the population for expenditure on services to the whole community and infrastructure (such as roads). 

Identifying mainstream and Indigenous specific expenditure, by state and territory

The general framework for apportioning Australian Government, and State and Territory Government expenditure between Indigenous and non-Indigenous Australians involves two stages: 

1. Identify the components of government expenditure — for each service area identify Indigenous and non-Indigenous spending, split by Indigenous specific expenditure and mainstream expenditure, and the ‘direct’ and ‘indirect’ expenditure components for each.
An additional step is needed to identify the split of Australian Government expenditure between each state and territory. The following components of Australian Government expenditure in each state and territory need to be identified:

· indirect expenditure in each state and territory is known and does not need to be estimated
· Indigenous specific expenditure in each state and territory is estimated at the program and cost centre level using state and territory shares of national service use agreed with the Australian Government
· direct mainstream expenditure in each state and territory is estimated at the GPC level using the state and territory share of national service use for each GPC (unless actual state and territory use was known).

2. Prorate (or allocate) mainstream expenditure between Indigenous and non‑Indigenous Australians — estimate the Indigenous share of direct and indirect mainstream expenditure using information on the Indigenous shares of service use, adjusted for:

· under‑identification — Indigenous under-identification is defined as a measure of the degree to which Indigenous service users are not correctly identified or recorded in data collections (SCRGSP 2012b). For example, a service may not ask its clients if they are Indigenous, or a person might be reluctant to identify themselves as such
· cost differentials — an Indigenous cost differential factor is defined as ‘a measure of the relative cost of providing mainstream services to an Indigenous person compared to the cost of providing the same service to a non-Indigenous person’ (SCRGSP 2012b). For example, it could cost more to deliver a health service to people in remote communities
· Indigenous specific service use adjustment factor — when an Indigenous specific service is identified as substitute, it is provided instead of a mainstream service. Because of this, an adjustment is required to avoid double counting and the substitute service use population is subtracted from the mainstream population. 

Once the Indigenous proration is completed, the total Australian governments’ (that is, Australian Government, and the State and Territory governments) expenditure is the aggregate of the individual state and territory expenditure. This results in a different national estimate than what would be achieved if Australian government Indigenous expenditure had been estimated at a national level, as expenditure per person varies across states and territories. 

As previously noted, improvements have been made to the proration method since the 2010 Indigenous Expenditure Report. The proration method used in the current report combines the general estimation method in the 2010 Report for estimating Indigenous and non‑Indigenous expenditure, and the extension to the method applied to the 2010 Report Supplement. This allows for the estimation of Australian Government expenditure in each state and territory and facilitates the reporting of Australian Government, and State and Territory Government expenditure in each state and territory, as well as total government expenditure in each state and territory. As this report is now in its second iteration, unless data quality issues necessitate modification, significant changes to the method are unlikely. 
A more detailed description of the proration method is presented in appendix A. Further information on the proration method used in the Report is provided in the 2012 Report Service Use Measure Definitions Manual (SCRGSP 2012b).
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What expenditure estimates are available and how should they be used?
What expenditure estimates are available?
The method provides estimates of expenditure on Indigenous and non-Indigenous Australians for 2008-09 and 2010-11. Different measures of expenditure can be used to investigate the actual level or patterns of expenditure ($’000), or to make comparisons between services and jurisdictions ($ per person) (box 2.2).

Estimates are provided for 86 expenditure categories, based on the ABS GPC, which have been mapped to the National Indigenous Reform Agreement building blocks. For each expenditure category, estimates are available for:

· direct expenditure — expenditure on services and payments provided directly to individuals, non-government service providers, or local governments. Estimates are available for:
· Australian Government direct expenditure by state and territory
· State and Territory Government direct expenditure 

· total (Australian Government plus State and Territory Government) direct expenditure by state and territory

	Box 2.
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Interpreting expenditure per person

	Throughout this report estimated expenditure is presented on an expenditure per head of population (that is, expenditure per person). This allows the comparison of expenditure between Indigenous and non-Indigenous Australians, and across jurisdictions of different sizes. It also allows expenditure in different service areas to be aggregated and compared on a consistent basis. 

Expenditure per head of population is not a unit cost measure

Expenditure per head of population is not the same as expenditure per user, and must not be interpreted as a proxy for unit cost:

· expenditure per head of population — estimated expenditure divided by the total population

· expenditure per user (unit cost) — estimated expenditure divided by the total number of service users.

Expenditure per user will always be higher than expenditure per person because services are generally provided to a sub-set of the entire population (for example, school education is only provided to school aged children).

	

	


· indirect expenditure — Australian Government expenditure ‘to’ and ‘through’ other governments, such as Specific Purpose Payments and GST payments, by state and territory

· total expenditure — direct plus indirect expenditure estimates (which are reconcilable to end-of-year financial reports) are available for the Australian Government, and State and Territory governments. Australian Government total expenditure estimates are also available by state and territory.

What questions can the estimates help answer?
The components of expenditure can be used to answer different questions about the levels and patterns of expenditure (figure 2.1).

Total (direct plus indirect) expenditure
The total (direct plus indirect) expenditure estimates by the Australian Government, or any of the State and Territory governments could be used to answer questions about governments fiduciary accountability, such as:

· How much did a government spend on each service in a particular year?

· How much of this expenditure was for Indigenous Australians?

· How does this compare with expenditure for non-Indigenous Australians?

· How does this compare with expenditure by other governments?

As total expenditure includes indirect expenditure, it can not be used to measure the actual outlays on services to individuals. 

Direct expenditure
The direct expenditure of a State or Territory government could be used individually — or combined with Australian Government expenditure in that state or territory — to answer questions such as:
· How much did the Australian Government, and/or the State and Territory Government spend on services in a particular state and year?

· How much of this expenditure was for Indigenous Australians?

· How does this compare with expenditure for non-Indigenous Australians?
· How does this compare with expenditure (per person) in other states and territories?

· What is the state and territory share of national expenditure on services?

Figure 2.
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Interrelationships of expenditure estimates 
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The printed report focuses on direct government expenditure on services to individuals in each state and territory. This allows the Australian Government, and State and Territory Government expenditure to be combined and compared within, and across, states and territories. Because this expenditure represents actual expenditure on services provided to individuals, it can also be combined with outcome data to assess the effectiveness of government programs at a high level.

Estimates of total expenditure (direct plus indirect) are available from the project website (appendix D).
Expenditure by type of program
The Report provides estimates of expenditure on Indigenous specific services, and the Indigenous share of mainstream services, which could be used to answer questions such as:

· What proportion of Indigenous expenditure is accounted for by mainstream services?

· Is Australian Government direct expenditure a complement or substitute for State and Territory Government direct expenditure?

· How do these expenditure patterns compare across states and territories (or services)?

The drivers of Indigenous expenditure 
Indigenous expenditure estimates are determined by:

· intensity of service use — component of Indigenous mainstream expenditure that is based on service use (which assumes the cost of providing services to Indigenous and non-Indigenous Australians is the same) plus Indigenous specific services that are a substitute for mainstream services
· additional costs of service provision — component of Indigenous mainstream expenditure that is based on the cost differential (which reflects the additional cost of providing mainstream services to Indigenous Australians) plus complementary Indigenous specific services.

These components could be used to help answer questions such as:
· Why does Indigenous expenditure vary by service (or by state or territory)?

· Why is Indigenous expenditure per person different from non-Indigenous expenditure per person?

· How much expenditure is associated with the additional cost of providing Indigenous services?

· How much expenditure could be avoided by Closing the Gap in service use between Indigenous and non-Indigenous Australians?

· How much expenditure could be avoided if the cost of providing services to Indigenous and non-Indigenous Australians was the same?

What questions can not be answered?

The estimation of the Australian Government, State, or Territory government Indigenous expenditure in a state or territory is a complex task. The method has limitations which has implications for how the data can be used. For this reason, questions that can not be answered include:

· How much money was spent on Indigenous people in Australia? This report only includes general government spending. It does not include capital expenditure, expenditure from private organisations, not-for-profit organisations, or local governments

· How much did a specific department spend? The Report does not provide a breakdown by individual departments as different departments may record expenditure against multiple GPC categories

· How effective is a service? The Report does not evaluate outcomes or the performance of services. Section 2.4 outlines how this report relates to other Indigenous reporting exercises that do include outcome measurement, such as the Overcoming Indigenous Disadvantage Report 

· How much money was spent on Closing the Gap? This report only considers general government spending at the GPC level. It does not report on government expenditure at the individual program or service level which would allow identification of expenditure that aims to Close the Gap in Indigenous disadvantage
· How much expenditure was related to provision as opposed to administration of Indigenous services? This report only identifies general government spending at high levels. It does not split expenditure into different components of service delivery. For example, the cost of delivering medical services in a clinic includes the cost of medical staff and supplies, as well as management and overhead costs. However, the expenditure in this report does not separate this out and only identifies the total cost of delivering the medical service 
· How much benefit did Indigenous Australian get from the expenditure? This report does not estimate how much of the expenditure actually went directly to Indigenous Australians. For example, a jurisdiction may have had expenditure on building a hospital, which would be allocated to the GPC for health. However, individuals do not receive that money or necessarily directly benefit from that building.
Comparing expenditure over time

This report presents 2010-11 data in the printed report, and 2008‑09 and 2010‑11 data in the web-based tables. The data for these two periods are not intended to represent particular benchmarks against which future expenditure should be compared. Caution should be exercised when comparing differences between these two points in time because government expenditure, particularly for more disaggregated expenditure categories, can change over time for a number of reasons, including:

· increase in demand for government services — generally, increases in the level of demand for particular services will increase expenditure, particularly where expenditure based on meeting eligibility criteria is uncapped. For example, expenditure on unemployment benefits or Medicare 

· the effects of inflation — to determine actual movement in expenditure, the effect of inflation needs to be removed. However, it is difficult to distinguish changes in price from changes in the level of services government provide, particularly at an aggregated level. This report does not remove the effect of inflation from time series data, and caution should be taken when comparing data for 2008-09 with data for 2010-11

· new policies and changes to existing entitlements — changes in government policies over time can cause significant movements in expenditure. For example, significant ‘one-off’ global financial crisis stimulus expenditures influenced the 2008-09 estimates. On the other hand, expenditure on many Closing the Gap initiatives did not commence until after 2008-09

· changes to the allocation of expenditure — the 2012 Report Expenditure Data Manual (2012a) provides guidelines for allocating outlays to the appropriate expenditure categories. However, changes in the machinery of government, information systems and accounting policies can result in different allocations of expenditure over time (particularly detailed levels of disaggregation).
Future Indigenous Expenditure Reports are expected to provide more robust information about trends in expenditure over time, as more years of data become available and the quality of data improves.
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Limitations of the method and data 

Estimating the share of government expenditure on services related to Indigenous Australians is complicated and involves a number of assumptions which affect how estimates should be interpreted. Key issues that must be taken into consideration include the reliability of the method, data quality, and the implications of the method. The service delivery context also has implications and is discussed in detail in chapter 3. 

Reliability of the method

To understand the reliability of the method used for this report, three components which combine to estimate total Indigenous expenditure need to be taken into consideration:
· identified Indigenous expenditure — where expenditure on Indigenous specific services and programs can be clearly identified, it does not need to be estimated. This component of total Indigenous expenditure is reliable (however jurisdictions may not have been able to identify all targeted services) 

· estimated on the basis of actual service use — where expenditure is estimated on the basis of actual service use or number of users. In this situation, there is likely to be a closer relationship between the number of Indigenous Australians (as service users) and the cost of providing services. These estimates are conceptually robust, but can have limitations when data quality is low 

· estimated on the basis of share of population — where expenditure is estimated on the basis of the proportion of Indigenous Australians in the population. This approach is used when it is difficult to identify specific users, or the services are collectively used. In this situation, there is not likely to be a direct relationship between individual Indigenous Australians and the cost of providing services. These estimates are still conceptually robust, but are less likely to have day‑to‑day significance to an individual Indigenous person or community.

Table 2.1 outlines these three components for each service area. Each service area is broken down in detailed tables in appendix B. 

These elements can be influenced by several factors which determine the robustness of the estimates such as:

· data availability and quality — the quality of expenditure estimates dependent on the availability and quality of the service use measure data and adjustments used in the estimation process. Expenditure estimates are likely to be more 


Table 2.
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Reliability of model parameters, 2010-11 estimates

	
	Estimated
	
	Information qualitya

	
	Directly
identifiedb
	Service
usec
	Comm.
repd
	Total
exp
	Appr.e
	Qual.f
	Cost
diff.g

	
	%
	%
	%
	$m
	
	
	

	Early child development, and Education and training (chapter 4)

	Early childhood
	33.5
	66.5
	–
	5 191
	A
	B
	C

	School education
	22.9
	75.1
	2.0
	42 041
	A
	B
	B

	Tertiary education
	35.7
	62.5
	1.9
	18 878
	A
	B
	C

	Total
	25.7
	72.4
	1.9
	66 109
	A
	B
	C

	Healthy lives (chapter 5)

	Hospital servicesh
	6.3
	93.7
	–
	41 101
	A
	A
	A

	Public and community health
	60.9
	39.1
	–
	15 820
	A
	A
	B

	Health care subsidies & support
	12.7
	87.3
	–
	35 928
	A
	A
	B

	Total
	27.0
	73.0
	–
	92 849
	A
	A
	B

	Economic participation (chapter 6)

	Labour and employment 
	59.2
	29.0
	11.9
	9 054
	B
	B
	C

	Social security support
	–
	100.0
	–
	89 193
	A
	A
	B

	Total
	13.4
	83.9
	2.7
	98 247
	A
	A
	B

	Home environment (chapter 7)

	Housing
	51.0
	49.0
	–
	8 637
	A
	B
	C

	Community and environment
	52.2
	–
	47.8
	14 739
	A
	A
	C

	Transport and communications
	5.0
	–
	95.0
	20 978
	A
	A
	C

	Total
	39.7
	20.1
	40.2
	44 354
	A
	A
	C

	Safe and supportive communities (chapter 8)

	Public order and safety
	13.6
	76.4
	10.0
	23 899
	C
	B
	C

	Community support and welfare
	34.1
	64.6
	1.4
	31 973
	B
	A
	C

	Recreation and culture
	52.0
	–
	48.0
	7 979
	A
	A
	C

	Total
	25.8
	65.4
	8.8
	63 851
	B
	B
	C

	Other government services (chapter 9)

	General government and defence
	4.4
	–
	95.6
	79 141
	A
	A
	C

	Support to industry
	46.3
	–
	53.7
	6 736
	A
	A
	C

	Total
	10.6
	–
	89.4
	85 877
	A
	A
	C

	TOTAL EXPENDITURE
	23.2
	60.6
	16.2
	451 287
	B
	B
	C


a A subjective assessment of the reliability of service use measure and data: ‘A’ implies good; ‘B’ implies fair; ‘C’ implies poor and ‘D’ implies very poor. b Expenditure directly identified as Indigenous specific (targeted) programs. c Expenditure estimated on the basis of actual service use. d Expenditure estimated on the basis of community representation (comm. rep). e Appropriateness (appr.) — a subjective assessment of how well the service use measure represents the link between service use and cost. f Quality (qual.) — a subjective assessment of the reliability of the service use measure data, including Indigenous identification. g Cost differential (cost diff.) — a subjective assessment of the reliability of the information on the difference in the cost of providing the same service to Indigenous and non‑Indigenous Australians. h Expenditure estimates on ‘Hospital services’ for Indigenous Australians in some jurisdictions should be interpreted with care; in Tas, due to concerns regarding recording of Indigenous status in Tasmanian hospitals, and in ACT and NSW, on account of cross border flows between these two states. – Zero or rounded to zero. 
Source: Steering Committee for the Review of Government Service Provision analysis.
robust where the required data are available and of good quality. In some cases, the required data are not available or are of relatively poor quality 

· reliability of input data (cost drivers and service use measures) — the estimation process uses cost drivers as a proxy for actual expenditure on Indigenous services. Therefore, how well a service use measure represents the link between the service use and costs will affect the quality of expenditure estimates. For example, estimates are likely to be more robust where services:
· are more homogeneous — because it is easier to identify a robust service use measure. For example, health services are generally provided through a complex case mix approach and are less homogeneous than recipients of unemployment benefits 
· are closely aligned with cost centres and administrative portfolios — because it is easier for jurisdictions to allocate expenditure. For example, education services are generally associated with an education department, whereas juvenile justice services involve initiatives from a broad range of agencies and portfolios 
· have direct interaction with individuals — because the link between individuals and service costs is more strongly defined. For example, school students have strong links with education costs, compared to environment and community services that provide infrastructure which people may or may not use.
Data quality

The estimates in this report draw on the best available data, which comes from a range of sources. This includes data on: 

· government expenditure — each jurisdiction has provided total expenditure and Indigenous specific expenditure by service area, following — to the best of their abilities — the guidelines in the 2012 Report Expenditure Data Manual (SCRGSP 2012a) 

Differences in information systems, accounting practices, and the organisation of the machinery of government can affect the quality and comparability of jurisdictions expenditure data. There can for example, be missing or incomplete data, or there can be differences in the allocation of expenditure to the expenditure categories (especially at more detailed expenditure levels)

· service use measures — the quality of Indigenous estimates is dependent on the appropriateness and quality of the service use measure cost drivers. Information on the service use measures and data sources adopted for each service area is provided in appendix A of the 2012 Report Service Use Measure Definitions Manual (SCRGSP 2012b)

· Indigenous under-identification — the accuracy of data on Indigenous service users depends on whether data collections record Indigenous status, as well as Indigenous people’s willingness to identify as such. Some data collections already adjust Indigenous service use for known under-identification, while the level of under-identification is unknown for other collections. Information on how Indigenous under-identification was addressed for each service area is provided in chapter 4 and appendix B of the 2012 Report Service Use Measure Definitions Manual (SCRGSP 2012b)

· Indigenous cost differentials — it is difficult to identify differences in the cost of providing mainstream services to Indigenous and non-Indigenous Australians, as relatively little research has been conducted on this topic. For the 2012 Report, each jurisdiction was provided the opportunity to nominate a cost weight based on empirical data. Where jurisdictions were able to identify the existence of different costs of providing services to Indigenous and non-Indigenous Australians, but did not have sufficiently robust data to support the cost weight, a default cost weight of up to 10 per cent could be applied.
Implications of the method

The method allows for the identification of total direct and indirect Australian Government, and State and Territory Government expenditure by state and territory. For each state or territory:

· direct Australian Government plus total state or territory expenditure equals total ‘non-capital’ government expenditure — this provides a robust estimate of the amounts directly spent by the Australian Government, and State and Territory governments on services in the reference year
 

· total state or territory expenditure less indirect Australian Government expenditure does not equal State or Territory government expenditure from own sources — the Australian Government share of total State or Territory government expenditure can not be reliably estimated from the information in this report because of issues related to indirect expenditure.

State or Territory government expenditure of indirect Australian Government payments can vary from the amounts recorded in Australian Government accounts for a number of reasons including:

· timing — there may be a time lag between the financial period that the Australian Government accounts for the expenditure and the financial period that the State and Territory governments actually make the expenditure
· capital transfers — capital expenditure directly undertaken by the general government sector (such as States and Territory governments) is out‑of‑scope; however, Australian Government ‘capital grants’ made outside general government, or to other governments are in-scope because they are not capital expenditure for the Australian Government
· classifications — the Australian Government records expenditure to one GPC when the indirect expenditure is transferred to State and Territory governments. However, the receiving jurisdiction may record the expenditure to a different GPC when the services are provided to the public. For example GST payments are allocated to ‘other government services’ by the Australian Government, but are spread across all classifications when State and Territory governments ultimately spend the funds.
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How do the estimates relate to other Indigenous and expenditure reporting?

When combined with other information, the estimates in this report have the potential to contribute to a better understanding of the adequacy, effectiveness and efficiency of government expenditure and services relating to Indigenous Australians. This report is designed to contribute information that is not available through other reporting exercises. This report aims to: 

· complement reporting on Indigenous outcomes — by aligning reporting on expenditure with the NIRA and Overcoming Indigenous Disadvantage report outcome frameworks 

· supplement other reporting on expenditure — by providing an Indigenous dimension to expenditure data collected under the GFS framework.

Other Indigenous expenditure reporting 

The current report complements other exercises that also provide data on 


government expenditure on Indigenous Australians:

· Australian Institute of Health and Welfare (AIHW) Expenditure on Health for Aboriginal and Torres Strait Islander people — since 1998 the Indigenous health expenditure series of reports have estimated expenditure on direct health services for Aboriginal and Torres Strait Islander people. The reports include expenditure by all levels of government and the non-government sector, and allow for reliable comparisons of expenditure on Indigenous and non-Indigenous Australians on a service and geographical basis. This report uses the AIHW data on service use and cost differentials to estimate health expenditure for Indigenous and non-Indigenous Australians. The two reports are consistent in method, however may not be directly comparable due to scope, data sources and different reporting periods. Further information on comparability between the 2012 Report and the AIHW report is provided in chapter 5 and box 2.3

	Box 2.
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Australian Institute of Health and Welfare estimates of Indigenous health expenditure 

	The AIHW has been developing and reporting estimates of expenditure on health services for Aboriginal and Torres Strait Islander people since 1998. The latest report, which presents data for 2008-09, was released in June 2011 (AIHW 2011a). A more detailed analysis of expenditure by remoteness and diseases was published in November 2011 (AIHW 2011b).
The AIHW methodology is similar to the Indigenous Expenditure Report methodology, but undertakes the estimation of expenditure at a more detailed level.a Higher level expenditure estimates are derived by aggregating the Indigenous share of expenditure for many different low‑level health service categories. This provides greater scope for analysis at lower levels, and also allows the case-mix characteristics of health services to be reflected more precisely in the aggregated estimates.

Adopting the AIHW methodology for the entire Indigenous Expenditure Report — which aims to identify the Indigenous share of all government expenditure — would be impractical, and would also duplicate the established reporting currently undertaken by the AIHW.

The 2012 Indigenous Expenditure Report estimates of Indigenous health expenditure in 2010‑11 are based on AIHW information on health expenditure patterns in 2008‑09. This assumes that the pattern of expenditure has not change significantly in the two years, which could have implications on the quality of estimates.b

	a The AIHW methodology also has a broader definition of expenditure, including expenditure by individuals, private organisations and governments. b More detail on how AIHW data have been used to derive the health expenditure estimates presented in this chapter is provided in the 2012 Report Expenditure Data Manual (SCRGSP 2012a) and the 2012 Report Service Use Measure Definitions Manual (SCRGSP 2012b).

	

	


· Northern Territory Treasury Indigenous Expenditure reviews — The NT Government has produced two comprehensive reports that identify expenditure on both Indigenous specific programs and on Indigenous Australians’ use of mainstream services (NT Treasury 2006; 2008). These reviews were conducted with the objective of informing

… the ongoing and important debate about government spending on services for Indigenous people by providing a robust and transparent estimate of Northern Territory Government expenditure and revenue that is related to the Territory’s Indigenous population. (NT Treasury 2008, p. 5)

The method of the NT reviews attributes more than half of the Territory’s expenditure to services for Indigenous Australians. It provides a useful example of identifying the Indigenous component of expenditure across a broad range of mainstream services. The Indigenous Expenditure Report takes a similar approach and extends it to all general government expenditure in Australia. 

Other expenditure reporting
As outlined above, this report seeks to align as closely as possible with other public reports on government expenditure. Expenditure by the Australian Government, and the States and Territories can be found in final budget outcome statements, other budget papers, and annual reports. The expenditure in this report is reconcilable to expenditure reported under the Uniform Presentation Framework in these publications (Aus Gov 2008). 
It is important to note that other budget papers and annual reports can be subject to adjustments by finance departments to reflect intra-government transactions. The expenditure in this report may not be directly comparable with agency annual reports or with publications that focus on specific aspects of service areas (such as the Report on Government Services).
COAG policies and agreements

The National Performance Reporting Framework was agreed by COAG in November 2008 — Indigenous specific outcomes are contained in the COAG National Agreements (NA). These include NAs for education, skills and workforce development, healthcare, affordable housing, disability and the NIRA. 

Each NA contains objectives, outcomes, outputs and performance indicators for each sector, and clarifies the roles and responsibilities of the Commonwealth and the states and territories in the delivery of services. The performance of all governments in agreed outcomes and benchmarks specified in each National Agreement is monitored and assessed by the COAG Reform Council (CRC). The Steering Committee for the Review of Government Service Provision was requested by COAG to collate information relevant to the performance indicators in the National Agreements, and to provide it to the CRC. It does this on an annual basis. 

Other Steering Committee reports

· Report on Government Services — The focus of this report is on the equity, effectiveness and efficiency of specific government services. In 1997, the Prime Minister requested the Steering Committee for the Review of Government Service Provision to give particular attention to measuring the performance of mainstream services provided to Indigenous Australians. Since 2003, a separate annual Indigenous Compendium has collated all the Indigenous data from the report. This compendium collates information on the performance of a broad range of services provided to Indigenous Australians. The approach in the Indigenous Expenditure Report is different in that it focuses on expenditure, rather than on outcomes and the performance of services 
· Overcoming Indigenous Disadvantage: Key Indicators — is produced by the Steering Committee for the Review of Government Service Provision (SCRGSP) at the request of COAG. The reporting framework has two tiers: headline indicators for the longer term outcomes sought; and a second tier of strategic change indicators that are potentially responsive to government policies and programs in the shorter term. At a high level, the Indigenous Expenditure Report method maps expenditure to the Overcoming Indigenous Disadvantage report strategic areas for action. 
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�	Operating expenditure is as defined by the ABS Government Finance Statistics operating statement (ABS 2005). 


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


� 	‘Non-capital’ government expenditure excludes transactions related to the acquisition of financial and physical assets but include expenses related to ‘depreciation’ and ‘capital transfer payments’. 
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