NLA DIRECTORS MEETING

8 & 9 August 2002

Agenda item 10 – Revision of the Funding Distribution Model

Background

Following discussion of this issue at recent NLA Directors meetings and discussions with FLLAD, discussions have been held between NLA and the Commonwealth Grants Commission (CGC). 

Issues

The CGC have prepared a paper for the current NLA Directors meeting which sets out a very simple method of dividing Commonwealth funding using available data on the percentage of the population who would qualify for legal aid in each jurisdiction and using accepted CGC factors for the cost of delivering services in each State/Territory. This model does not rely on legal aid commission data.

The CGC have advised that a more complex model could be developed using data collected by Commissions which would effectively use socio-demographic data about clients who use Commission services in family law and the costs of providing services to clients with each particular characteristic. The potential problem with this approach is that comprehensive Commission data may be unavailable, for example, on the costs of providing inhouse services to all clients. This model is also based on current usage of Commissions rather than the expected usage of Commissions. 

There may be a way to build some of the factors proposed for the more complex model into the simple model and to develop a “hybrid”. 

Catherine Hull and Malcolm Pascoe from the CGC will be joining the NLA Directors meeting by teleconference to discuss the model that has been prepared and whether further work needs to be done.

Recommendation

For discussion.

DRAFT

commonwealth legal aid FUNDING model
ESTIMATED state relativities and application to aN ILLUSTRATIVE 2002-03 FUNDING pool

The following calculations are the work of Commonwealth Grants Commission (CGC) staff.  The calculations have not been seen by, nor do they reflect the opinion of the Commonwealth Grants Commission.

A Commonwealth legal aid funding model can be derived using CGC State Revenue Sharing Relativities assessment methods.  The basic output of such a model is a set of estimated State relativities which could be used to allocate total Commonwealth funding between States for provision of legal aid services in Commonwealth matters to State populations.  

Table 1 sets out the derivation of a simple funding model which depends neither on actual legal aid expenditure currently incurred by  commissions nor on hourly fees charged for referred legal aid work.  The State relativities shown at the bottom of the table have been estimated by assuming that the provision of legal aid services involves two types (components) of expenditure — a large ‘general legal aid expenditure’ component which accounts for 99.9 per cent of total operating expenditure of all commissions, and a small ‘isolation-related expenditure’ component which accounts for just 0.1 per cent of total operating expenditure of the Commissions.  The expenditure component weights (99.9 and 0.1 per cent) are assessed by CGC staff as being appropriate for this funding model, based on industry data (sourced from the most recent ABS Legal Services Industry publication) and the current assessment of Administration of Justice expenditure in CGC State Finances work.

Four disability factors are assessed to apply to the ‘general legal aid expenditure’ component in the model.  Two of these factors measure differences between States in unit costs of providing legal aid services, and the other two focus on differences between States in demand for legal aid services.  More specifically, the four disability factors assessed are:

(i) ‘input costs’ factors, which measure policy-neutral differences between States in unit costs of wages, electricity and accommodation;

(ii) ‘dispersion’ factors, which measure policy-neutral differences between States in unit costs of communication, freight, travel and locality allowances;

(iii) ‘cross-border’ factors, which measure the net impacts on the demand for services because people who live close to State borders often cross those borders to access services — in this model, this factor is assessed only for New South Wales and the ACT, because CGC staff have assumed that New South Wales residents who live close to the ACT not only can, but also tend to use legal aid services provided by the ACT to greater extent than do ACT residents use services provided by New South Wales; and

(iv) ‘socio-demographic composition’ factors, which in this model focus on reflecting differences between States in potential demand for services, by measuring the proportion of low income persons in each State, where low income persons are defined as those living in family households with an annual income of less than $26 000, or in single person households with an annual income of less than $15 600.  CGC staff, after examining current data on the age-sex profile of legal aid clients, decided that this socio-demographic composition factor should be based on low-income persons of all ages in each State, because appreciable numbers of younger and older clients receive legal aid services even though most legal aid clients are aged 21-50.  Data used to calculate this factor were sourced from the 1996 ABS Census of Population and Housing.  This low-income factor could be updated with 2001 Census data later this year, provided decisions were taken on appropriate low income thresholds for people living in family households and single person households. 

Only one factor, an isolation factor, is applied to the ‘isolation-related expenditure’ component.  The isolation factor in this model measures differences between States in the costs of bringing in from other States professional expertise not available locally.  The Northern Territory is the only State for which this isolation factor is currently assessed by the CGC. 

To calculate the State relativities, the following calculations were made:

(i) The ‘general legal aid expenditure’ component factor for each State was calculated by multiplying the four disability factors assessed for each State in that component, and rebasing the product to ensure that the factor for Australia is 1.00000.

(ii) The answer in (i) for each State was then multiplied by the component weight of 99.9 per cent.  This gives the contribution which each State makes to its relativity, from the ‘general legal aid expenditure’ component.

(iii) The ‘isolation-related expenditure’ component factor is the same as the isolation factor (there are no other factors assessed in this component).  To calculate the contribution of this ‘isolation-related expenditure’ component to the State relativity, the ‘isolation-related expenditure’ component factor for each State is multiplied by the component weight of 0.1 per cent.  

(iv) The answers in (ii) and (iii) were then added to calculate each State’s relativity.  Thus the State relativity is the weighted average of the two component factors for the expenditure components assessed in this model.  

The estimated State relativities have been applied to an illustrative 2002-03 funding pool of $120.57 million, to estimate the shares of this total funding pool which each State would have been allocated were this funding model to apply.  

Table 1
A COMMONWEALTH LEGAL AID FUNDING MODEL BASED ON COMMONWEALTH GRANTS COMMISSION ASSESSMENT METHODS, AND APPLICATION OF ESTIMATED STATE RELATIVITIES TO AN ILLUSTRATIVE 2002-03 FUNDING POOL
	
	NSW
	Vic
	Qld
	WA
	SA
	Tas
	ACT
	NT
	Aust

	
	
	
	
	
	
	
	
	
	

	General legal aid expenditure component (99.9%)
	
	
	
	
	
	
	
	
	

	2000-01 input costs factor (a)
	1.01355
	0.99773
	0.98285
	1.00804
	0.98190
	0.98243
	1.01549
	0.99924
	1.00000

	Dispersion factor (b)
	0.99936
	0.99525
	1.00278
	1.00694
	0.99755
	1.00770
	0.98567
	1.04242
	1.00000

	Cross border factor (c)
	0.99304
	1.00000
	1.00000
	1.00000
	1.00000
	1.00000
	1.13985
	1.00000
	1.00000

	Low income socio-demographic composition factor (d)
	0.98405
	0.97364
	1.05089
	0.94433
	1.13019
	1.18670
	0.64655
	0.85119
	1.00000

	Component factor (e)
	0.99171
	0.96868
	1.03775
	0.96039
	1.10917
	1.17710
	0.73908
	0.88834
	1.00000

	Contribution to relativity (f)
	0.99072
	0.96771
	1.03671
	0.95943
	1.10806
	1.17592
	0.73834
	0.88745
	

	Isolation related expenditure component (0.1%)
	
	
	
	
	
	
	
	
	

	2000-01 isolation factor (g)
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	98.10726
	1.00000

	Component factor (h)
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	98.10726
	1.00000

	Contribution to relativity (f)
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.00000
	0.09811
	

	State relativity (i)
	0.99072
	0.96771
	1.03671
	0.95943
	1.10806
	1.17592
	0.73834
	0.98556
	1.00000

	Estimated State funding ($m) (j)
	40.28
	29.06
	23.33
	11.39
	10.40
	3.46
	1.44
	1.21
	120.57


(a)
Sourced from CGC 2002 Update Working Papers (Vol. 4) for Administration of Justice assessments.  Assumes wages account for 60 per cent of expenditure assessed in ‘General legal aid expenditure’ component.

(b)
Sourced from CGC 2002 Update Working Papers (Vol. 4) for Administration of Justice assessments.  Based on ABS 1996 Census data.

(c)
Sourced from CGC 2002 Update Working Papers (Vol. 4) for Administration of Justice assessments.  Based on ABS 1996 Census data.

(d)
For each State, factor based on the proportion of low income persons (of all ages) in the 1996 Census population, as set out in CGC 1999 Review Working Papers (Vol. 3) for major factor assessments.  In the 1999 Review, the CGC defined low income persons as those living in family households with an annual income of less than $26 000 or in single person households with an annual income of less than $15 600.  Data sourced from ABS 1996 Census of Population and Housing.

(e)
For each State, derived by multiplying the factors at (a), (b), (c) and (d), and then rebasing the product using 2000-01 Mean Resident Populations to ensure the factor for Australia is 1.00000.  

(f)
For each State, component factor multiplied by the relevant component weight (99.9 per cent or 0.1 pert cent).

(g)
Based on professional infrastructure isolation assessments as set out in CGC 2002 Update Working Papers (vol. 3) for major factor assessments.  

(h)
Identical to factor at (f) as based on 2000-01 Mena Resident Populations.

(i)
For each State, the sum of the two weighted component factors (the contribution to relativity rows) at (f).

(j)
Estimated State relativities applied to illustrative 2002-03 legal aid funding pool of $120.57 million.  

Source:
CGC 2002 Update and 1999 Review Working Papers; ABS Legal Services Industry, Cat 8667.0, 1998-99.

