The State Grants Commission is responsible for making recommendations for the distribution of
Australian Government Financial Assistance Grants (FA Grants) to Tasmanian councils. The annual FA
Grant to each council comprises two components: a general purpose component (or base grant) and an
identified local road component (or road grant).

The Commission’s recommendations are in accordance with both State and Australian Government
legislation and the National Principles.

The most important principle applying to the base grant distribution is horizontal fiscal equalization
(HFE). This ensures that each council is able to function, by reasonable effort, at a standard not lower
than the average standard of other councils in Tasmania.

The road grant principle requires the Commission to recognise the needs of councils for their road
expenditure and to preserve their road assets.

Cost Adjustors

The Commission takes account of the inherent advantages and disadvantages of each council through
the application of cost adjustors. The cost adjustors are measures designed to reflect the differences
between councils on the cost of delivering a common range of services.

An overview of how they are applied to the base and road grant assessments is provided below.

Further information on the cost adjustors used by the Commission can be found in its Distribution
Methodology available on its website at www.treasury.tas.gov.au/state-grants-commission/publications.

Base Grant Assessment

The starting point for the base grant assessment is calculating the average expenditure requirement for
each council. This is done by calculating the per capita expenditure on a state-wide basis by summing all
councils’ actual expenditure for each category and dividing the total by the state’s population'. The
population basis used is the service population”.

Cost adjustors are then used to modify the average expenditure requirement using an index or measure
that the Commission has determined is an appropriate indicator of the particular issue. Cost adjustors
are not applied to what a council actually spends, rather they are applied to the average expenditure
requirement as calculated by the Commission. The result is the assessed expenditure requirement,
which, in addition to assessed revenue capacity, is what the Commission uses for determining councils’

I Expenditure excludes expenditure for which council has received financial support payments in accordance with the Commission’s policy.

2 Further information on how the service population is calculated can be found in Commission Decision CD24 0l - ‘Review of Financial
Assistance Base Grant Methodology’ available on its website at www.treasury.tas.gov.au/state-grants-commission/publications.



budget position, its relative needs requirements and the Commission’s recommendation for that
council’s share of the base grant.

The Commission currently applies the following cost adjustors in its base grant assessment:

e Climate

e Dispersion

e Isolation

e Socio-Economic Indexes for Areas (SEIFA) - Index of Relative Socio-economic Disadvantage
(IRSD)

e Scale (Administration)

e Scale (Other)

e  Worker Influx

e Service Industry Employment (SIE)

For each cost adjustor, the following general formula is used to calculate the relative index of
disadvantage that is used to adjust assessed expenditure requirements in the base grant assessment:

Council Measure + Range Factor

Relative level of disadvantage =
State Measure + Range Factor

Where:

Council measure is the individual council’s cost adjustor index.
State measure is the state population weighted average of the cost adjustor index.

Range Factor is maximum that the cost adjustor may affect the assessed expenditure requirement
as determined by the Commission.

For each expenditure category, a council’s per capita expenditure is multiplied by the aggregate cost
adjustor weighting to arrive at the assessed expenditure requirement. This process is demonstrated in
Tables A and Table B below. The following is noted when interpreting the cost adjustors:

e A value greater than one indicates an assessed disadvantage and the greater the value the greater
the disadvantage and the greater the assessed expenditure requirement. Alternatively, a value
less than one indicates an advantage, which results in a lower assessed expenditure requirement;

¢ In determining the aggregate impact of the cost adjustors for a specific expenditure category all
cost adjustors and given equal weighting; and

e On a state-wide basis, the net impact of the cost adjustors is zero, such that an increase in the
assessed expenditure requirement for some councils is offset by an equivalent reduction for
other councils.

The net impacts of the base grant cost adjustors on councils are reported in the Commission’s Data
Tables, which are available on its website.



Table A: Council XYZ - Cost Adjustor Aggregation

Expenditure General Health, Law, Planning and | Recreation Waste Roads Other
Category/Cost Administration = Housing and order and  community and culture management
Adjustor Welfare public amenities and the
safety environment
Climate 0.99915 0.99912 0.99902
Dispersion 1.03237 1.03129 1.03125 1.03016
Isolation 1.08613 1.08613 1.08594
SEIA (IRSD) 1.03925
Scale 1.54607

(Administration)

Scale (Other) 1.13676 1.13446 1.12664

Worker Influx 0.99542 0.99545 0.99556

Service Industry 0.90845

Employment

Aggregate 1.632202 1.000003 1.03237 1.28800 1.15466 1.15138 1.00000 1.0000
total!:

| Aggregate total = [(Exp category total) - (applicable number of cost adjustors)] + I.
2General Administration = [(1.08613 + 1.54607) - (2)] +1 = 1.63220

3The aggregate total is represented as “|.0” if there are no applicable cost adjustors.

Table B: Council XYZ - Assessed Expenditure Requirement

Expenditure General Health, Law, order | Planningand | Recreation Waste
Category/Cost Administration  Housing and public | community and culture | management

Adjustor and safety amenities and the
Welfare environment

Average $2,500,000 $400,000 $150,000 $1,000,000 $2,200,000 | $2,000,000 $7800000 | $700,000
expenditure
requirement
(per capita) (A)

Cost Adjustors | 1.63220 1.00000 1.03237 1.28800 1.15466 1.15138 1.00000 1.0000

- Aggregate

total (B)

Assessed $4,080,500 $400,000 $154,856 $1,288,000 $2.540,252 | $2,302,760 $7,800,000 | $700,000

expenditure
requirement
(A xB)




Road Grant Assessment

The starting point for the road grant assessment is calculating the annual preservation cost estimate for
roads, bridges and culverts for each council. This is done by multiplying the number of kilometers for
each road category managed by council by the annual preservation cost estimate. The Commission uses
three road categories, namely urban sealed, rural sealed and unsealed roads. A single asset preservation
rate is used for bridge and culvert assets, which is calculated on a per metre? basis.

Cost adjustors are then used to modify the annual preservation cost estimate for the three road
categories. The result is the asset preservation expenditure requirement, which is used by the
Commission for determining each council’s share of the road grant. Cost adjustors are not applied to
bridges and culverts.

The Commission currently applies the following cost adjustors in its road grant assessment:

e Rainfall
e Terrain
e Traffic

e Remoteness

For each cost adjustor, the following general formula is used to calculate the relative index of
disadvantage that is applied to the unadjusted road preservation cost estimate:

Relative Index of Council Measure - Minimum
= X Maximum - Minimum + Minimum
Disadvantage Maximum - Minimum

Where:

Council measure is the individual council’s cost adjustor index.

Minimum is the lower limit for the change in the assessed road preservation cost as determined by

the Commission.

Maximum is the upper limit for the change in the assessed road preservation cost as determined
by the Commission.

For each council, the unadjusted road preservation cost is multiplied by the aggregate cost adjustor to
arrive at the assessed expenditure requirement. This process is demonstrated Tables C and D below:



Table C: Council XYZ - Cost Adjustor Aggregation

Unsealed road

Road Category/Cost Adjustor Urban sealed roads Rural sealed road

Rainfall 1.04188 1.04857 1.04961
Terrain 1.00140 1.05069 1.05369
Traffic 1.11000 1.25000 1.00111
Remoteness 1.05105 1.05105 1.05105
Aggregate total': 1.217232 1.44745 1.16372

IAggregate total = Rainfall x Terrain x Traffic x Remoteness.

2Urban sealed roads = 1.04188 x 1.00140 x 1.11000 x 1.05105 = 1.21723

Table D: Council XYZ - Assessed Expenditure Requirement

Unsealed road

Road Category/Cost Adjustor Urban sealed roads Rural sealed road

Unadjusted road cost (A)' $920 000 $3 900 000 $4 500 000
Cost Adjustors - Aggregate total (B) 1.21723 1.44745 1.16372
Adjusted expenditure (A x B) 1 119850 5 645 055 5236 740

IThe unadjusted road cost includes the impacts of the urbanisation allowance, which recognises every metre of urban road in a council’s central

business district as being three metres of road length.

Further information

For further explanation of the Commission’s distribution methodology or feedback on this Fact Sheet, please
visit the Commission’s website or contact the Commission at:

State Grants Commission
GPO Box 147
HOBART TAS 7001

Phone: 03 6145 588|
Email: SGC@treasury.tas.gov.au
Visit: www.treasury.tas.gov.au/state-grants-commission




