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VIEWSON THE COMMISSION’S ASSESSM ENT PROPOSALS
PROPOSED ASSESSMENT
Introduction

In Discussion Paper 2006/11, Commission staff stated they were inclined to assess Services to
Industry expenses equal per capita (EPC), possibly augmented by common factors such as scale
and location, because there was insufficient evidence available to support a differentia
assessment. The ACT supported this view.

In Discussion Paper 2007/37-S, staff now propose a differential assessment for business
regulation expenses premised on the results of the Services to Industry survey. The ACT
considers that the survey results fail to substantiate the case for a differential assessment of
regulatory expenses given concerns with the accuracy of the data. In this context, the survey
results highlight:

the prevalence of policy influence in regulatory expenses - survey expenses are highly
variable and in most cases do not correlate to the proposed broad indicators; and

that the data collection does not provide areliable nor comparable picture of regulatory
activities undertaken by the States.

Commission staff have also been inclined to assess Services to Industry user charges EPC.
Although the issue of user charges were dealt with in Discussion Paper 2007/06 Assessing User
Charges in the 2010 Review, the ACT’s views on user charges are provided in this submission
given the Commission’s overarching decisions on user charges has only recently been provided
to the States.

Unreliable survey results

The reported results suggest that the survey is an unreliable data source. As highlighted in
Discussion Paper 2007/37-S

only asmall proportion of Victorian reported GFS expenses were captured in the survey;
similarly, SA and the NT results cover only half the identified GFS expenses; and

Queensland and the ACT identified regulatory type expenses that were around 25 per
cent greater than those recorded in the ABS Government Finance Statistics (GFS)
collection.

These results draw into question the reliability of the survey, as it appears that some States
sgnificantly under or overstate their GFS expenses and/or the survey was too subjective for
some of the business units surveyed to accurately complete.

The reliance on the survey results are at odds with the Commission’s 2010 Review assessment
guidelines requirement for data sources to be robust. The ACT does not believe the survey
results represent a reliable picture of how, or the extent to which States provide regulatory
services.

If the Commission does use the survey results as the basis for the assessment, addressing the
comments made by the ACT (provided later on in this paper), should at least improve the
consistency of the approach adopted.



Existence of Policy Influence

Notwithstanding the issue of data reliability, when examining the relationship between the
survey results and factor income it indicates that policy choices of governments have an
influence over the costs of regulation. For example, the following diagram shows the survey
expenses for regulation of the mining industry in relation to factor income from mining.

While in general per capita regulatory expenses increase as per capita factor income rises, a
sgnificant divergence exists between WA and the NT’s regulatory expenses eventhough per
capita factor income from mining is roughly similar. This is particularly insightful given that
these two States face similar circumstances in terms of dispersion / distance related influences.
The conclusion which follows is that there are significant policy influences at play.

Also notable from the diagram is Tasmanid s relatively high per capita regulatory expenses even
though factor income remains low.
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Such divergence in regulation expenses indicates that policy choice and the structure of
regulatory agencies play a significant role in determining overall costs. Regulation costs appear
to comprise a minimum base level of regulatory expenses and a variable cost dependent upon
policy choice.

In the absence of robust data to provide a more inclusive picture, the ACT supports assessing
regulatory expenses on an EPC basis.

MEASURING DIFFERENCESIN USE OF SERVICES

Assessment approach — policy tainted size of sector expenses

The ACT's position is that the Services to Industry category should be assessed on an EPC basis
as this would recognise that policy influences are the main drivers of business regulation and
development expenses.



The ACT notes that differing approaches adopted by the States including, but not limited to:
varying resources, regulations, policy approaches, complexity of legislation, and stricter or more
lenient approaches to enforcement are all policy influences that impact on regulatory
expenditure.

Some of these concerns are reflected in the Annual Review of Regulatory Burdens on Business:
Primary Sector Productivity Commission Research Report which highlights regulatory burden
concernsin terms of:

differences in how the same regulation is administered and enforced in different parts of
the country; and

overlaps and inconsistencies between jurisdictions — for a range of definitions, timing
and instruments to achieve the same objective — which impose additional costs when a
new venture is started in another state or territory and limit the capacity of businesses
operating in more than one jurisdiction to reap economies of scale. *

In regard to the first dot point above, the report aso highlights the impact that differing policy
related costs place on businesses:

“ Costs can also be imposed on businesses where different jurisdictions agree to
implement similar regulations, but in doing so they administer and enforce the
regulation differently. The regulation of ammonium nitrate was often raised as an
example where incons stent administration and enforcement of similar regulation
had created unnecessary regulatory burdens, particularly for those in the
agricultural sector.” 2

The extent of policy impacts can also be seen in evidence presented by The Taskforce on
Reducing the Regulatory Burden on Business, which noted that:

"Preliminary analysis by the Productivity Commission, as part of its assessment
of the potential gains achievable through the NRA 2, suggests that the cost of
unnecessary regulatory compliance requirements alone could be as high as
$7 billion per annum, with a significantly higher cost in GDP foregone.” *

In this context, extreme care needs to be taken to ensure that expense data, to which use
disabilities are to be applied, do not overstate the size of the task faced by jurisdictions and their
assessed disabilities. The ACT has concerns that the size of sector expenses, currently assessed
to be in the order of $483.8m is arbitrary.

While policy influences are always inherent in an assessment standard, where State policies are
not overly disparate, averaging such policies produces a reliable standard that reflects ‘what
States do’ on average. However, where State policy influences differ to alarger extent, asin the
case of regulation, the expenses standard is affected substantially by the policies of a few States.
Applying disabilities to such a standard can produce exaggerated disabilities. For example, in
the energy sector Victorids deregulated energy industry has nearly three times as much retail
regulation as Queensland, and this flows through to higher expenses:

1 Annual Review of Regulatory Burdens on Business: Primary Sector, Productivity Commission Research Report, 5
November 2007, page Xix.

2 |bid, page 284.

% National Reform Agenda.

* Regulation for Australia's Federation in the 21st Century by the Productivity Commission - Presentation to the
Economic and Social Outlook Conference, Melbourne, November 2006, page 5.
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“ Compliance costs are three times higher in Victoria, about $10 per customer
compared with $3.50 in Queendand, adding more than $25 million a year to the
costs of some major energy retailers, according to energy research.” °

Productivity Commission research highlights concerns with general mining regulation which
relate mainly to the regulations governing onshore activities, which fall within the jurisdiction of
the States. Regulatory project approvals impacting on exploration and mining licences are
cumbersome, complex and inconsistent across States undermining smooth and speedy project
approvals:

“ An audit of onshore minerals regulations commissioned by the MCA (URS 2006)
found that regulations for exploration, mining project and environmental
approvals are complex, inconsistent and poorly administered. For mining
companies which operate across states and territories, having to deal with several
different regulatory regimes can impose a major cost burden.” °©

It is considered that the proposed regulation data not meet the assessment guidelines criteria
regarding fitness-for-purpose. These data capture influences that vary significantly across the
States, and the impact on expenses is significant beyond being just a the margin. As such, they
do not provide a valid measure of States circumstances as the standard encompasses
non-standard expenses (not the policy of 4 States or more), resulting in an overestimation of
assessed needs. It is considered that the Commission should interrogate the underlying policies
of the States with regard to, for example, legidation to determine the extent to which policies
differ, and the impact this has on the standard.

Further evidence of the extent to which policy impacts vary substantially between the States can
be seen by the Commission’s view that: "...variations in spending on economic development
between States may explain some of the non-linear relationship between economic activity and
actual expenditure.”

In this context, an EPC assessment of both ‘regulatory’ and ‘business development’ activities is
supported given the extent of the policy influences that exist. If adifferential assessment isto be
undertaken for ‘regulatory’ activities, the substantial policy influences impacting on expenditure
will need to be removed to ensure that the assessment of needs is not exaggerated, or
aternatively, the assessed disabilities could be discounted.

The appropriateness of factor income, number of businesses and population as
broad indicators

Factor income

Total factor income represents the value added by factors of production such as labour and
capital, and measures the contribution of industries to the production of each State. The use of
factor income represents a very broad indicator for regulation activities that are driven by the
S ze of the sector being administered.

Given the non-linear relationship between economic activity (in this case factor income) and
actua expenditure, the approach may produce overstated disabilities that are not reflective of
State needs.

® ‘Red taperules, despitethetalk’, The Australian Financial Review, Thursday 12 April 2007.
® Annual Review of Regulatory Burdens on Business: Primary Sector, Productivity Commission Research Report, 5
November 2007, pages 169-170.
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One specific issue of concern is the estimated compensation of employees (COE) and gross
operating surplus (GOS) and gross mixed income (GMI) for the eectricity, gas and water
industry for the ACT. Asthe Commission would be aware, it is uneconomic for the ACT, with
as population of just 330,000 and a lack of natural endowments, to produce its own electricity
and gas. Assuch, the ACT consumes electricity and gas from NSW.

In these circumstances, the consumption of NSW produced electricity and gas by ACT residents
contributes to NSW’ factor income, although in effect, they are paid for by ACT residents.
Conceptually, NSW’ totd factor income would be lower were the ACT not consuming these
products, as less electricity and gas would need to be produced, and therefore, for example, less
employees would be required.

As such, it isimportant that an assessment of disabilities reflects the contribution of each State to
COE, GOS and GMI. Consistent with this, part of NSW' COE, GOS and GMI should be
dlocated to the ACT for the gas and electricity industries. This could be achieved by
determining the proportion of NSW produced e ectricity and gas that is consumed by the ACT,
applying the proportion to the NSW electricity and gas components of tota factor income, and
then allocating thisto the ACT.

Using 2004 Review data an indication of the likely extent of the adjustment (see following
table), 4.6% of the NSW total factor income for eectricity could be alocated to the ACT and
6.5% of the total factor income for gas. Obviously, the latest available data could be used to
determine the allocation to the ACT.

PROPORTION OF NSW ELECTRICITY AND GASCONSUMED
BY THE ACT, 2002-03

Consumption NSW ACT Proportion of NSW
production consumed by
the ACT
Electricty (GWh) 60166 2781 4.6%
Gas(IJx 10%) 102461 6627 6.5%

Source: Commonwealth Grants Commission, Report of State Revenue Sharing Relativities 2004
Review Papers Working, Electricity and Gas, Table 9, page 37.

The factor income use disability should be applied to an expenses standard that removes the
substantial policy impacts of the States, to avoid producing inflated disabilities. If it is too
difficult for the Commission to remove these policy related expenses from the standard, the
results should be discounted.

Number of busnesses/ other factors

The ACT supports assessing the number of businesses portion of the assessment EPC given that:
the ABS has advised that its business establishment data are not fit-for-purpose; and

evidence highlights that the number of businesses undertaking regulated activities would
not be an appropriate indicator of need given that the cost of maintaining the regulatory
environment is often driven by variables (such as new legislation) regardless of the

number of bus nesses;
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- as such, variations in spending on regulation between States are likely to be
responsible for some of the non-linear relationship between economic activity (number
of businesses) and actual expenditure.

Assessing the other factors component on an EPC / population basisis also supported.

Assuming factor income continues to be used, the sectors to include factor income
for

It is understood that the services to industry assessment currently comprises the following major
ABS GFS groups:

Fuel and energy (09);
Agriculture, forestry, fishing and hunting (10);
Mining and mineral resources other than fuels, manufacturing and construction (11); and

Other economic affairs (13).

If factor income is used as the disability measure for the ‘size of the sector’, it would be
preferable to assess disabilities for each of the industries that comprise the Services to Industry
assessment.

The Commission’s proposed assessment sees factor income based disabilities being assessed for
three out of the four GFS groups comprising the expenditure of the Services to Industry
assessment ie. GFS groups 9, 10 and 11. However, it agppears that disabilities are not being
assessed for Other economic affairs (13), and yet the expenditure forms part of the category
standard.

If distortions are not introduced, factor income for the storage component of the ABS ‘transport
and storage’ industry item should be included. This would at least partially capture a disability
relating to one of the services comprising Other economic affairs.

The appropriateness of basing the weights on data collected from the survey of
Servicesto Industry

The ACT does not support basing the weights on data collected from the survey of Services to
Industry as the:

data are heavily policy influenced,;
data are incomplete or incons stent;

alocation of programme / function expenditure to regulation and business development
expenses are subjective; and

alocation of regulation expenses to ‘size of sector’, ‘number of businesses and ‘other
factors for a range of expenses is subjective, particularly given that there are often
several alternate variables driving State expenses and allocation decisions are clouded by
the fact that no causal relationship exists.



In regard to the last two dot points, specific examples regarding the subjectivity of the allocation
of expenses are provided in the section titled: Comments on the services to industry survey and
interpretation of results.

The degree of subjectivity with regard to the allocation of expenses is of concern, particularly if
the impact has a material impact on the assessed disabilities for the services to industry
assessment. The ACT considers that more dialogue between all parties is required to try and
reach agreement on the allocation of funding.

It is aso requested that if the Commission proposes to adopt the suggested methods, sensitivity
analysis should be undertaken to test the robustness of the proposal. For example, if Business
and Industry Development type programme expenses for all the States, which are currently
alocated 90% to ‘sector size' and 10% to ‘other factors', are changed to reflect what the ACT
believes should be the allocation (10% ‘ sector size', 70% ‘ number of businesses' and 20% * other
factors), it is important to see such effects, so that the robustness of the assessment can be
determined.

At this point in time it is considered that the proposed approach does not meet the assessment
guidelines criteria regarding a reliable method - needs to be conceptualy rigorous and
implementable (the disability can be measured satisfactorily). The proposed approach could lead
to perverse outcomes in the assessment of States disabilities whereby increased positive needs
may flow to States in situations where an increase in the factor being assessed occurs (size of
sector) despite the fact that the same States may face lower costs of service provision.

Where increased economic activity / factor income results in increased disabilities, as evidenced
by increased costs of service provision, the proposed assessment method is reasonable.
However, where economic activity results in reduced disabilities, that do not flow into, and are
not reflected in factor income, the assessment method would provide positive needs for some
States even when lower costs of service provision occur. An example of this is provided in the
section titled: Comments on the services to industry survey and interpretation of results.

Whether population or factor income should be used if the number of business
establishments data are not sufficiently reliable for our purposes

It is noted that the ABS has advised that its business establishment data are not fit-for-purpose
and, therefore, they do not provide a valid measure of States circumstances. As such,
aternative measures should be sought.

Significant differences exist between factor income and number of business establishments in
terms of what they measure. Given the assessment guidelines require that disabilities need to be
conceptualy rigorous and measured satisfactorily, and the number of business establishments
data are not fit-for-purpose, using population (EPC approach) appears to be the only viable
dternative.

SHOULD AGRICULTURE EXPENSES BE ASSESSED SEPARATELY?

Should agriculture be a separ ate category?

The ACT does not support agriculture expenses being assessed as a separate category as.

agricultura disabilities can be adequately assessed within the Services to Industry
assessment;



this approach complements the Commissions stated simplicity objectives, with fewer
category assessments and moving parts; and

athough the category standard is material and above the $50 per capita threshold
(approximately $77 per capita), there are grounds for not separating it out, not least the
precedent to combine non-government schooling ($107 per capita) with government
schooling premised on smplicity grounds.

Whether separate disabilities should be assessed for Agriculture expenses

The first method outlined by Commission staff in its Discussion Paper would see disabilities for
agriculture implicitly assessed by determining * size of sector disabilities' using factor income for
agriculture, forestry and fishing; mining; manufacturing; electricity, gas and water; and
construction.

The second method outlined, which focuses on assessing disabilities for agriculture separately,
implies differences in use can be measured by weighting four broad indicators:

agriculture factor income;
factor income for other industries;
number of agriculture bus nesses, and

population.

A separate assessment of agriculture disabilities, however, is not supported as it raises a range of
problems.

Firstly, as the ABS has advised that its agriculture business establishment data are
fit-for-purpose, disabilities relating to ‘number of businesses could be assessed. While this is
reasonable in itself, it raises concerns with the issue of consistency and equity. These issues are
discussed in the response to the next item.

Secondly, only 11% of factor income is attributable to agriculture, and yet agriculture comprises
approximately 28.6% of the services to industry expenses. This raises doubts as to the
robustness of basing disabilities on agriculture factor income.

If the proposal is to go ahead, disabilities based on agricultural factor income should be
calculated and then discounted to apply to the proportion of total factor income represented by
agriculture. That is, discount the factor by 89% so that this factor corresponds to the
contribution of agriculture to total factor income (11%).

This approach would be consistent with what the Commission does in its current assessments.
For example, in the urban transit assessment, for wages associated with the construction costs of
assets, the wages input costs factor was discounted by 65% so that it applied to 35% of capital
expenses as they represented 35% of construction costs across Australia.

Similarly, the Commission discounts the housing market rents adjustment factor by 75% given
that the factor should apply to just 25% of the category as only one quarter of households
requiring assistance had their needs addressed by public housing.

Thirdly, it places more importance on getting the survey results, allocations and interpretation /
disaggregation of regulation and business development expenses correct, given the specific
assessment of agriculture disabilities.



The appropriateness of agriculture business establishments as a broad indicator

In addition to using factor income to measure disabilities, staff also propose that agriculture
business establishment data be used to measure disabilities related to * number of businesses'.

While using agriculture business establishments as a broad indicator is reasonable in itself, it is
not supported as it will produce overstated disabilities and distort outcomes. This is because
business establishment data cannot be used for the other Services to Industry functions (mining;
manufacturing; electricity, gas and water; and construction) which comprise around 71.4% of the
standard as they are not fit-for-purpose.

If adopted, the approach to assessing agricultura disabilities would be inconsistent with the
approach for other functions / programmes. Two separate disabilities (‘Size of sector’ and
‘number of businesses') would be assessed for agriculture and just one (‘size of sector’) for
mining; manufacturing; electricity, gas and water; and construction outcomes. This leads to
equity concerns for those States where agriculture is a relatively less important industry, given
the bias towards agriculture disabilities.

The use of factor income as a broad indicator

The ACT is reasonably comfortable with the use of factor income as a broad indicator per se if
the ABS considers the data to be fit-for-purpose. However, if a differential assessment is to be
undertaken for ‘regulatory’ activities, the substantial policy influences impacting on expenditure
will need to be removed to ensure that the assessment of needs are not exaggerated. The
aternative is to discount the assessed disabilities.

MEASURING ASSESSED UNIT COSTS

The ACT supports the views of Commission saff regarding the need to assess a number of
influences that affect the cost of delivering services.

It is noteworthy that the proportion of expenses being delivered viarural / regional areas, based
on the survey data and the interpretation of that data to date, are relatively small for the more
dispersed States (Qld 24.5%, WA 11.6% and the NT 25.0%).

The fact that these proportions stand in contrast to NSW (48%), a state that is significantly less
dispersed, judtifies the view of Commission staff that considerable policy differences exist
between the States, and as such, an assessment of dispersion related intrastate costs should not be
undertaken.

USER CHARGES

The Commission plans to assess Services to Industry user charges on an EPC basis. The ACT is
concerned with this approach as it is inconsistent with the treatment of user charges for other
assessments

The ACT supports netting off user charges from the Services to Industry assessment as the user
charges are driven, at least in part, by the differences in the size of State economies. That is, by
the size of the sector and the number of businesses in the sector. Evidence of this can be seen by
the fact that the Commission plans to assess Services to Industry disabilities for the ‘size of
sector’ (factor income based disabilities) and ‘number of businesses in the sector’ (disabilities
based on the number of agricultural businesses).



Commission staff in DP CGC 2007/06-S Assessing User Charges, singled out three assessments
where differences in state capacities to raise revenues have been traditionally assessed:

admitted patients due to differences in the number of private patients attending public
hospitals;

justice services because of differences between the States in the numbers of entities that are
likely to litigate; and

other services for which differences in the size of State economies and visitors to national
parks were recognised as having an impact.

The Commission proposed in CGC 2006/11 that private patient fees be offset against the
admitted patients expense category because ‘similar disabilities affect the cost of delivering
services to private patientsin public hospitals and the amount of revenue that can be raised from
them'.

In this context, the ACT supported the Commission’s views on:
netting admitted patient user charges off the admitted patients assessment as:
- they do not meet the $50 and $30 materiality tests; and

- the Commission recognises differences in State population characteristics impacts on
the cost of providing services, and the additional revenues raised from the same
population or user group should also be assessed as they partially offset these costs (a
State which is assessed as having above average costs due to more private and/or
public patients should also have the above average revenues collected from these users
reflected in the disabilities); and

netting off revenues from the justice services assessment given that:
- they do not meet the $50 and $30 materiaity tests;

- the same disabilities which affect civil court fees and police fines influence the
corresponding expenses — consistent with the conclusion reached by the Commission
in DP CGC 2007/17-S.

To be consistent, the Commission should net off user charges from the services to industry
assessment given that similar disabilities affect the cost of delivering services to industry and the
amount of revenue that can be raised from them. In the past, the Commission has recognised
that there were differences in State capacities to raise revenues for the other services assessment
asthey were, in part, driven by the size of State economies.

As the proposdl is to assess positive expense disabilities for those States with arelatively larger
‘dze of sector’ and greater ‘ number of businesses in the sector’, concomitantly, these States are
aso able to offset them to arelatively higher degree by higher revenues (as sector size and the
number of businesses are greater). As such, these revenues should be netted off, in a similar way
to the proposed admitted patient and justice services assessments.
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COMMENTSON THE SERVICESTO INDUSTRY SURVEY AND
INTERPRETATION OF RESULTS

Expense Purpose

General approach

The ACT notes that when an expenditure program or function scores a ‘ranking of 5, the
Commission has allocated 60% of the expense to regulation and 40% to development, which
results in a bias towards regulation. It is considered that in this case, a more rational approach
would be to alocate 50% of such expenditure to regulation and 50% to development. A similar
issue exists with other rankings and allocations.

An incremental ranking system should be adopted with an increase in the ranking corresponding
to the relative percentage, so that the mid-point, a ranking of 5, would equate to 50% regulation
and 50% development. As seen in the following table, currently staff’s approach results in a bias
to regulation, and the approach does not cater for aresult of 50% / 50% - between rankings 5 and
6, there is a difference of 20 percentage points, rather than 10 percentage points.

It is suggested that the Commission adopt the blue percentages for the corresponding ranking.

RANKING / ALLOCATION SYSTEM FOR SERVIESTO INDUSTRY SURVEY

Ranking Proposed Current CGC
per centage (%) per centage (%)
Regulation Development Regulation Development
0 100% 0% N/A N/A
1 90% 10% 100% 0%
2 80% 20% 90% 10%
3 70% 30% 80% 20%
4 60% 40% 70% 30%
5 50% 50% 60% 40%
6 40% 60% 40% 60%
7 30% 70% 30% 70%
8 20% 80% 20% 80%
9 10% 90% 10% 90%
10 0% 100% 0% 100%

Business and Industry Development programmes

In regard to the Chief Minister's Department, Business and Industry Development program
(which contains expenses on: proof of concept grants; commercialisation grants; collaboration
grants; industry development; accelerating business Innovation Program; ACT Export Growth
Program; ACT business Incentive Fund; Canberra Business Development Fund; and National
ICCT Australia), the Commission has allocated thisa ‘ranking of 1'.

The ACT advises that the major component of the program is devoted to industry assistance. In
this context it is suggested that a more appropriate expense allocation would be a ‘ranking of 8,
with 80% of expenses allocated to development, and 20% to regulation.
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Other areasqueried

The following provides a listing of some of the concerns with the current allocation of funding
by expense purpose. These concerns have been picked up in reviewing the spreadsheet provided
by the Commission, and have therefore been queried in the absence of the actual survey
responses provided by the States. As such, the Commission may have interpreted the results
correctly given its access to the detailed responses:

the treatment of biosecurity is inconsistent across States — it is ranked as 1 for Qld, 2 for
WA, 3 for SA, 4 for Tasmania and 1 for the NT — it is considered that a middle level
ranking of around 4 or 5) is reasonable for biosecurity programs as they contain a mix of
regulation (in the form of quarantine arrangements) and development (access to
international markets viareducing disease):

- according to the Commonwealth department Biosecurity Australia, their role is to:
‘provide science based quarantine assessments and policy advice that protects
Australia’'s favourable pest and disease status and enhances Australia's access to
international animal and plant related markets. ’

NSW’ survey tourism expenses of $48.8m for 2005-06 are significantly below the
expenses of $68.1m recorded in the 2007 Update for the same year (page 285, Relative
Fiscal Capacities of the States 2007);

why 33% of NSW’ Department of Primary Industries * Science and Research’ program is
allocated to regulation — this does not appear to align with the allocation of 100% of the
NSW Research and development grants ‘Medical science and biotechnology’ program to
development nor the allocation of 100% of the QId ‘Delivery Science’ program to
development;

why 22% of the Queendand Department of Primary Industries and Fisheries Industry
development program expenses have been allocated to regulation;

why 22% of the Queendand Department of Primary Industries and Fisheries Industry
‘Regional delivery science program expenses have been allocated to regulation, when
100% has been allocated to development under the ‘Delivery science’ program — we see
the latter as the correct interpretation;

the Qld Department of Tourism, Fair Trading and Wine Industry Development Tourism
services program appears to have an incorrect ‘ranking of 1' (it should be ‘10’), although
the allocation of expensesis correct;

why a proportion of the WA Tourism Commission expenses have been allocated to
regulation, particularly the program titled ‘industry development’ - we fail to see why any
tourism expenditure is allocated to regulation (the ACT’s tourism expenses have been
correctly ‘ranked as 10’ and allocated 100% to development);

WA’ s survey tourism expenses of $59.8m for 2005-06 are significantly below the expenses
of $86.6m recorded in the 2007 Update for the same year (page 285, Relative Fisca
Capacities of the States 2007);

Tasmania's survey tourism expenses of $36.7m for 2005-06 are below the expenses of
$46.8m recorded in the 2007 Update for the same year (page 285, Relative Fiscal
Capacities of the States 2007); and

" See http://www.daff.gov.au/ba
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NT’s survey tourism expenses of $38.5m for 2005-06 are below the expenses of $46.8m
recorded in the 2007 Update for the same year (page 285, Relative Fiscal Capacities of the
States 2007).

Economic environment expenditures

Business and Industry Development programmes

In terms of assessing the economic environment expenditures and alocation of funding to ‘ sector
size', ‘number of businesses and ‘other factors', the decision regarding how to alocate expenses
is often fairly straight forward.

However, a number of the expenses and consideration as to how they might be disaggregated is
subjective, particularly given that there are often severa aternate variables driving State
expenses and thisis clouded by that fact that no causal relationship exists.

For example, in regard to the Chief Minister's Department, Business and Industry Development
alocation (programmes as outlined previoudy), 90% is allocated to ‘sector size' and 10% to
‘other factors'.

While ‘sector size¢ and ‘other factors affect these expenses, ‘number of businesses
predominantly drive the ACT’s costs for this program. It is considered that for this program,
10% of the expenses should be allocated to ‘ sector size' and 70% to ‘number of businesses and
20% to ‘ other factors'.

The allocation of the predominant proportion of expenses to ‘number of businesses' is requested
as this reflects the costs involved with business licensing, development, attraction and assistance.
The volume of economic activity (‘sector size') is asecondary driver, with the main driver being
the number of businesses that require licensing and are selected for assistance according to a
range of criteria. The population, in terms of their location and mix (eg. influx of residents with
small business background and skills) also drives expenses.

It is very difficult to determine any causal relationship. However, a buoyant economy has less
impact on expenses than the number of businesses per se, although a strong economy does lead
to more business licensing, but not necessarily more export assstance or attraction expenses
which can be higher in a depressed economy (export assistance may rise in less buoyant times as
the weakness of the Australian economy is reflected in a generally lower Audralian dollar,
which increases competitiveness and encourages export activity).

In terms of this item, one component of business development is the Canberra Business
Development Fund (CBDF) which is designed to provide digible businesses located in the
Canberra Region with a source of capital funds through equity investment. The CBDF is a joint
venture between the ACT Government and Australian Capital Ventures Limited.

The CBDF invests in early stage companies that require capital to expand their business
operations. Monies invested ass &ts with expansion strategies by providing working capital for a
combination of activities such as (but not limited to):

expanding salesin current or new markets; or
increasing production capacity; or

undertaking further product development.
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In this case, while funding in a general sense can be driven by economic activity (‘ sector size'),
it is a very broad measure that does not reflect the major driver of costs — the actual ‘number of
businesses. That is, the nexus between economic activity and CBDF funding is a lot weaker
than the relationship between ‘ number of businesses' actually eligible for CBDF funding. Asthe
Commission’s allocation criteria is based on: ‘attributing the expenses to the factor that is most
likely to cause and increase or decrease in a State's expenditure on the service in question’,
most of the expenses should be allocated to ‘ number of businesses .

Tourism programmes

The treatment of tourism appears to be inconsistent. For the ACT’s Tourism programme, the
Commission has allocated 60% of expenses to ‘sector size' (economic activity) and 40% to
‘other factors (for example population). For NSW, 60% is allocated to ‘ sector size' and 40% to
‘other factors'. In Queendand, the ‘tourism services program is alocated 20% ° sector size',
20% ‘number of businesses and 40% to ‘other factors. For WA, the destination marketing
program expenses are allocated to 60% ‘size of sector’ and 40% °other factors', while visitor
servicing is allocated 40% ‘ sector size’, 20% ‘ number of businesses' and 40% to ‘other factors' .

In addition to the allocation inconsistency, the ACT does not support these allocations which
overesimate ‘sector siz€ and ‘number of busnesses, and underestimate ‘other factors.
Population and other factors are considered to be the major driven of expenses, not economic
activity. The planning and marketing of tourism occurs irrespective of economic activity, and
irrespective of whether the economy is growing or declining.

Indeed, it is relevant that the Commission has noted that: ‘ Other factors' such as population may
be more relevant influences on programs such as those targeted primarily at consumer
protection [consumers].’ 8

This suggests that expenses targeted at consumers, as is predominantly the case for tourism
marketing, should be adlocated to ‘other factors'.

In work undertaken for Tourism Australia: An assessment of the Australian domestic tourism
market 2006, a comprehens ve analysis of the main drivers of domestic tourism were undertaken.

Economic modelling was undertaken using 27 variables to categorise and rank the importance of
the three broad economic determinants of tourism activity. This modelling concluded that for
domestic leisure tourism, travellers income is the most important determinant of domestic
tourism activity, followed by consumer sentiment and then price variables. These most
appropriately relate to ‘other factors'.

In this context, the allocation of tourism expenses to ‘ size of sector’ (factor income) and ‘ number
of businesses is largely ingppropriate given that increased economic activity and businesses
numbers does not drive increased government tourism expenditure.

The report aso highlighted the importance of population influences on tourism, and in particular,
socio-demographic (SDC) drivers, such as the impact of an ageing population. The domestic
travel industry faces the challenge of providing travel packages to meet the changing vaues,
behaviours and attitudes of an older population. Further, as retirees tend to have more time
available for travel, a higher proportion of retirees in the population may boos total travel
activity. This research shows that SDC influences are an important driver of tourism activity,
and that government tourism programmes need to respond to demographic changes.

8 CGC staff email: R2010: Services to industry survey enquiries to the States, 17 January 2008.
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The Tourism Australia report Travel by Australians (Quarterly results of the National Visitor
Survey), highlights that for the year ended September 2007 the majority of tourism (83-84%)
was undertaken for leisure related purposes. Business related tourism accounted for around
15-19% of tourism.

This clearly shows that around 15% of tourism is attributable to ‘sector size' and ‘number of
businesses (indicators that capture business related activity) and the remaining 85% is
attributable to ‘ other factors' (indicators that capture consumer / leisure related activity).

DOMESTIC TOURISM VISITORS, VISITOR NIGHTSAND EXPENDITURE BY
PURPOSE OF VISIT - YEAR ENDED SEPTEMBER 2007

Vigtors Visitor Nights M odelled
per cent per cent expenditure per
cent

Holiday and leisure 44% 49% 58.3%
Visiting friends and/or relatives 34% 30% 19.9%
Other (includes visiting for education,
employment and medical reasons) 5% 5% 4.4%
Leisurerelated - Sub-total 83% 84% 83%
Business 19% 15% 17%
Total 102% * 99% * 100

* Components may not add to total as overnight visitors may visit more than one State/Territory on atrip or
may report several purposes for visiting various locaions on a trip; total includes visitor nights for which
purpose of visit has not been reported; tota includes unspecified and offshore visits that could not be
allocated to a State/Territory.

Source: Travel by Austraians (Quarterly results of the National Visitor Survey), Tourism Research
Australia, Tables1 and 27.

Based on this evidence, the bulk of tourism expenditure should be allocated to ‘other factors.
We suggest that for State tourism expenditure as a whole, an allocation of 5% * sector size’, 10%
‘number of businesses’ and 85% to ‘other factors should be adopted.

Other areasqueried

The following provides a listing of some of the concerns with the current allocation of funding
by economic environment drivers:

biosecurity expenses for QId are allocated 40% * sector sze', 40% ‘number of businesses
and 20% ‘other factors — we consider that the economic ‘other factors weight is
significantly underestimated. The population factor is significantly more important than
stated. While authorities need to monitor entry points in Australia for disease, once a
disease gets into Australia, as evidenced by the recent Equine Flu Influenza, it is the
population concentration, movement and location that is significant. We would suggest a
weighting of 30% ‘sector size’, 30% ‘number of businesses and 40% °‘other factors')
(‘other factor’ has a significant impact, isinconsistent across States; and

100% of expenses for the QId ‘science, technology and research indusiries’ program is
allocated to ‘sector size', when there are grounds for alocating a proportion to ‘ number of
businesses' — it is suggested that there would be a 50% weighting for these two items.
Similar programs in other States should have similar alocations too.
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Approach to assessing needs

The Commission has noted that the allocation of expenses according to economic environment
factorsis amed at ‘attributing expenses to the factor that is most likely to cause an increase or
decrease in a Sate’ s expenditure on the service in question’.

It is notable that a factor can cause two opposing effects — lead to an increase in State's
expenditure or a decrease in State's expenditure. It is not clear, however, how the Commission
will conceptually deal with this situation.

This approach could lead to perverse outcomes in the assessment of States disabilities. For
example, for those States with positive factor income based disabilities, which reflect the impact
of the ‘size of sector’ — QId, WA and the NT ® a redistribution will occur in their favour,
reflective of increasing expenses arising as aresult of the impact of increased economic activity.

However, the same States will also receive a favourable redistribution in cases where increasing
economic activity results in the need for a State to spend less on programmes to provide an
average level of service. For example, as economic conditions improve, less needs to be spent
on atraction as those more buoyant States automatically attract businesses without the need to
offer industry attraction assistance.

Despite the need for less or no industry attraction expenditure, those States with above average
factor incomes will continue to receive positive needs. This is a perverse outcome which will
not necessarily be ameliorated by a reduced attraction related expenditure standard as average
expenses will not necessarily fall due to policy choice, and less attractive States may spend more
to obviate the effects of the faster growing States eg. resource related driven growth.

Where increased economic activity / factor income results in increased disabilities, as
evidenced by increased costs of service provision, the proposed assessment method is
reasonable. However, where economic activity resultsin reduced disabilities, that do not
flow into, and are not reflected in factor income, the assessment method would provide
positive needs to some States even when lower costs of service provison occur .

The Commission needsto adjust the proposed assessment methodsto ensure that increased
above aver age needs are not provided to Statesin situationswhere an increase in the factor
being assessed resultsin lower costs of service provison.

® Assuming no separate assessment of agriculture.
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