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Executive Summary

Initial review of the Regional Responsibility Cost Adjustor and consultation with councils
The State Grants Commission commenced this review in 2018 as a periodic review of the
Regional Responsibility Cost Adjustor (CA) (Discussion Paper DP18-01 - Regional Responsibility
- The obligations that come with being a major regional hub). This review looked at matters
relating to the logic of the current Regional Responsibility CA, and the basis on which the
judgement of weightings assigned to councils have been determined. The Commission has a
strong preference for independent measures and data sources to inform its modelling.
However, the 2018 review failed to identify any independent measures or data sources that
were available for many municipalities on which to base or assign weightings used by the
Regional Responsibility CA in the Commission’s Base Grant Model (BGM). The Commission
formed the view that there were unresolved questions in relation to both definition and
calculation within the cost adjustor.

As a result of this initial review and research, the Commission determined that a more detailed
review of the broader impact of non-residents needed to be undertaken and that the review
needed to consider options for a broader replacement indicator of impact.

Further review and consultation with councils on non-resident impacts

As a consequence, the Commission then engaged with councils in 2019 about the broader
impacts of non-residents on councils (Conversation Starter C519-02 - Provision of Services to
Non-Residents). The Commission's intent was to have more extensive conversations with
councils as to the specific impact on council operations of the various streams of non-residents
in their respective municipalities. While councils responded by continuing to report a range of
areas in which they were impacted by non-residents (e.g. waste management, public facilities,
sport and recreation facilities; roads), councils were generally unable to quantify these impacts
in a way which would help the Commission to independently model the related disadvantage.

As a result of the conversations, the Commission had not been able to progress a more
rigorously defined or data based measure of impact of non-residents on councils.

Other Commission observations

During this review, the Commission has also had the opportunity to visit many councils, and
has seen first-hand some of the improvements to or new facilities that have been built in most
municipalities. While the majority of facilities have been sports focused, some facilities have
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been more broadly recreationally or services oriented. The Commission has also heard how
some of the funding of these facilities has been through a range of grant programs, and often
the grant programs include assessment criteria which focus on benefits of the facility to the
region rather than just the municipality.

The next stage

While most councils are impacted by non-residents to differing degrees and directions, the
current Regional Responsibility CA is not well defined and does not provide a measurement
system which is capable of being effectively applied across all councils. While the Commission
understands that it needs to apply judgement where necessary, the Commission is of the view
that the expenditure re-allocative "power" of the current Regional Responsibility CA is too large
for a measure based entirely on judgement.

Therefore, the Commission has determined that the current manner of recognising the impact
of non-residents on councils using the Regional Responsibility CA needs to change.

The Commission is now canvassing four scenarios for discussion with councils. These are:

1. review the weightings based on current facilities and/or reduce the redistributive
effect/range factor used by the current Regional Responsibility CA (i.e. redistribute less
funding/change how the Regional Responsibility CA impact is distributed);

2. introduce a special expenditure allowance for special cases;

3. review the impact of other non-resident type cost adjustors the Commission currently
uses; and

4. design and adopt a new Regional Service Industries cost adjustor (e.g. one based on
employment in service industries, similar to the approach used by the Victorian Grants
Commission).

The Commission is seeking feedback from councils on the scenarios proffered in this Discussion
Paper. While feedback is sought on the scenarios, the Commission is currently favouring the
fourth scenario as the most logical and defendable way of measuring impacts on councils in
order for the Commission to assess relative needs in accordance with the major criteria of its
decision making, that is, horizontal fiscal equalisation (HFE)* and effort neutrality?.

While the Commission is currently consulting on this proposed methodology change, the
earliest implementation of any changes to the BGM methodologies arising from this review
would first apply in the making of the 2021-22 Financial Assistance Grant allocations.

! HFE ensures that each local governing body in the State/Territory is able to function, by reasonable effort, at a standard not
lower than the average standard of other local governing bodies in the State. It takes account of differences in the expenditure
required by those local governing badies in the performance of their functions and in the capacity of those local governing
bodies to raise revenue.

? An effort neutrality/policy neutrality approach is to be used in assessing expenditure requirements and revenue raising
capacity of each local governing body. This means as far as practicable, policies of individual local governing bodies in terms
of expenditure and revenue effort will not affect the grant determination.
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Whilst encouraging written feedback from councils by 20 January 2020, the Commission is very
aware of the complexity of this issue and is therefore willing to have verbal discussions on the
proposal as part of the 2020 hearings and visits. '

The closing date for written submissions after the hearings and visits is Friday,
28 February 2020.

Following feedback from councils and assuming the Commission is in a position to enable
decisions to be made, the Commission expects to publish its preliminary position on this issue
later in 2020. This will provide councils with a further opportunity to comment before any
solution is implemented.
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Review Context

The State Grants Commission (the Commission) is an independent statutory body established
under the State Grants Commission Act 1976 and is responsible for recommending the
distribution of Australian Government and State Government funds to Tasmanian local
government authorities. To ensure that the distribution of available funds is as equitable and
contemporary as possible, the Commission continually monitors council practices and updates
assessment methods and data where appropriate.

As part of the Commission’s review process, and in accordance with the Commission’s Work
Plan, the Commission has been reviewing the impact of non-residents on councils. This initially
commenced as a review of the Regional Responsibility CA, but has subsequently broadened to
become a bigger picture review of the Commission’s cost adjustors that are designed to
account for the relative impacts that councils experience as a consequence of having to service
populations that are larger than their normal residential base as a result of certain
characteristics or the location of their municipality.

The Commission has prepared some scenarios as to how it could progress a solution to this
issue and these are detailed in the following pages. The Commission is now seeking council
feedback on the scenarios canvassed in this paper.

The Commission, in deciding how it operates and applies the National Principles, has developed
its own set of principles to guide its decision making. These are the State Principles, which are
detailed in Attachment 2 of the Commission’s methodology publication: Financial Assistance
Grant Distribution Methodology. One such principle relates to Data quality and sources, and
has been replicated below for the purposes of understanding a key factor in the Commission’s

objectives from this review.

o Data quality and sources

The Commission takes the accuracy and consistency of data very seriously and actively seeks to
increase the integrity of the data used within its assessments. The Commission has a strong
preference for independent measures and data sources to inform its modelling, while being able
to exercise broad judgement in its deliberations in relation to sources of data.
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The Commission actively seeks to increase the integrity of the data used within the
Commission’s assessments and ensure its methods are contemporary and equitable across
councils. The Commission may exercise its judgement and adopt alternative information
sources where it considers such to be justified.
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Background - Non-Resident Impact
Review to date

Non-Resident Impact Cost Adjustors in the Base Grant Model (BGM)

The Commission assesses the relative needs of councils in Tasmania using a model it calls the
Base Grant Model (BGM). The BGM is designed to comply with the National Principles for the
distribution of funding provided by the Australian Government, the primary principle being
HFE.

The BGM includes all of the formulae and processes by which the Commission determines each
council’s relative need for Financial Assistance Grant funding. The BGM, amongst other things,
applies cost adjustors to each council’s “standard” expenditure to convert it to a standardised
expenditure for each expenditure category for each council. Fach cost adjustor aims to assign
a graded ranking based on each council’s particular circumstances and thus the relative
advantage or disadvantage for the particular issue under consideration. Collectively, these
individual expenditure assessments combine to inform the Commission of each council’s total
expenditure requirement, and helps determine each council’s relative need for financial
assistance, and thus the relative share in the Financial Assistance Grant funds made available
by the Australian Government.

The Commission currently recognises eleven cost adjustors in its BGM. These cost adjustors
can conveniently be broken into groups of issues that they aim to address or measure - namely
resident services type cost adjustors, economies of scale type cost adjustors, non-resident
services type cost adjustors and geographical type cost adjustors. For the purpose of this
paper, the focus is primarily on the Commission’s non-resident type cost adjustors, as follows:

Non-Resident Services type Cost Adjustors
Absentee Population: This cost adjustor recognises a council may have to support a much
higher seasonal population when "absent" property owners move back (e.g. holiday
homes). This cost adjustor adjusts for the additional “population” based on unoccupied
dwellings that must be serviced within a municipality, when the additional population does
not live in that municipality on a permanent basis.
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Worker Influx: This cost adjustor recognises that some council services may have to include
workers whose employment brings them into the municipality from other municipalities.
The Worker Influx CA is designed to reflect the additional costs imposed on municipalities
that have significant daily net influxes of non-resident workers.

Regional Responsibility: This cost adjustor recognises that councils may actually have
responsibility for a wider population than just the residents within its boundaries. This cost
adjustor is applied to the relevant expenditures of those municipalities that provide
particuiar services recognised as being not only for their own residents but also for servicing
the residents of surrounding municipalities.

The weightings assigned by the Commission for this CA are based on its judgement and are
not based on reliable and comparable statistical data.

Tourism: This cost adjustor recognises that tourist numbers reflect a larger population than
the number actually resident within the municipality and recognises that councils generally
incur additional costs as a result of tourist influx through increased use of council resources
and infrastructure.?

The current matrix of the application of these cost adjustors across the various expenditure
categories in the Commission’s BGM is as follows:

TABLE 1: COMPOQUNDED COST ADJUSTORS
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3 The Cominission had initially decided to phase out the Tourism Cost Adjustor from the BGM due to loss of a data source.
The phase out was to be over two years, commencing from the 2018-19 Financial Assistance Grant Allocations. The first year
of the phase out occurred in 2028-19 by reducing the redistributive effect by 50 per cent. In light of the Commission’s review
into the impact of nen-residents, the Commission has suspended the phase out until after it considers the outcomes resulting
from this review. This CA will require further review in the future,
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Details of the redistributive effect of each of these cost adjustors had in the 2019-20 BGM are
provided in Appendix 1.

The challenge

Determining the extent to which a council caters for its own people, as well as people coming
into a municipality from surrounding municipalities or other locations (e.g. interstate or
overseas), has been a contentious issue for many years. Every Local Government Grants
Commission (LGGC) in Australia has grappled with this issue due to the existence of obvious
regional patterns where certain councils play a greater role in providing regional infrastructure
and services than others. Sometimes these regional patterns exist as a result of building on a
natural features of a location or area and some are due to services and facilities developed by
the relevant council. However, finding measures of such impacts, or drivers for regional
responsibility expenditure have remained elusive. Various approaches have been adopted by
LGGCs seeking to capture this impact as best they can, but in recent times several LGGCs have
ceased to apply such measures due to the lack of a suitable objective measure that captures
that part attributable to “responsibility” and that part attributable to policy decisions.

The 2018 Review - Discussion Paper DP18-01 - Regional Responsibility - The obligations that
come with being a major regional hub

Discussions held in 2018 relating to the Commission’s current allowance for Regional
Responsibility resulted in little agreement among councils as to how to define and quantify the
obligations of a council providing services to cater for a regional area. Discussions with councils
indicated that the logic behind the current Regional Responsibility CA, the methodology used
in the assessment (including the weightings currently applied) and current trends and
developments in the delivery of regional services meant a review was needed. The options
suggested as part of that discussion paper did not receive support from councils.

As a consequence, the Commission decided it needed to consider the issue from a broader
perspective.

The 2019 Conversations - Conversation Starter CS19-02 - Provision of Services to Non-Residents

The 2019 discussions were generally more focused on impacts than was the case in 2018.
However, with a small number of exceptions, specific measurement of the impacts of
non-residents on councils in most cases was missing, with councils generally only able to
provide anecdotal evidence that service provision needed to be higher, but unable to separate
the impacts between the base service level to meet their residents and the extra service level
required for the non-residents.

However, the Commission did find that the 2019 discussions provided some new examples of
non-resident impacts, including:

e costs for improving intersections and council roads (the example cited related to an
intersection that did not present a challenge for local residents, but traffic accident
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statistics clearly indicated tourists had problems negotiating it, and also local roads which
lead to a tourism attraction);

e the need to provide car parking capacity in close proximity to the CBD, boat ramps, marinas,
bus terminals and pontoons at both ends of popular travel links;

e support for festivals and events and the need for councils to provide temporary services
for a large influx of non-residents attending such events; and

e forward planning requirements, with one council, for example, acquiring land adjoining
State government owned facilities to facilitate future infrastructure expansion plans for the

State Government.

Recent upgrades to council regional facilities

The Commission notes that new and recent upgrades to council infrastructure continue to
exhibit capacity beyond the size of the council where the infrastructure is located. Over the
past three years, the Commission has had the opportunity to see a number of new facilities or
plans for new facilities across all areas of the State. Generally these have been
recreation-based facilities. As part of those tours, councils advised the Commission that
frequently the grant application process that often underpin the financing of a significant
portion of, and results in the creation of, such “regional” facilities, actually include criteria that
focus on projects providing benefits to the region rather than just the applicant council.
Councils are building major infrastructure projects which are designed not just to stimulate
local activity, but are also designed to suit and cater for a regional catchment area, and the
expected economic benefits from the project. One council mentioned approximately
25 per cent of users of a recently constructed facility are actually residents of an adjoining
council.

2020 Review - options

Based on the feedback to date on this issue and no clear alternative, the Commission’s
2020 review into regional responsibility and the impact of non-residents is now focusing on
the relationship between and the level of impact of the current Regional Responsibility CA and
the Commission’s other non-resident type cost adjustors, the expenditure categories to which
these apply and their redistributive impacts both individually and collectively.

For the 2020 review, the Commission has provided information on the following scenarios:
Scenario 1: Review weightings and impact of current Regional Responsibility CA;

Scenario 2: Provide a Special Allowance for certain facilities;

Scenario 3: Review the impacts of other non-resident type cost adjustors; and

Scenario 4: Replace the Regional Responsibility CA with a new “Regional Service Industry”
based cost adjustor.
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The Commission is currently favouring a solution in a form similar to Scenario 4, subject to
council feedback.

“In the absence of other data, the Commission notes that it is likely that measures of relative
disadvantage associated with non-residents will be based on a "people-movement" solution,
rather than costs incurred by councils.

The Commission notes that the Tourism CA phase out process has been suspended and will
remain unchanged pending the outcome of this review and the continued examination of
alternative tourism activity data sources.
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Scenario 1: Review weightings and
impact of current Regional
Responsibility Cost Adjustor

The Commission has observed that the current Regional Responsibility CA has deficiencies in
terms of both definition and measurement. The Commission has been unable to find data-
driven measures based on people movements or specific council expenditure data which might
replace the current infrastructure basis for this cost adjustor.

Scenario 1 considers whether, in the absence of other changes to the BGM, the application of
the Regional Responsibility CA might be improved by:

a) A detailed and systematic review of infrastructure weightings across local
government areas (LGA); and/or

b) A reduction in the impact of the Regional Responsibility CA to reflect its limitations.

a) Review of the current CA weightings

The current Regional Responsibility CA design is based on weightings traditionally focused on
large sporting and recreational facilities and on a significant degree of judgement by the
Commission.

The weightings used in the current Regional Responsibility CA were last determined by the
broad judgement of the Commission based on an assessment of significant infrastructure in
2012-13. Periodically, in order to make its judgements on the weightings to use in the CA, the
Commission has examined actual expenditure information provided by councils in relation to
council operated infrastructure that, in the council’s opinion, provides a regional benefit. The
extent of the “premium” awarded by the Commission depended on the infrastructure provided
and the perceived regional importance of that infrastructure. Typically this infrastructure has
been recreation or culturally based infrastructure, but may include other forms of
infrastructure. Currently six councils are recognised as providing services of a regional nature.
These are Burnie, Clarence, Devonport, Glenorchy, Hobart and Launceston.
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In recent years, several of these councils have upgraded and improved the facilities that are
typically described as providing regional services {e.g. Launceston’s Queen Victoria Museum &
Art Gallery (QVMAG) and Launceston Leisure & Aquatic Centre, Burnie’s Aquatic Centre,
Devonport’s Splash Devonport Aquatic & Leisure Centre, and Clarence’s Blundstone Arena).
Other councils have also invested in, or are investing in, similar type facilities, such as the Dial
Regional Sports Complex near Penguin {Central Coast), the upgrade of the sporting grounds in
Prospect (Meander Valley), the Blue Tiers Mountain Bike Track {Dorset and Break (’Day) and
the Twin Ovals at Kingston (Kingborough). Other regional facilities also include the Windsor
Community Precinct which includes both sporting facilities and a regional medical services hub
{West Tamar} and the Centre for Heritage in Oatlands {Southern Midlands), which helps
preserve heritage skills nationally. This is by no means a complete list of the developments
across the state.

A complete review of weightings in the CA would involve a review of all facilities in all councils
and an assessment of "regionality" for each facility.

In addition, each facility's cast would need to be assessed to determine how much of the cost
was attributable to responsibility to the region and how much of the cost might relate to the
council's chosen policy direction.

The Commission sees a number of challenges with this scenario:

a) ldentifying infrastructure to be included/excluded - Any review of the Regional
Responsibility CA's underlying infrastructure strikes the same problem as the current
Regional Responsibility CA.  Without a sound underlying definition, a review of
infrastructure across councils, while helpful in updating the Regional Responsibility CA
for current facilities, will continue to require judgement based on imprecise parameters
as to which facilities {or portions of facilities) are provided due to regional
responsibilities. |

b) Defining expenditure to be included/excluded - An additional challenge with this
Scenario is identifying the amounts of annual expenditure which represent expenditure
based on the responsibility to provide services for the region, as opposed to the portion
of the expenditure that results from policy decisions of the council to create and
operate a service over and above the needs of its own population.

The Commission needs to comply with the National Principle referred to as "Effort
Neutrality" which requires the Commission te exclude the impact of policy decisions of
LGAs in performing its assessment. The difficulty for the Commission in applying this
scenario is that the policy choice of a council to construct a particular level of regional
infrastructure would directly impact on the grant outcomes within the assessment, and
arguably contravene this National Principle.

b} A reduction in the impact of the CA to recognise its limitations

An alternative, related option is to reduce the impact of the Regional Responsibility CA to
reflect the limitations in its construction. The Commission does recognise that some
judgements need to be made to achieve a consistent funding model. A reduction in the
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redistributive power of the Regional Responsibility CA due to the nature and amount of
judgement to be exercised might better place this Regional Responsibility CA in terms of the
overall BGM.

While an option for consideration, this option retains the observed limitations and weaknesses
related to identification of facilities and the “essential” expenditure related to each facility as
currently belies the current Regional Responsihility CA, albeit with a reduced impact.

The Commission's preference would be to find a better data-based CA.

Conclusion:

The Commission continues to hold the view that the current form of recognising the relative
expenditure effect of non-residents on councils by way of the Regional Responsibility CA, no
matter what judgements it makes about financial impacts, poses difficulties in terms of both
definition and measurement. Finding a better data-based measure would be a preferred
option.
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Scenario 2: Special Allowance for
certain facilities

Over the years, the Commission has received a number of submissions from councils relating
to the provision of services and facilities for the benefit of their own and other populations.
An example of this is the Launceston City Council stating that the Commission’s Regional
Responsibility CA does not reflect current circumstances, as Launceston bears a greater
financial burden for the provision of regional services that the CA currently allows. Two
significant infrastructure assets that Launceston manages are the QVMAG and the University
of Tasmania Football Stadium at York Park.

It is likely that several other councils could put forward the same argument about the “non-
voluntary” services and facilities required to support local and external populations.

The proposal for a "special expenditure" classification recognises that the Commission
commences its BGM assessment with an average per capita expenditure calculation for all
Tasmanian councils.

Proposals for a special expenditure category suggest that the Commission might effectively
exclude from its calculation of per capita state-wide Recreation and Culture expenditure the
“exceptional” expenditure councils bear as a consequence of having to provide significant
regional facilities. Following the application of cost adjustors to the standard expenditure
figure (being the population multiplied by the state-wide average), the relevant expenditure
would then be added back to the council's calculated standard expenditure.

Proponents of this approach argue that inclusion of expenditure of this "special" nature
actually distorts the calculation of average capacity by including expenditure which is not
relevant to most councils. The argument is that this expenditure should be excluded from
averaging and then added only for those councils to which it applies.

It is likely that most other councils could also put forward similar examples about the
“non-voluntary” services and facilities required to support local and external populations.

The Commission has considered this special allowance suggestion and sees a number of
challenges with the approach.
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a) Defining "special expenditure” - As already noted in this paper, the Commission has
increasing observed that many councils now undertake prajects which might once have
heen considered "unusual® or non-standard. This increasingly blurs the line of what
should be regarded as “special case”.

b) Defining expenditure to be excluded — A further challenge with this proposal is
identifying the amounts of expenditure that should effectively be quarantined from the
calculation as representing expenditure hased on the apparent responsibility to provide
services for the region, and that portion of the expenditure that results from policy
decisions of the council to create and operate a service over and above the needs of its
own population.

As already stated, the Commission needs to comply with the National Principle referred
to as "Effort Neutrality” which requires the Commission to exclude the impact of policy
decisions of LGAs in performing its assessment. The difficulty for the Commission in
applying this scenario is that the policy chaice of a council to construct regional
infrastructure would directly impact on the grant outcomes within the assessment, and
could contravene this National Principle.

¢} Calculating average capacity calculation across the state - Application of a special
expenditure adjustment would require the Commission to consider and catalogue a
range of facilities or programmes across all councils with a view to justifying the
exclusion of "special® expenditure from state averages. Apart from the practical
difficulties involved in this, the concept produces effectively a "hybrid" or "modified"
average which does not comply with National Principles. The National Principles of HFE
require commissions to calculate an average standard across their LGAs. The
Commission has concerns that a significant adjustment to averaging wouid be direct
non-compliance with the HFE requirements.

Conclusion:

The Commission’s preliminary decision is to not introduce a separate special
recognition for “abnormal” expenditures due to the difficulty in defining such
expenditures and recognising the difference between policy and unavoidable
expenditure decisions, with the resultant issue this has in complying with the Effort
Neutrality principle.
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Scenario 3: Review relative impacts
of other non-resident type cost
adjustors

The Regional Responsibility CA is currently one of the most powerful cost adjustors in the
Commission’s BGM. The Commission has concerns about having one of its most powerful cost
adjustors redirecting significant expenditure with little data of substance to support the
movement, either in terms of population serviced or any clear delineation between what needs
to be spent on average by a council to service its residents versus what is merely a policy choice
of council to provide a service or facility.

As part of its consideration of scenarios for recognising the impact of non-residents on councils,
the Commission has also considered the scenario which involves changing the strength of some
or all of its other non-resident type cost adjustors. This scenario includes reducing the strength
of the Regional Responsibility CA and/or increasing the strength of other non-resident type
cost adjustors, including the possibility of ultimately removing the Regional Responsibility CA
from the BGM and only using more data-based cost adjustors that are measuring similar issues.
The options under this scenario include the potential that other cost adjustors might simply
replace the Regional Responsibility CA entirely.

As this scenario involves infinite permutations of redistributive impacts and judgements
regarding expenditure categories to which each cost adjustor is applied, the Commission
regards the best way to assess this scenario is by considering the underlying
fundamentals/theory and basis of the other non-resident type cost adjustors and what they
are currently designed to capture, relative to the current Regional Responsibility CA.

It would be possible for the Commission to review each of the following non-resident cost
adjustors, looking at their basis, their existing rankings/weightings, redistributive effects and
the expenditure categories to which they apply:

4 Appendix 1 details the current non-resident type cost adjustors and their respective distributive expenditure effects
according to the Commission’s 2019-20 BGM. Note that the respective cost adjustors are applied across the different
expenditure categories in accordance with the matrix detailed on Page 9 of this paper, and the impacts are not applied across
all expenditure categories,
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e Absentee Cost Adjustor;

s Worker Influx Cost Adjustor; and

e Tourism Cost Adjustor (Noting the data problems with this cost adjustor, the phase
out having commenced hut is currently on pause).

The Commission has not yet modelled the possible use of these cost adjustors as proxies for
the Regional Responsibility CA but provides the following comments for discussion with
councils:

Absentee Population Cost Adjustor

The Absentee Population CA can be viewed as having a slightly more property based focus, as
it is aimed at adjusting for properties that require council services but would not otherwise be
reflected in the population of a LGA due to the people being absent from the properties on
Census night. B

This cost adjustor primarily accounts for holiday residences by adjusting for the unoccupied
residential dwellings that exist within a municipality as at Census night. This adjustment
effectively recognises that a municipality needs to service an additional population that does
not live in that municipality on a permanent basis. It corrects for a natural deficiency in
population only data for determining the impact on councils of providing residential property
style services to residents. As such, this cost adjustor focuses on residential dwellings needing
to be serviced rather than other types of infrastructure or services a council needs to provide
to its community.

The Commission notes that shack owners generally travel to and from the municipality more
regularly and for generally a longer period (e.g. a few days or weeks) rather than the short
stay/briefer service related visitors, which generally underpins the case for the Regional
Responsibility CA.

It appears that residents from other LGAs coming into the municipal area tend to be the driver
of “regional responsibility” rather than absent residents returning, albeit possibly only for short
periods.

The Commission does not view the Absentee Population CA as a suitable proxy for Regional
Responsibility CA, and as such, it would not be a replacement for the Regional Responsibility
CA.

Worker Influx Cost Adjustor

The Worker Influx CA at a conceptual level has a similarity with the Regional Responsibility CA
as they are both attempting to respond to issues councils experience due to people movement
flows. Worker influx recognises the net number of workers who enter an LGA for work each
day. As such, this cost adjustor also recognises that an L.GA will need to support these
non-residents with infrastructure and services, The Commission recognises that worker influx
has some alignment with regional responsibility. However, there are more reasons for regional
infrastructure and services expenditure than just worker movement. Non-residents go to
other LGAs for many reasons including getting professional services, shopping, sporting and
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cultural events and other business and private reasons. As such, warker influx may be just one
component of regional responsibility.

Thus, the Worker Influx CA may be a proxy for at least part of regional responsibility but its
enhancement (either by increasing its redistributive effect or the expenditure categories it is
applied) would not be a complete replacement for the Regional Responsibility CA.

Tourism Cost Adjustor

The Tourism CA recognises non-residents who temporarily reside in or visit a LGA and therefore
use council services and facilities. While this cost adjustor also relates to non-resident impacts,
the Commission has been unable {through reviews and discussion hearings) to identify a clear
link between tourism data and particular council expenditure. Certainly, there has been no
link proffered between tourism data and the types of facilities currently considered in the
Regional Responsibility CA.

Thus the Tourism CA, while also relating to non-resident people flows, is unlikely to be a good
proxy for the Regional Responsibility CA. In fact, the impact of tourists could be said to be quite
distinguishable in terms of expenditures compared to other non-resident impacts®.

Conclusion:

The Commission’s preliminary view is that use of other "non-resident" cost adjustors, singularly
or in combination, as proxies to permit removal of the Regional Responsibility CA is not a
preferred scenario. While the Worker Influx CA would seem to capture some part of the
impetus driving regional responsibility, it does not cover the full range on non-resident impacts
inherent in the Regional Responsibility CA. The Absentee CA and Tourism CA, while reflecting
the impact of non-residents, seem to reflect different impacts than those being recognised by
the current Regional Responsibility CA,

The Commission’s assessment should be based on drivers of costs. Councils’ experience under
other cost adjustors should be the basis for the decision concerning the strength of the other
cost adjustors.

> In light of the ongoing feedback from councils on this issue, the Commission continues to recognise tourist
impacts. The Commission has decided to suspend the phase out of the Tourism CA which initially related to the
lack of contemporary and comparable LGA data. However, depending on feedback from councils as a result of
this paper, the Commission may undertake further analysis regarding tourism impacts, the provision of tourism
services/tourism employment and possibly also investigate how a tourism related cost adjustor might be
incorporated into the Commission’s Road Grant Model.
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Scenario 4: Replace the Regional
Responsibility Cost Adjustor with a
new “Regional Service Industry”
based cost adjustor

Another scenario the Commission has considered is exploring the possible replacement of the
Regional Responsibility CA with a Regional Service Industry type cost adjustor. When
undertaking the current non-resident impact review, the Commission has identified a similarity
in the basis of the drivers behind the Regional Responsibility CA and the Worker Influx CA,
albeit the reasons for entering the council area is different. That is, these two cost adjustors
are attempting to respond to issues associated with regular people movement flows. Given
the similarities, the Commission is investigating replacing both the Regional Responsibility CA
and the Worker Influx CA with a Regional Service Industry type cost adjustor.

The Commission has undertaken detailed research and investigated the methodology the
Victoria Grants Commission uses for its Regional Services CA (previously known as “Regional
Significance” CA). While previous Commission reviews have also considered this question, in
this paper the Commission is providing more details regarding how such a cost adjustor might
be designed.

The Victorian Regional Services Cost Adjustor

The Victoria Grants Commission’s Regional Services CA seeks to measure the ‘supply’ of all
services within an LGA. A description of its construction and design is provided at Appendix 2.
The Victorian Regional Services CA “recognises that some municipalities provide a range of
services to a larger than average catchment area, increasing the demand on certain council
services,”®

The Victoria Grants Commission’s Regional Services CA” uses a measure constructed from the
proportion of people employed in service industries within a council area and its resident
population. This is viewed as a good proxy for the extent to which a council area is a service

8 Victoria Grants Commission, Annual Report 2018-19
7Victoria refers to its cost adjustors as disability factors. Essentially they are the same thing. Tasmania uses the
name cost adjustor to accommodate the fact that there can be a relative advantage as well as a disadvantage.
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centre for a wider population than just its residents. A significant regional centre would be
expected to have a relatively large proportion of service industry positions, and a surrounding
population would travel to access the available services. The more significant the regional
centre, the more services that are provided and hence greater employment in those service
industries.

This measure includes all service industry positions and not just those provided by councils. It
would be expected that as the working service population within a council area increases, so
the range of services provided by council expand and the level of council service provision
increases.

The Victorian Grants Commission obtains industry of employment information for each LGA
from Census data. Census data provides employment information broken down by the
Australia and New Zealand Standard Industrial Classification (ANZSIC). At its most detailed level
ANZSIC provides employment numbers from over 290 different industry classifications.
However, the Victorian Grants Commission uses aggregated data to reduce the classifications
to 19 industry divisions shown in the table below.

Table 2: 2006 ANZSIC — Industry of Employment by Divisions

Agriculture, Forestry & Fishing Financial & Insurance Services

Mining Rental, Hiring & Real Estate Services
Manufacturing Professional, Scientific & Technical Services
Electricity, Gas, Water and Waste Services Administrative & Support Services
Construction Public Administration & Safety

Wholesale Trade Education & Training

Retail Trade Health Care & Social Assistance
Accommodation & Faod Services Arts & Recreation Services

Transport, Postal & Warehousing Other Services

Information Media & Telecommunications

The ten highlighted industry divisions above relate to service industries used by the Victorian
Grants Commission to calculate working service populations. Most of the job classifications
that make up the industry divisions are self-explanatory, except “Other services” which
includes but is not limited to personal care services (e.g. hair, beauty, etc.), and the repairing
of equipment and machinery?®,

8 NOTE: The Victorian Grants Commission, in constructing its Regional Services CA, also assigns its Migratory
population across their LGAs. In preparing the Regional Service Industry CA proposal detailed in Appendix 3, these
additional steps have not yet been done for Tasmania. This is consistent with Commission practice for other
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Internal parameters in Victorian Regional Services Cost Adjustor

The Victorian Grants Commission bases its assessment on the proportion of working service
population (using Place of Work by LGA) to resident population in each council area. It then
applies a control for the significant proportion of service industry positions found within the
main city of Melbourne (of which there are four councils), by limiting the maximum service
employment to population ratio to 35 per cent®. Without a capital city floor, the Regional
Services CA would just benefit the capital city and regional towns would only receive limited, if
any, recognition.

The Victorian Grants Commission’s Regional Services CA contains a component of uplift, or
ramping up, of the population employed in the Service Industries (from that of actual to a
figure calculated as a percentage of the population on Census night) for those regional towns
that it seeks to recognise as being important in their respective regions. This provides a degree
of recognition for those regional cities that provide services to their region as well as just their
rate base. This regional town status results in the service industry population being calculated
as a percentage of the population on Census night rather than the actual number employed in
the service industries for the LGA. The “regional town” status the Victoria Grants Commission’s
Regional Services cost adjustor bestows on these LGAs is a 40 per cent population employed
in the Service Industry result, even though their actual percentage is less than 40 per cent. The
Victoria Grants Commission determines which towns qualify for the uplift factor, based on
population of regional towns?*°.

The Victorian Grants Commission also uses a floor in its Regional Services CA whereby it uses
a minimum percentage of people employed in the service industries for all LGAs. This floor is
currently set at 10 per cent.

Census based data as the omissions are not generally statistically material. In Tasmania’s case, the Migratory
Offshore Shipping population represents >9000 people and the No fixed address population represents
approximately 50 people.

To enable Victoria to assign its migratory population, Victoria has also sourced/cut its Census information using
SA2 results to cross check and assign their equivalent people to a LGA. It is also worth noting that there are over
7,000 people (in Tas) who completed the 2016 Census who either did not state in which industry they worked
(approximately 2000), or else inadequately described the industry in which they worked (> 5000 people). These
exclusions represent > 5 per cent of the Tasmanian Census results.

Note: The .id data database notes that the 2016 Census used a new methodology to “impute” a work location to
people who didn’t state their workplace address. As a result, the .id 2016 and 2011 place of work data is not
normally comparable.

9 The number of people working in Service Industries in Melbourne City Council on Census day actually exceeded
the Melbourne LGA population. Port Phillip, Stonnington and Yarra councils relative share of service industries
was also well above the State average rate of employment in these industries. The State average is almost
27 per cent.

10 The Victorian Grants Commission also applies a set percentage to eight major regional centres outside the
metropolitan area with a population of greater than 20 000 people (i.e. Ballarat, Greater Bendigo, Greater
Geelong, Greater Shepparton, Latrobe, Mildura, Warrnambool and Wodonga).
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2020 Regional Services Industry Based CA proposal

When the Commission previously looked into the possibility of using service employment
industry data as a replacement for the Commission’s Regional Responsibility CA in 2012,
councils were consulted on the raw data results only. Using the raw data results in Hobart
being overly represented as not only does it reflect employment associated with providing
services to its region, but it also provides services to the entire State. Based on the raw data
in the 2012 Discussion Paper, Hobart City Council had more than 67 per cent of workers
employed in the identified service industries and received the highest ranking compared to
Launceston’s (33 per cent), Burnie (32 per cent), Clarence (almost 15 per cent), Devonport
(24 per cent), Glenorchy (18 per cent) and Kingborough (almost 12 per cent). Based on the
2016 Census data, the equivalent percentages are: Hobart: 87 per cent; Launceston: 40 per
cent; Burnie: almost 39 per cent; Clarence: almost 20 per cent; Devonport: almost 30 per cent,
Glenorchy: 23 per cent and Kingborough: 16 per cent.

For this year’s discussion purposes, the Commission wishes to consult with councils on a more
developed Regional Service Industry CA proposal than that which was considered in 2012 and
which the Commission believes is more consistent with the approach used by the Victorian
Grants Commission.

Accordingly, a Regional Service Industry CA has been prepared for comment (see Appendix 3).
It has been based on the following parameters:

1. using the ABS Census Place of Work by LGA as its basis (currently reflecting the
2016 Census results);

2. applying a Capital City cap of 35 per cent (being the same percentage as used by the
Victoria Grants Commission); '

3. applying an uplift factor of 40 per cent to the non-capital city councils considered as
providing regional services, namely Burnie, Clarence, Devonport, Glenorchy and
Launceston. The uplift factor is the same percentage as used by the Victoria Grants
Commission. The uplift factor in the Tasmanian proposal is applied to those councils with
“city” status;

4. applying a floor to the percentage of population employed in the service industry of
10 per cent. The floor is set at the same percentage as used by the Victoria Grants
Commission; and

5. forall other LGAs, using the actual percentages employed in service industries.

As well as considering the potential design of a Regional Service Industry CA, other matters
that also need consideration are the expenditure categories to which ‘it could apply, the
redistributive effect it could have, and also the relationship it could have with other existing
cost adjustors in the BGM.

Although similar to the expenditure categories used by the Victoria Grants Commission, the
Victoria Grants Commission’s cost adjustors do not directly align with the cost adjustors that
the Commission uses in Tasmania's BGM. A comparison of how the Victorian Grants
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Commission’s cost adjustors apply across its expenditure categories compared to how the
Commission’s current cost adjustors apply to the expenditure categories used in Tasmania, is
provided at Appendix 4. This table also details to which expenditure categories the Victoria
Grants Commission applies its Regional Services CA. It is also noted that the Victoria Grants
Commission also uses a Tourism CA that is informed by Tourism Research Australia data in its
BGM.

Reflective of the similarities in drivers, the Commission is also consulting with councils on the
possibility of replacing both the Regional Responsibility CA and the Worker Influx CA with the
proposed, or a modified form of, the Regional Service Industry CA. The Comumission is
considering applying a Regional Service Industry CA to the Waste Management & Environment
and Recreation & Culture expenditure categories. Its application to the Planning and
Community Amenities expenditure category is to be further considered subject to evidence of
the extent of the impact of non-residents on this expenditure category.

Conclusion:

The Commission is of the view that replacing the Regional Respansibility CA and Worker Influx
CA with a Regional Service Industry based CA, either as proposed or modified based on the
Commission’s consideration of council feedback, is a better data-based solution to reflect the
impact non-residents have on regional councils.
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Other factors to consider

The Commission notes that this review is being undertaken in an environment where some
other issues are occurring. These issues include:

e Launceston City Council’s announcement of its intention to restructure the governance
arrangements of both the UTAS Stadium and the QVMAG operations;

e Population movements over time - The pace of population shifts from the rural areas
to more urban areas results in fewer residents in the more remote councils.

e Tourism — this cost adjustor is still applied, although at 50 per cent of the original CA,
due to data problems. The Commission is aware of anecdotal evidence from councils
that the greatest impacts from tourism is actually on local government road networks.

It is noted that the Service Industry percentages of population for Accommodation and Food
Services, and Recreation and Culture industries by LGA is currently a subset included in the
calculation of the proposed Regional Service Industry CA input data. This might itself be a
useful basis for a decision related to the impact of tourism on an LGA. The Commission has
not ruled out further examination of other more direct tourism related data such as this in its
ongoing consideration of the impact of tourists on councils.

There is also argument that councils gain a revenue advantage from the activities of
non-residents within their council areas. The Commission is currently of the view that its
Assessed Annual Value (AAV) basis of revenue assessment in the BGM already takes this into
account through its comprehensive assessment of total revenues generated by all councils,
with the exception of car parking®®.

1 Both Car parking revenue and car parking expenditure are currently excluded from the Commission’s
assessments of revenue capacity and expenditure requirements as it is not an activity that all councils can
practically access.
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Questions

Preliminary view of the Commission:

The Commission notes that none of the scenarios in this paper are “perfect” in appropriately
recognising the impact of non-resident impacts on councils. Notwithstanding this, the
Commission is considering the possibility of introducing a Regional Service Industry CA into its
BGM methodology and ceasing the Regional Responsibility and Worker Influx CAs, given they
are both demand focused and appear to be attempting to measure similar impacts on councils.
The Commission seeks to discuss this proposal with councils further, and specifically is seeking
council views on the following questions:

1

Is there anything missing in the scenarios canvassed that also needs to be taken into

consideration?

Are you of the view that a clear case for a regional service net cost disadvantage has
been made such that the case for addressing a disadvantage exists for councils
providing services to non-residents?

If yes to Question 2, which scenario to recognising this impact do you support? If
appropriate, please indicate your ranking of preferred solutions, from most favoured
to least favoured.

If yes to Question 3, do you support the Commission changing its Regional
Responsibility CA from an infrastructure basis to one based on the provision of

recognised service industries in an LGA?

Do you support the Commission’s preferred view to use the Service Industry data to
inform a Regional Service Industry CA as proposed under Scenario 4 in the BGM (with
the internal CA floors and limits as proposed or else as modified following feedback)?

If yes to Question 5, to which expenditure areas do you think the preferred cost
adjustor should apply and how much redistributive effect do you consider reasonable?

Is proffering a solution in response to the impacts of non-residents on councils
(whether under the guise of any form of a Regional Responsibility type CA or a Regional
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Service Industry CA} consistent with the requirement for the Commission to take a
policy neutral approach to its assessment methodology?

8. Do you support retaining the Tourism CA separately in the Commission’s BGM? Do you
support further investigation of both potential alternative data sources and modifying
existing data sources for the Tourism CA and their potential application in both the
BGM and Road Preservation Model?

9. Does the Commission need to further consider the broader revenue aspects of councils
providing these services, notwithstanding that the BGM already uses a comprehensive
council income concept and total AAV in its revenue capacity assessments of councils?
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Submissions and timeframes

The 2020 Hearings and Visits represent an opportunity for councils to discuss the Commission’s
papers, make verbal submissions or improve understanding of the Commission’s position on
issues and aid in the preparation of council’s written submissions. The Commission invites
comments and input from councils on the issues raised within this Discussion Paper.

Councils are invited to provide verbal submissions to the Commission as part of its
2020 Hearings and Visits process, which is currently being organised for early 2020.

Councils wishing to also provide written feedback should forward this to the Commission
Executive Officer as follows:

e By post: Executive Officer
State Grants Commission
GPO Box 147
HOBART TAS 7001

e Byemail SGC@treasury.tas.gov.au

Councils are encouraged to provide draft submissions by Monday, 20 January 2020, to
facilitate discussions and help the Commission gain a preliminary indication of issues likely
to be raised prior to meeting with each council.

Final written submissions are due by close of business, Friday 28 February 2020.
It is intended that a further paper on this issue will be provided to councils during 2020.

Further details regarding the annual assessments and methodology used by the Commission
can be found in the State Grants Commission 2018-19 Annual Report, including 2019-20
Financial Assistance Grant Recommendations, the State Grants Commission 2019-20 Financial
Assistance Grant Data Tables and the State Grants Commission Financial Assistance Grant
Distribution Methodology paper. These documents are available on the Commission website.
Go to the Commission webpage (https://www.treasury.tas.gov.au/state-grants-commission)
and then click Methodology and Publications.

Any queries should be directed to the Executive Officer on (03) 6166 4274.
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Appendices

30 STATE GRANTS COMMISSION



Tt

NOISSININOD SLNVHD J1V1S

7 889 LBYOT T OLT.26T 2 T pEE ST L6990 9 059 [£8 S Q3LNAMNLSIaEd WGS
%3 781 889 - {Z  66'8%- ZT9 €12 - 880 bL- 6§  yS€ZS-  9EG 6SS- ST 6998 150 BST + Jelue] 1590
g Uyt et ¥ G BT CUIGBSYETA | 6 PSETS.  PE0®E- . [ 50 BAS0IS. 200 Shb+ 15B0D.159M
¥T T9£287 - 8T  vR'ES- 85T ¢~ 9z  VSETS- 098 vz - YT T96S Z99ZET + Eméas yeIRIEM
¥ L TOVI8S CTTH TS S9060T+. | 67 pSETS - TES OG- T TOWITS LT8R YIS+ ueiusel
5 06 6LT - 1z TE'es- vSTL- 8T PSETS TZ0 byl - LT LL0% 0L - SPUEIPI uiaLInos
2T SN -1 1S SR O -7 SRR A L0 : BRC  4 9 2 g7 veeTs-  TpT8SE- [ 0T ITIES 959 4P+ S T|B08.
T 9Y6 82F - 9T 18TH- 6EY LE - 19221+ 8T  P5'€Z4-  OGOEIE- 6T  T39% 8906 - spue|ptiAl usagLIoN
6T S GTOTESS | EZ L BEISST L 90pOT €TE0T - 92, ¥SETSt L 950 peh - Pz 9eTIS: £85 €Y7~ “ o ASyiBA JepuEBY
74 8IyszoS+ |z  TILS 898 6L + 916 95 * I 597T8% STZL0SS+ | 57 90'STS 185 STOT- ueyseIUne
CEL S LTEREL T LT ST Ao SO eaberEo | 8T veETS I T6999T [ ET . BLWIS . LEPL9T+ 1 agodye
£z 565 60V T- gz S0 80 - SEVEST- | 8T  tSELS 182 888 - 9T 90'T$ ST op + yanouogdury
g ZESET+ - | 0T TR T BBO T AL | BT SRS B89 LE - e LeEES T ORLES pueis| Suty
7T 68Y KT - gT 67 T2 - 259 €9+ {  YSEZS-  TLBSYT- 8T  T8SS- BLL9E- ysiuay
5T e g9 0T - 2T 0SS e L zeser+ii | 6 vEETS T rE S0y s I L 2r i LesTsi i 6sh Shb + Asliz uanH:
5z TITS6Y T+ | T +IIES TES TLY T+ 05969T+ |5 9073 0TO 8T + 07  TTES- 6LE VB - 1eqoH
8¢ PEOLLET | § 00 RGNS LS0SLA €6285T~ | 7 9L TS L 9EE YET A I RE S 9TS- L OTR BAT T - . Aypuous|n:
3 757224 ££9£00T+ | €I  OVTS- L8801 - ISP STZ+ PSETS-  TES90T- 16700 T0L 606 + Aeg Suuds ueRlowe|9
0T U OOBES L TRLTEL A L TS LIE T a0 g ¥SET$- 09T €9T - CUTEpSES T ssgpIE + g sumo) 3309y
T 6E°0LS LY 69+ 6 SIS veee- gEb v+ ¥5 €S- SETET - 9 6916% 86t 06 + sizpuild
‘8 L L9TTES L PYEOVE+ ST YSESw i eS8 9T Sy 6 R PSETS- 1 T6S 98T £H0E89s L TREPSh A - 1esioQ’
£z 09'L%- vb0 €61 - 85°0% 959 9T + 694 ¥Z + 9,2% TL00L+ £Z  06'TIS 0bs T0g - Joduoaaq
L9 TS 60 BSh CESEST T 066 68 5T S geTh e PSEES L gET YT - | 8T 6% LTS bO0.T8T - T AQ){BA UAMIRAT
62 69'7ES- 6TV 546 T- v0S v£9 - €88 ¥9Z - 9,78 100 £5T + [T SA0T$- 1€0 €61 T- 2ua.ep
TT 7 8€'98 1N 68 IS LB LT . GOE STH kA 8.8 68T " IT - S6'8Z8: " OVSEET+ pesH Jenald
88'59T$ V0 0LS + 5806- 98 99+ ySETS TV OS- T £8097% ZIZ 655+ %cm_;m_z [B3ua)
gL TRSS T erE b6 REt) {18 ¥ e v 690 ZS »eez¢-"  EE9 SIS~ |2 080TS i €8S STT © 15807 [243U33
6T°9%- YTL6TI- SSLST+ veT L1 - 9.°2% FFE €5 + Iz  8£6s- 645 13T - aluing
0LST T GTEBTTT T ZEG 0TS €T LOT PSETS O TILLOb- 6T ‘2egE6S - ucausug’
857 5T - SLOTL+ vSETS- SOL 9YT - 618 €v8 + Aeq,0 yealg
yumtm <u u:m_u_mmm noz [e10] XNQU| Jaxi0M uonendod 223UsHy
(sPwodIng INDY aN-m.noE sse20.d p:mt:u {3939443 aANNQUISIPAY) SIOVAINL HOLSNIAY LSOD INDE - T XIAN3AddV:

2n1did Emm_m mc._. mubmn_E_ 1uapisay-uoN Aujigisucdsay |ruolday T0-0ZdQ 19ded uoissnasiq




Discussion Paper DP20-01 Regional Responsibility Non-Resident Impacts - The Bigger Picture
APPENDIX 2: VICTORIA GRANTS COMMISSION BASE GRANT MODEL COST ADJUSTORS

) Regional Services

Objective Recognizes that some councils provide a range of services to a larger than average
catchment area, increasing the demand on certain council services.

Applied to The Regional Services Cost Adjustor is applied to the following expenditure functions
within the Victoria Grants Commission's general purpose grants model:

Expenditure Function: ' Major Cost Driver: :
Recreation and Culture Population
Waste Management Number of Dwellings
Traffic & Street Management Population L
Business & Economic Services Modified Population
- adjusted by vacancy rates ‘
doubled to maximum 15,000 |
Source data ¢ Australian Bureau of Statistics, Census 2016 - Employment, Income and

Education, LGA (POW) by INDP — 1 Digit Level, Employment by Industry,
downloaded TableBuilder December 2017.

e Australian Bureau of Statistics, Regional Population Growth, Australia,
(cat no. 3218.0), Table 2. Estimated Residential Population,
Local Government Area, at 30 June 2018, released 27 March 2019.
https://www.abs.aov.au/AUSSTATS/abs@.nsf/DetailsPage/3218.02017-18?0penDocument

Industry categories used:

Retail Trade

Accommodation and Food Services
Information Media and Telecommunications
Financial and Insurance Services

Rental Hiring and Real Estate Services
Professional Scientific and Technical Services
Administrative and Support Services

Public Administration and Safety

Education and Training

Health Care and Social Assistance

Arts and Recreation Services

Other Services
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Index The estimated number of people working in service industries is divided by the total

Construction estimated resident population. An adjustment has been made to the results to take
account of the significant numbers of people working in service employment in inner
Melbourne, so that a maximum service employment-to-population ratio of 35% applies.
This applies to the Cities of Melbourne, Port Phillip, Stonnington and Yarra.

The maximum service employment-to-population ratio of 35% has also been applied to
the eight major regional centres in Victoria outside the metropolitan area with a
population of greater than 20,000 persons - Greater Geelong, Ballarat, Greater Bendigo,
Latrobe, Warrnambool, Greater Shepparton, Wodonga and Mildura) and to the Rural
City of Horsham.

Total service industry employment equates to 25.5% of the Victorian population.
Councils with a ratio of service industry employment-to-population above that average
could be said to be net service providers (providing services to more than just their own
residents) while those below the average could be said to be net service users, providing
fewer services than their population requires.

The ratio of service industry employment-to-population ranges from a minimum of 0.10
to a maximum of 0.40. These values are then spread across a range from 1.00 to 2.00
(the "Primary Index"), with the councils with the highest ratio of service employment to
population being allocated the maximum value of 2.00.

A state average of the Primary Index is obtained by weighting each council's Primary
Index by the relevant major cost driver appropriate to that function (population of
population with a minimum of 15,000 persons).

The Cost Adjustment Index (CAl) is the ratio of each council's Primary Index to the state
average. Councils with a CAl above the state-wide average are assessed as having
relatively higher expenditure needs than councils with a CAl below the state average.
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