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Please find attached a brief response from the Australian Education Union to the Draft Report of the Disability
Discrimination Act 1992.
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1. Disavility Standards for Education

11

1.2

13

The AEU was a strong supporter of the need for Disability Standards in Education, and as noted in the Draft
Report was dissatisfied with the length of time during which there appeared to be little progress. However, it is
now disappointed with the Standards in the form they were submitted to MCEETYA and implemented by the
Commonwealth. It was the expectation of the AEU, as expressed in our submissions that the standards would
clarify where responsibility for meeting needs lies between schools and Departments. They do not do this and nor
do they clarify the issue of whether a student/parent has the right to insist on a particular school or setting as
opposed to the Department nominating the suitable facility. Therefore the Standards do nothing to change the
"adversarial, ‘confrontational’ nature of the complaint process and the fact that it 'requires there be victims which
the Inquiry has noted was a criticism by the AEU (Appendix B, p. 11). In its original submission to this Inquiry,
the AEU expressed its views on this matter in Section 3. We urge the Inquiry to address these matters.

The AEU is also concerned at the disagreement between the Australian Government and some state or territory
governments over the costs involved. It is not in a position to make judgements on these matters itsdf, but is
concerned that they were not more adequately addressed and resolved before the Australian Government took its
pre-emptive action. The potential costs as indicated by some states and territories are alarming and should have
been further investigated.

It is clear that the Standards are also lacking in clarity with regard to the way they will affect private schools
which complicates the claims made by the private sector which are discussed below.

2. Studentswith disabilities and private schools

2.1

2.2

The AEU notes the comments at Appendix B p. 14 in regard to the funding of students at private schoals.

The AEU does not accept the claims made by advocates for the private sector that they are under funded in
regard to students with disabilities.

Current funding arrangements for private schools are arranged in such a way that the quantum of funds as a
whole does include allowance for students with disabilities. It is the anomalous way in which this is distributed
that is the problem. Rather than argue for yet more money to their sector, private school advocates should be
advised to explore ways in which this money can be actually allocated to the students with disabilities.

The current funding system is based upon private schools receiving a proportion of the Average Government
School Recurrent Cost (AGSRC). The AGSRC includes state or territory government expenditure on students
with disabilities. Therefore private school government funding includes an dement for students with disabilities.
The basic problem, however, is this dement does not go to students with disabilities, but to private school
students in general. Indeed, if state or territory governments were to increase expenditure on students with
disabilities in public schools (say, for instance, as
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2.3

24

2.5

a result of this Inquiry), a proportion of this increase would flow through to each private school student,
regardliess of whether they have a disability or not.

Given that thereis a considerably higher proportion of students with disabilities in public schoals, as noted by the
Inquiry (Appendix B, p. 19) there is every reason to believe that private schools are in fact over funded in
proportion to public schools in regard to students with disabilities.

It is the case that some non-systemic schools, especially those that are small, may be disadvantaged by the way
the funding fails to allocate specifically for students with disabilities, but large systems, especially the Catholic
system, have no basis for complaint and should be able to make accommodation within their system funding.

This issue has been extensively considered in the ACT context and relevant information is at Appendix 1.

The AEU also disputes the funding calculations provided by the National Catholic Education Commission
(NCEC) at Appendix B of their original submission to this Inquiry (Analysis of Appendix 6 of Senate Report on
the Education of Students with Disabilities). At Appendix 2 is a paper prepared by Trevor Cobbald which
considers both the original figures in the Senate Report and those in the NCEC submission. Its conclusions show
that the calculations are considerably more complex and that the figures are best offered as a range rather than
absolute numbers.

Two of his conclusions are of particular significance:

1. Alternative estimates of the future funding of government and non-government schools indicate that

by 2003-04:

«  non-government schools will increase their funding advantage over government school s from about 7- 8 per cent in 2000-01
to 12 - 17 per cent;

e Cathdlic school funding will improve from 8 - 9 per cent bel ow government school expenditure in 2000-01 to being on a par
with government schools;

«  Independent schools will increase their funding advantage over government schools from 31 -36 per cent in 2000-01 to 40 -
44 per cent.

2. Comparisons between government and non-government school expenditure should be adjusted for
the different social obligations of the sectors. Government schools enrol higher proportions of students with complex learning
needs that incur higher costs and government schools must meet other public obligations such as maintaining a system of local
schools. Adjustment for these differences in costs would extend the funding advantage of non-government schools over
government schools.

It should also be noted that the Australian Government provides $122 per student for students with disabilitiesin
public schools and $620 per student for those in private schools (2003 figures), which itsef should be considered
discriminatory.

The figures given by private school advocates are also flawed in that they ascribe to individual students costs that
are systemic. Public schools are rarely funded on a per student basis. Rather they provide resources on the basis
of certain criteria. It may be appropriate to then measure inputs by dividing total expenditure by total students
for some reporting purposes but to suggest that each student has this amount to "move around” with is quite
flawed. The costs include training of personnd, the provision of
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facilities, and basic support and infrastructure such as diagnostic and support services which are generally used to the
benefit of more than one student.

The effect of individualising this and providing students with a*"voucher” to move to a private school would in fact increase
per student costs in public schools, through a reduction in economies of scale. Private school advocates would then argue
that this increase should also be passed on, setting up a perpetual circle of escalating costs and grants.

2.6 Inpractice, thereisanecdotal evidence that some parents of children with disabilities send them to private schools because
they believe the superior resource levels in these school s enabl e better care for their children. Asthe AEU said initsinitial
submission "Parents should not be pressured to send their children with disabilities to private schools in order that their

needs can be more fully met”, and to the extent that this is happening, runs counter to cries of lack of funding in the private
Sector.
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Appendix 1
Funding of Private School in Regard to Students with Disabilities: ACT
Calculation

In considering claims by the Catholic Education Officein the ACT that they were under funded in regard to students with
disabilities, Dr. lan Morgan made the following comments":

Students With Disabilities Grants
The presentation of figures by the CEO on grants for students with disabilities is extremely misleading, because it fails to take into account the pro
rata funding for students with disabilities that the CEO receives through its baseline funding.

All expenditure on special education is included in the calculation of average government school recurrent costs, of which the CEO is currently
receiving 70% on the national figures. Accepting the figures given by the CEO of an average of $11,276 in additional expenditure on each
mainstreamed student with a disability in government schools, then the CEO is in fact receiving over $7,800 (70% of $11,276) in additional funding
to support students with disabilities.

These figures need to be corrected for the under-representation of students with disabilities in systemic Catholic schools. Government schools
currently enrol over 1400 students with disabilities. Systemic Catholic schools enrol only 200, wheress, if they were enralling at the same level, there
would be around 450, an effective under-representation of at least a factor of 2. This means that the CEO is in fact receiving over $15,600 to support
each student with a disability that it has enrolled.

Figure 2 — unavailable as an electronic document

The per capita funding figure for the systemic Catholic schools s likely to be an underestimate. It does not allow for the additional grants
received by the CEO to support each identified student with a disability, nor for the fact that studentsin gover nment special schools receive
much higher additional funding. Thus these figur es under -estimate the disparity.

Dr lan Morgan, 2001, 'Briefing note on the funding claims of the Catholic Education Office', Australian Council of State School
Organisations, (ACT), Canberra
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The CEO also receives an additional $5582 in specific grants from the Commonwealth and ACT Governments, to support each student
with adisability. This cannot simply be added to per capita funding, since it is partly offset by the effect it has on the relative average per
capita costs in government and systemic Catholic schools. However, it does increase the funding available to the CEO in real terms.

Moreover, this calculation does not take into account the fact that students with a disability in government special schools are rightly
funded at a much higher rate of over $34,000 per capita. This funding level isincluded in the calculation of average government school
recurrent costs, and flows on to the CEO on a 70% pro rata basis.

Taking these two additional factors into account, the CEQ is probably receiving additional funding of around $20,000 for each student
with adisability actually enrolled in systemic Catholic schools in the ACT, well above the $11,276 all ocated to students with disabilities
in government schools.

Looking at the figures another way, if the CEO enrolled a farther 200 students with disabilities, bring the per capita funding back to
around $7800, with the additional $5582 per capita it receives per capitain specific grants, it would still be receiving more in additional
support per students than government schools receive.

Far from being under-funded to support students with disabilities, taking account of the component of baseline funding to
support students with disabilities and different enrolment shares of students with disabilities, the CEO isin fact funded more
adequately (at least $15,600 per student) than are gover nment schools ($11,276). The additional funding availableto the CEO in
specific grants, and the component of their baseline funding related to the very much higher costs associated with studentsin
special schoolsin the ACT, can only increase the disparity.

This issue was further explored in ajoint AEU(ACT)/ACSSO(ACT) publication in 20032 It commented:

Claim 7: Insufficient support for students with disabilities in the non-government sector. APFACTS claims that the
current funding arrangements unfairly shift the substantial additional costs associated with students with disabilities on to
non-government schools. It says that it is reasonable that these costs be borne by the ACT community as a whole. Funding
for students with disabilities should be the same in both sectors.

It also refers to what it terms the gross inequality in funding for children with disabilities in mainstream schools". It states that
"parents of children in a non-government school have to pick up the full cost of a child with special needs if the Government
does not do so".

APFACTS fails to present evidence to substantiate these assertions. The reality is that, far from being under-funded to
support students with disabilities, non-government schools are actually better funded for this purpose than are government
schools.

APFACTS fails to take into account the recurrent funding non-government schools receive from the Commonwealth and ACT
Governments. Non-government schools receive general funding for each student enrolled, including students with disabilities,
and this should be included in estimates of the funds available for these students.

2 AEU(ACT) and ACSSO(ACT), 2003, The Facts on Non-Government School Funding inthe ACT: An Analysisof Claimson School Funding by APFACTS. Canberra
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A simple way to assess whether non-government schools are under-funded for students with disabilities in comparison
with government schools is to compare the ratio of per capita government funding for non-government schools to
government schools with the ratio of the proportion of students with disabilities in non-government and government
schools. These ratios are given in Table 3.

Table 3: Ratios of ACT Non-Government to Government Schools for Government Funding and Enrolments of
Students with Disabilities

Catholic Independent Non-Government
Government funding 0.59 0.41 0.54
Students with disabilities  0.29 0.29 0.29
(0.29)

Source: Attachment A: Table A6

Clearly, ACT non-government schools are not performing the same social obligation as government schools in regard to
students with disabilities. Government funding for non-government schools is 54 per cent of the total funding of
government schools. However, non-government schools only enrol 29 per cent of the proportion of students with
disabilities enrolled in government schools. In other words, non-government schools are able to allocate a higher rate of
funding to students with disabilities than is indicated by their pro rata funding for students with disabilities through grants
from the Commonwealth and ACT Governments.

The funding outcome can be illustrated by the following example in which it is assumed that
the average additional cost per student with a disability in the government sector is $15000.
As government funding for Catholic schools is 59 per cent of total government funding they
would receive an additional $8850 per student with a disability. If they enrolled these students
in the same proportion as government schools, they would have enrolled 489 students. Given
their actual enrolment of 136 students, students with disabilities are under-re presented in
Catholic schools by a factor of 3.6. This means that Catholic schools are effectively receiving
an additional $31860 for each student with a disability, or over double (112 per cent) the
additional funding applied to students with disabilities in the government sector®.

Independent schools would receive $6150 per student. If they enrolled students with disabilities in the same proportion
as government schools, they would have 382 students. Given their actual enrolment of 112 students, students with
disabilities are under-represented in Independent schools by a factor of 3.4. Thus, they are effectively receiving an
additional $20910 for each student with a disability, or 39 per cent more than the additional funding provided to students
with disabilities in the government sector.

These estimates do not take account of additional grants provided to non-government schools for students with
disabilities by the ACT and Commonwealth Governments. If these were taken into account, it would increase the
disparities in funding for students with disabilities in favour of non-government schools.

Thus, the much lower ratio of students with disabilities to total enrolments in ACT non-government schools than occurs
in the government sector means that non-government schools receive significantly more funds per student with a
disability than a student in a government school.

3 Even if Catholic schools contradicted their own Christian values and adopted a purely mercenary policy of only enrolling students with disabilities in proportion to the
government funding ratio (that is, 59 per cent), they would be still under-represented
by a factor of 2.2. In this case, they would receive an additional $19470 per student, or 30 per cent more than the funding for these students in the government sector.
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This deficiency in the case presented by non-government schools is now widely acknowledged. For example, a bi-partisan Senate
committee report4 on students with disabilities made the following conclusion about the case presented by the non-government
school sector:

The committee also notes that the Commonwealth funding formula for the non-government school sector reflects actual
expenditure by the two levels of government on government schools. This includes the funds allocated for students with
disabilities and the support services provided. Therefore the Commonwealth funds provided to non-government schools
through the general recurrent grants implicitly includes a proportion of funding for the education of students with
disabilities. Where non-government schools either do not enrol many students with disabilities or where they do not
provide appropriate levels of support for students with disabilities, they benefit disproportionately from Commonwealth
financial assistance. The committee agrees that the needs of students with disabilities in this sector would be more
appropriately served if the sector made better use of its current resources. It therefore makes no recommendations in
relation to further assistance to non-government schools.

Representatives of the non-government school sector have failed to respond to these criticisms. Heedless of the facts, they
continue to promulgate misleading assertions about under-funding for students with disabilities in non-government schools.

APFACTS says that the additional funds provided to overcome the educational disadvantage resulting from the child's disability
should be provided to the school chosen by the parents regardless of whether the school is government, Catholic or Independent.
Such an arrangement should be supported, but it requires a different system of funding schools, both to more directly focus on
student need in general but, also, to avoid double counting in the funding of non-government schools. Such a funding mechanism
should also be used to determine funding for other needs such as students from low socio-economic backgrounds, students with
behavioural problems and Indigenous students.

* Senate Employment, Workplace Relations and Education Committee, Education of Students with Disabilities, December 2002.
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Appendix 2

Estimates of Future Funding of Non-
Government and Government Schools

Trevor Cobbold
A Paper Prepared for the Australian Education Union

November 2003

This paper was commissioned by the AEU in the interests of furthering information and discussion in relation to
the funding of schools. The views are those of the author and do not necessarily represent AEU Policy.
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About the Author

Trevor Cobbold is a consultant on public policy issues. He is a specialist in the economics and finance of education, general
education policy and microeconomic policy analysis. He has been a member of the Executive of the ACT Council of P&C
Associations since 1987 and was honorary Secretary of the Council from 1988-2000. In this capacity, he has contributed
many papers and submissions on various aspects of education policy and funding. He worked as an economist for the
Productivity Commission and its predecessors for over 30 years and has wide-ranging experience in economic research and
policy analysis relating to industry, trade, public enterprises, productivity growth, Commonwealth- State financial relations
and social issues. E-mail: ecobbold@bigpond.net.au.
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Key Points

3. The estimates of future school funding by the Senate Employment, Workplace Relations
and Education Committee and the Commonwealth Department of Education, Science and
Training (DEST) are inaccurate and misleading because they compare an income measure
for non-government schools with an (inadequate) expenditure measure for government
schools.

4. Total income available to non-government schools is under-estimated because borrowing
by these schools is omitted. Borrowing is a significant source of funding for non-
government schools, especially Independent schools.

5. The Senate Committee and DEST estimates of future government school funding are
inaccurate because they are based on the Australian Government School Recurrent Cost
(AGSRC). This measure does not include capital expenditure and superannuation, items
which are included in non-government school expenditure. The Senate Committee failed
to adjust its estimates for these omissions. DEST did adjust for these omissions but its
estimates are flawed because:

it adjusts for the omission of capital expenditure from the AGSRC by excluding it from non-government school
income as well and thereby omits a major source of funding advantage for non-government schools over government
schooals;

it adjusts for the exclusion of fees and donations from the AGSRC but not for the exclusion of private in-kind
donations and many forms of government assistance to non-government schools from the non-government school
measure;

some other adjustments are unsubstantiated and there may be inconsi stent adjustment for government borrowing costs
and capital-related expenses.

6. An alternative approach is to estimate future funding on the basis of past trends in per
student expenditure for both government and non-government schools. The government
school cash expenditure series (including superannuation) or the accruals expenditure
series, excluding capital charges, are the best available measures to compare government
and non-government school expenditure. The non-government school expenditure
measureis a hybrid of cash and accruals accounting and therefore is not strictly
comparable with either the cash or accruals measures of government school expenditure.
There are several important differences between the measures. For example:

capital expenditureis used in the cash measure of government school expenditure and the non-government school
measure while depreciation is used for the accruals measure of government school expenditure;

many non-government schools do not appear to account for superannuation on the accrual basis used for government
schools and the methods of estimating superannuation expenditure vary;

other accrual expenses such as provision for long service leave are included in the accruals measure of government
school expenditure and the non-government school measure but are not included in the cash measure for government
schools;

debt servicing costs are included in the non-government school expenditure measure but the borrowing costs
attributabl e to government funding are not included in either the government or non-government school measures;
fees and donations are not included in the government school measure and private in-kind donations are not included
in the non-government school measure; and
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many forms of government assistance to non-government schools are not included in the non-government school measure
and some are actually included in the measures of government school expenditure.

7. Alternative estimates of the future funding of government and non-government schools
indicate that by 2003-04:
« non-government schools will increase their funding advantage over government schools from about 7 - 8 per cent in
2000-01to 12 - 17 per cent;
¢ Catholic school funding will improve from 8 - 9 per cent below government school expenditure in 2000-01 to being on a
par with government schools;
*  Independent schools will increase their funding advantage over government schools from 31 - 36 per cent in 2000-01 to

40 - 44 per cent.

8. The measure of non-government school expenditure tends to under-estimate non-

government school funding in comparison with government school expenditure because:

¢ many non-government schools, particularly in the Catholic sector, still use cash accounting and their expenditureis
underestimated rel ative to the government school accruals measure;

« private in-kind contributions to non-government school facilities and resources are omitted and these are likely to be
higher than fees and donations to government schools, which are also omitted;

* several forms of government assistance to non-government schools are omitted and some are included in government
school expenditure. These include taxation concessions, access to services provided by state and territory Departments of
Education and the administration of government funding and public accountability arrangements.

If adjustments were made to take account of these factors, the non-government school
funding advantage over government schools would be higher than the above estimates.

9. Comparisons between government and non-government school expenditure should be
adjusted for the different social obligations of the sectors. Government schools enrol
higher proportions of students with complex learning needs that incur higher costs and
government schools must meet other public obligations such as maintaining a system of
local schoals. Adjustment for these differencesin costs would extend the funding
advantage of non-government schools over government schools.
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Introduction

A controversy has devel oped over the last year about comparative estimates of the future funding of non-government and
government schools. The Senate Employment, Workplace Relations and Education Committee® and the Commonwealth
Department of Education, Science and Training (DEST) have published widely differing estimates®.

The Senate Committee Report estimated, in a corrigendum to the report, that the income of the Catholic education system will
be 15.2 per cent higher than expenditure on government schools and that the income of other non-government schools will be
52.2 per cent higher in 2004. DEST estimated that the income of Catholic schools will be some 20 per cent bel ow that of
expenditure in government schools and the income of other non-government schools will be on a par with expenditurein
government schools.

The Senate Committee and DEST made similar estimates of the income of Catholic and other non-government schools in 2004
and both used the Australian Government School Recurrent Cost (AGSRC) to measure the expenditure of government
schools. However, DEST adjusted non-government school income down in order to alow for differences between the
measuresof non-government and government school expenditure’. These adjustments account for the large part of the
disparity in the estimates of the future income/expenditure of the two school sectors between the two reports.

DEST removed capital expenditure from non-government school income because it is not included in the AGSRC.
Non-government school income was also adjusted down by the difference between accrual expenses and cash expenditurein
government schools and by an allowance to account for the exclusion of privately sourced funds fromthe AGSRC. In
addition, the AGSRC was indexed a further year to 2005 to allow for the lag inits calculation and this had the effect of
increasing government school expenditure for comparative purposes. There are also several other differences between the
Senate Committee and DEST approaches relating to data and estimation methods.

This paper reviews the methodol ogies used by the Senate Committee and DEST to construct their estimates of future
government and non-government school funding and makes alternative estimates.

School income and expenditure A basic issue incomparing government and non-government school funding is whether
to use income or expenditure data. All national measures of government school funding are based on expenditure.
Non-government school funding is reported in both income and expenditure terms.

5 Senate Employment, Workplace Relations and Education Committee 2002, Education of Students with Disabilities, Appendix 6, December.
6 The DEST estimates are published in a submission by the National Catholic Education Commission (NCEC) to the Productivity
Commission: National Catholic Education Commission 2003, Submission to the Productivity Commission Review of the Disability
Discrimination Act (Cth) 1992, Appendix B. Comments on the Senate methodol ogy are also included in the Commonwealth Government's
response to the Senate report: Commonweal th of Australia 2003, Government Response to the Senate Employment, Workplace Relations and
Education Committee's Report Education of Students with Disabilities, July, pp. 3-4.

7 The different methodol ogies are outlined in the Attachment to this paper.
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The Senate report compared estimates of future government school expenditure, as measured by the AGSRC, with estimates of the
future income of non-government schools. DEST adopted a similar approach but adjusted its estimates of non-government school
income by various expenditure items to make it more comparable to the AGSRC. Both estimates of future non-government school
income are based on previous trends in private funding per student and State/Territory government funding per student published
in the National Report on Schooling together with projections of Commonwealth funding that were provided separately by DEST.

Comparing funding of the two school sectors using expenditure for one sector and income for the other islikely to distort and
mislead. Incomeis not a measure of actual expenditure.

First, income may be more than expenditure in any one year because of lagsin the use of income. Income received in one year
may not be spent in that year. Income cannot always be spent immediately and it may be used to build up reserves against future
contingencies or for future projects. As aresult, an income measure of non-government school funding may overestimate such
funding in comparison with government school expenditure.

Second, expenditure may exceed current income because it is funded from past savings or by borrowing. Borrowing by schools
means that total incomeis higher than that sourced from fees, donations and governments. It is clear that borrowing forms a
significant component of the expenditure of many non-government schools. The Independent school sector, in particular, makes
significant use of borrowing. For example, borrowing by Independent schools was $453 per student in 2001, or nearly 5 per cent
of total expenditure.® Catholic school borrowing was $165 per student, or 2 per cent of total expenditure. As aresult, theincome
measure of non-government school funding may underestimate such funding in comparison with government school expenditure.

The net outcome of these two effectsis that the published income measure for non-government schoolsis normally less than the
total expenditure figure. In recent years, total expenditure by non-government schools for Australia has exceeded total income by
an average of about $145 per student.® The difference was much more significant in the case of Independent schools, averaging
about $390 per student for Australiain recent years. However, Catholic school income has exceeded expenditure by an average of
about $40 per student in recent years.

Thus, the estimates of future funding of non-government schoals by the Senate Committee and DEST are flawed because they are
based on income rather than expenditure. They underestimate non-government school funding relative to government school
funding because they do not include borrowing by non-government schools. The distortion is more significant in the case of
Independent schools because they make greater use of borrowing than Catholic schools.

The estimates of future school funding provided 'm this paper are based on expenditure by government and non-government
schools.®®

8 Ministerial Council on Employment, Education, Training and Y outh Affairs, National Report on Schooling in Australia 2001, Table 26.

9 These figures are derived from Ministerial Council on Employment, Education, Training and Y outh Affairs, National Report on Schooling in
Australia, 1999 - 2001

10 School funding is used in this paper as a generic term for expenditure and income.
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Comparisons based on the AGSRC

Both the Senate Committee Report and DEST use the AGSRC as the base measure of expenditure on government schools.
The AGSRC gives a much different estimate of government school expenditure than other commonly used national measures
[Table1].

The Ministerial Council on Employment, Education, Training and Y outh Affairs (MCEETY A) and the Steering Committee
for the Review of Commonwealth/State Service Provision have published cash-based and accrual s-based measures of
government school expenditure. The two cash-based series include capital expenditure but the MCEETY A series excludes
superannuation while the Steering Committee series includes superannuation. Both accrual s-based series use depreciation
instead of capital expenditure but the Steering Committee series excludes capital charges, which areincluded in the
MCEETY A accruals series.

The purpose of the AGSRC is not to serve as the measure of government school expenditure but as a basis to determine
Commonweal th funding to government and non-government schools. It is a cash-based expenditure measure of recurrent
expenditure derived from data compiled by MCEETY A on recurrent expenditure by State and Territory governments. It omits
capital expenditure and superannuation expenditure.

The Senate Committee Report estimates of future funding levels are flawed because of the lack of comparability between the
AGSRC and non-government school funding figures. In particular, non-government school expenditure data includes capital
and superannuation expenditure, which are excluded from the AGSRC. These are significant components of total expenditure
on schools and their exclusion affects comparisons of expenditure by government and non-government schools.

In passing, it should be noted that the DEST criticism that the Senate Committee report does not include capital expenditure
by government schools is somewhat disingenuous. DEST failed to acknowledge that the non-government school income
measure does not fully incorporate funding for capital expenditure. Borrowing funds a significant part of non-government
school capital expenditure but it is not included in the income measure.

Table 1: Government school expenditure by measure ($ per student)
Table not availablein eectronic form
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Capital expenditure

The DEST approach to dealing with the omission of capital expenditure from the AGSRC is flawed because it excludes
capital expenditure from both government and non-government school funding. In effect, it removes an item of higher
expenditure by non-government schools and thereby distorts the comparison of expenditure between the two sectors.

Capital expenditure (or depreciation) should be included in comparisons of government and non-government school funding in
order to obtain greater comparability of data. To exclude capital expenditure (or depreciation) is to discount the contribution
that buildings and grounds make to education and this contribution differs between school sectors.

Capital expenditureis significantly higher in non-government than government schools. Thisis especially the case for
Independent schools where capital expenditure is much higher than in Catholic or government schools and forms a larger
component of total expenditure than in other schools. For example, capital expenditure in Independent schools was $1565 per
student in 2000 compared to $799 in Catholic schools and $347 for government schools. Capital expenditure was 17 per cent
of total expenditure in Independent schools, 13 per cent of total Catholic school expenditure and 5 per cent of total expenditure
in government schools.™*

Thus, the DEST approach is biased. It removes a source of advantage for non-government school s from the comparison of
future government and non-government school funding. It thereby underestimates non-government school expenditure in
comparison with government school expenditure.

Superannuation expenditure

As noted above, the AGSRC does not include superannuation expenditure. The Quadrennial Administrative Guidelines do not
state that superannuation is excluded. However, the cash-based expenditure data published by MCEETY A in the National
Report on Schooling in Australia does not include superannuation. Oral advice from DEST indicates that superannuation is
not included.

A comparison of the MCEETY A cash expenditure figures and the actual AGSRC amounts specified for each calender year in
the Regulations to the States Grants (Primary and Secondary Education Assistance) Act 2000 demonstrates that
superannuation is not included in the AGSRC amounts. The methodology for calculating the AGSRC incorporates an 18-
month lag so that the AGSRC for the final payments to non-government schools in 2000 was based on data for the 1998-99
financial year. The AGSRC amounts for 2000 were $5056 for primary schools and $6622 for secondary schools. The
respective cash expenditure figures from the National Report on Schooling in Australia 1999 for 1998-99, excluding capital
expenditure, were $5057 and $6624. Similarly, the AGSRC amounts for the final payments in 2001 were $5378 and $7101.
The respective cash expenditure figures for 1999-2000 were $5382 and $7017.%

11 Ministerial Council on Employment, Education, Training and Y outh Affairs, National Report on Schooling in Australia 2000, Appendix 1,
Table 28 (government schools) refer note (a), Table 32 (non-government schools).

12 The discrepancies likely arise from the way the AGSRC is adjusted from year-to-year. As MCEETY A no longer reports cash expenditure,
the AGSRC is calcul ated by applying the movement in the accrual s-based expenditure to the previous cash-based expenditure. This was first
carried out for the AGSRC estimate for 2001.
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The exclusion of superannuation from the AGSRC suggests that further adjustments are needed to make non-government school
expenditure more comparable to the AGSRC. The Senate Committee Report does not adjust its estimates for the fact that
superannuation must be funded out of non-government school income but is not included in the AGSRC.

DEST appears to take account of this inconsistency between the two measures by adjusting non-government school income down
by 11 per cent to allow for the difference between accrual s expenditure and the cash amount for government schools. However,
DEST does not explain the basis for this calculation and does not provide the data it used. Without this, it is not possible to
reproduce the calculation or the final funding estimates.

It is not clear which accruals series was used by DEST to make its adjustment. If it used the MCEETY A accruals series, capital
charges on government borrowing to fund government school education have been included in government school expenditure.
However, asimilar cost for government funding of non-government schoolsis not included as part of non-government school
expenditure. Thisissue is discussed below.

It is also possible that there is an inconsistency in this calculation. DEST removes a component for capital expenditure from
non-government school income to make it comparable with the AGSRC. However, it is not clear whether the figure for total
accrued expenses used by DEST in adjusting for the difference between accrued and cash expenses in government schools
excludes depreciation. If the accrued expenses figure does include depreciation, DEST has over-adjusted non-government school
income downwards because it would have adjusted for capital-related expenditure twice.

Other limitations of AGSRC

The AGSRC also incorporates an 18-month lag. For example, the AGSRC for final payments in 2003 (that is, non-government
funding in 2003) is based on expenditure in the 2001-02 financial year.*® This means that a comparison of the AGSRC for 2003
with total non-government school funding in 2003 is misleading and incorrect. This 18-month lag easily leads to confusion in
making comparisons between government and non-government school funding when this measure is used for government school
expenditure.

Another problemisthat the AGSRC has become a derived cash expenditure figure since MCEETY A moved to an accrual
financial reporting from 1999-00. Cash expenditure data is no longer published so the AGSRC is now calculated by applying the
movement in the accruals figures to the previous cash expenditure figures.™* The actual basis of this calculation has not been
published. Moreover, the growth in accrual s expenditure appears to be lower than that of cash expenditure.™

Thus, the AGSRC is now a derived cash-based estimate. As such, it includes movements in superannuation expenditure but not the actua total
expenditure.

13 Department of Education, Science and Technology, Quadrennial Administrative Guidelines 2003, Appendix G, p. 190.

14 Department of Education, Science and Technology, Quadrennial Administrative Guidelines 2003, p. 18. This new way of estimating the AGSRC
was first carried out for the 2001 AGSRC and was based on 1999-2000 data.

15 The growth of cash-based expenditure was more than one percentage point higher than the accrual s-based rate over the two years for which both
figures are available.
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A further limitation of using the AGSRC to compare government and non-government school funding isthat it is calculated as
separate measures of primary and secondary school expenditure and is not available as a measure of total school expenditure. Asa
result, it is not possible to make simple comparisons of total school expenditure per student. These have to be developed by the
complex process used by the Senate Committee report and DEST and then further cal culations have to be carried out to obtain
total expenditure per student.

The complexity of the estimation process necessary to adjust for the inadequacies of the AGSRC leads to other problems. Neither
the Senate Committee report or DEST provide all the data used in their calculations or accurately source it. For example,
enrolment data is not provided in either report. Nor do they fully reveal their estimation procedure. In particular, DEST failsto
source its estimate of the disparity between recurrent expenses and the cash amount and to show how it adjusted non-government
school income for the non-inclusion of privately sourced funds in government school expenditure figures. These and other such
problems make it very difficult to re-produce the estimates.

For all these reasons, it seems desirable to consider other more readily avail able measures to compare government and
non-government school funding. While each of these other measures has advantages and disadvantages, they al at |east provide
direct estimates of total expenditure per student.

Alternative measures of school funding
As noted above, there are four different national measures of government school expenditure - two cash accounting series and two
accrual accounting series. Publication of the two cash accounting series stopped as of 1999-00.

There are also different measures of non-government school funding published by MCEETY A. It publishes both an income and an
expenditure measure. As noted above, it is preferable to use the expenditure measure. This appears to be a combination of cash
accounting and accrual accounting data in that it includes capital expenditure as an immediate expense and other expenses, such
as workers compensation and long service leave provision, which are only included in the accrual accounting series for
government schools.

The existence of several different measures has created confusion about trends in school funding, about comparisons of
expenditure between States and Territories and about comparisons of government and non-government school funding. Internal
inconsistencies in some of the measures add to the confusion. This confusion bedevils public debate on school funding and makes
it very difficult to establish common ground in comparing levels of school expenditure by different school systems and sectors. In
particular, strict comparisons of expenditure between government and non-government schools are still not possible because of
different financial reporting systems used for the two sectors. However, it is possible to make approximate comparisons and thisis
discussed below.

Cash-based series

MCEETYA series
The MCEETY A cash accounting seriesis not an accurate measure of the level of government school expenditure, mainly because
it does not include superannuation expenditure. This exclusion invalidates comparisons of government and non-government school
expenditure because the published expenditure data for non-government schools includes superannuation. Separate figures on
superannuation expenditure in non-governments schools are not
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published and so it is not possible to exclude this item from non-government school expenditure to make it comparable with
the MCEETY A cash accounting data.

However, it should be pointed out that the MCEETY A cash accounting series provides the only basis for long-term
comparisons of growth in government school expenditure over the last 15 years. The accrual accounting figures are available
for only three years and the Steering Committee cash accounting series is available for only six years. The MCEETY A cash
series provides a reasonably valid basis for the analysis of trends in school expenditure as long as the trends in the excluded
items do not vary significantly from the overall trend.

In fact, the inclusion or exclusion of superannuation has little impact on overall growth rates in government school
expenditure. It is not possible to estimate the trend in accrual s but these form a very small proportion of total expenditure and
therefore their inclusion or exclusion is unlikely to affect overall trends significantly.

In summary, the MCEETY A cash accounting series has fulfilled a key role. However, it is not fully consistent with modem
accounting standards, is not a good measure of the level of expenditure and is not sufficiently consistent with the measure of
non-government school expenditure. The seriesis no longer published by MCEETYA.

Steering Committee series
The Steering Committee cash accounting series provides a better estimate of the level of government school expenditure
because it includes superannuation and, as such, is more consistent with the measure of non-government school expenditure.
Capital expenditureis treated 'm the same way as for the non-government school expenditure measure. The availability of this
data for six years provides a basis for short-term projections of future expenditure. However, publication of this series ceased
as of 1999-00. A problem in using this measure to compare government and non-government school expenditureis that there
are differences in the way superannuation expenditure is estimated for the two sectors.

Superannuation expenditure can be estimated on several different bases. Theseinclude:
« afunding basis - the employer's contribution each year;

 an accrual basis - theliability incurred each year by the employer; and

* an emerging basis - the payment made to retired employees each year.

All state and territory governments except the Northern Territory have accounted for superannuation expenditure on an
accrual cost basisfor several years, although there may be differencesin how that cost is estimated. It may have been
estimated actuarially or using other methods and further information is needed on the method used by each jurisdiction asit is
not clear from public sources.*

There appears to be no published information on how superannuation expenditure in non-government schools is estimated. It
islikely that different schools account for superannuation on different bases and that the methods of estimating expenditure
vary widely in the sector. As aresult, there may be significant differences between approaches used in government and

16 Steering Committee for the Review of Commonwealth/State Service Provision 1998, Superannuation in the Costing of Government
Services, Ausinfo, Canberra, p.9.
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non-government schoals, which are reflected as differing levels of superannuation expenditure.

This problem presents a case to exclude superannuation from comparisons of government and non-government school expenditure.
This case is strengthened by the observation that different treatments of superannuation have little impact on the comparative
resources and standard of education in government and non-government schools. However, estimates of superannuation
expenditure in non-government schools are not available and it is therefore not possible to exclude superannuation from
expenditure comparisons.

Finally, it is to be noted that differences between government and non-government school superannuation schemes are likely to
progressively narrow in future years. The new superannuation schemes for government school staff provide reduced benefitsin
comparison with the old schemes and which are more similar to those that exist in the non-government sector. As more and more
staff are employed under the new schemes, a source of higher expenditure in government schools will gradually be reduced in
comparison with non-government school expenditure.

Nevertheless, this cash-based series provided a reasonable, though not precise, basis for comparing government and
non-government school expenditure even though accrued expenses such as provision for long service leave are excluded from
government school expenditure. The major items of capital expenditure and superannuation are treated in a broadly similar way.

Accruals-based series

In theory, the accrual accounting measure provides a more accurate estimate of the level of school expenditure than the cash
accounting based approach. It is based on modem accounting standards and overcomes the major deficiencies of measures based
on cash accounting.

However, the published figures are plagued by inconsi stencies between the accrual accounting approaches adopted by different
governments."” In particular, accounting for depreciation is often somewhat arbitrary, particularly where assets (such as land and
buildings) are just as likely to appreciate as depreciate. As aresult, there are major inconsistencies in the methodol ogies
governments use to estimate depreciation with different approaches to the valuation of land and buildings, how often they are
re-valued and the estimates of asset lives. In addition, several governments do not fully account for employer-related accrued
expenditure such as provision for long service leave. The inclusion of capital chargesinthe MCEETY A accrual accounting series
adds a further inconsistency because only two governments out of eight currently apply these charges.

The accruals series are not fully comparable with the measure used for non-government school expenditure. The non-government
school expenditure measure appears to retain elements of both cash-based and accruals-based approaches. Many non-government
schoals still operate on cash-based financial accounting. Significant differences occur in the treatment of capital, accruals and
superannuation and borrowing costs.

17 Steering Committee for the Review of Commonwealth/State Service Provision, Report on Government Services 2002, Tables 3.8 and 3A.24,
Auslnfo. See aso, ACT Council of P&C Associations, Improving the Measurement of School Expenditure, Submission to the Inquiry on ACT
Education Funding, October, 2002.
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Capital expenditure and depreciation
The MCEETY A measure of hon-government school expenditure and the accruals series for government school expenditure treat
capital expenses differently. Non-government school expenditure includes all capital expenditure within each year whereas the
accruals series for government schools accounts for capital expenses by depreciation of the total asset base.

Thereis a significant difference between the figures for capital expenditure and depreciation for government schools. For
example, total capital expenditure in government schools was $ 100 million more than depreciation in 1999-00." This was
equivalent to about $45 per student.

Such a disparity between estimates of capital expenditure and depreciation callsinto question use of the accruals seriesto
compare government and non-government school expenditure. The comparisons would be distorted because government school
expenditureis artificially lowered relative to non-government school expenditure. As noted above, capital expenditure accounts
for amuch larger proportion of total non-government school expenditure than for government school expenditure.

Moreover, the different methods used by governments to estimate depreciation as noted above raise issues about the validity of the
depreciation figure for government schools.

Other accruals
Differencesin the extent to which accrual accounting is used and how accruals are estimated can have a significant impact on
overall expenditure figures. For example, in 1999-00 accruals-based expenditure in government schools, excluding capital
charges and adjusting for the above estimated difference between capital expenditure and depreciation, was about $225 per
student higher than cash-based expenditure, including superannuation [Table 1].

As aresult, the comparability of the accruals based series and the non-government school measure will be affected by the extent
to which non-government schools have adopted accrual accounting. If, as seems likely, a significant number of these schools have
not adopted accrual accounting then non-government school expenditureis likely to be significantly under-estimated in
comparison with government school expenditure.

In addition, it is not clear how other accruals, such as provision for leave, are estimated for non-government schools and how
comparable the methodology is to that used for government school expenditure.

Borrowing costs
A third major issue that arises in using the accruals series is the treatment of capital charges.

The case for including these charges in government school expenditureis that these schools benefit from general government
borrowing. The cost of this should be attributed to schools in the same way as costs of borrowing in the non-government sector.
Interest payments on borrowing by non-government schools have to be paid out of their total funding and are

18 Steering Committee for the Review of Commonwealth/State Service Provision, Report on Government Services 2002, Attachment 3A, Tables
3A.9, 3A.28, Ausinfo, Canberra.
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included in data on non-government schools expenditure. Expenditure on debt servicing by non-government schoolsin 2001 was
$164 per student™

However, thereis also a case to exclude government sector capital charges from the comparison of non-government and
government school funding.

First, the borrowing costs of government cannot be accurately or, indeed, even approximately hypothecated to different portfolios.
Borrowing costs are incurred on debt incurred over many decades by governments and it is not possible to determine what
proportion of that debt is due to expenditure on schools. The capital charges included in government school expenditure are purely
notional and reflect an arbitrary allocation of the interest costs of general government sector borrowing to different portfolios.
They are not necessarily an accurate reflection of the costs to government of supplying public education.

Second, schools are not responsible or accountable for this expenditure. Neither the Department of Education or government
schools have any control over this cost. They are not permitted to borrow and therefore are not accountable for this expenditure.
Central government borrowing is a matter of economic policy rather than education policy.

Third, only three out of eight State and Territory governments applied these charges in 2000-01 and one has since stopped this
practice.

Fourth, debt servicing costs incurred by non-government schools reflect institutional advantages over government schools.
Non-government schools are free to borrow to supplement current income. They are also able to increase fees and other chargesto
cover the cost of borrowing. Government schools cannot generally borrow or levy fees. Although governments can raise money
from taxpayers, thisis subject to political constraints and is not a choice that is available to schools in the same way that a
non-government school can decide whether to raise fees or seek additional loans.

If capital charges on government borrowing are included as part of government school expenditure, they should also be included in
non-government school expenditure because the government funding they receive includes a pro rata borrowing cost to
government. It is a cost to government not included in the total funding for non-government schoals.

Thisexclusionis significant as government funding accounts for nearly 60 per cent of total funding available to all
non-government schools and for over 70 per cent of Catholic school funding. Table 1 shows that capital charges for government
schools are about $360 per student. The omission of similar charges for non-government schools means that expenditure is
under-estimated by over $200 per student for all non-government schools and by about $250 per Catholic school student.

Thus, inclusion of borrowing costs in the comparison of government and non-government school expenditure presents a dilemma.
Government school expenditure may be under-estimated in comparison with non-government school expenditure if no account is
taken of government borrowing costs for government school education as non-government school

19 Estimate derived from Ministerial Council on Employment, Education, Training and Y outh Affairs, National Report on Schooling in Australia
2001, Appendix 1, Tables 4 and 25A.
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expenditure includes significant borrowing costs. On the other hand, if account is taken of government borrowing costs for
government school expenditure non-government school expenditure will be underestimated because it does not include the cost
of government borrowing on government funding of these schools.

Conclusion

The shift to accrual s-based financial reporting for government schools has not been accompanied by a similar changein
reporting non-government school expenditure. The latter measure retains a strong cash-based component and it is arguable
that the comparability of estimates has worsened as a result of the change. A major item of school expenditure, buildings and
other capital assets, is now treated differently in the two measures. Accrued liabilities are now included in government school
expenditure and while this makes the two measures appear more comparable it is possible that many non-government schools
do not fully account for accruals. Consequently, the change to accrual s-based expenditure for government schools may have
artificially increased government school expenditure in comparison to non-government school expenditure.

Theinclusion of capital chargesin the accruals series adds to the difficulty in comparing government and non-government
school expenditure. Capital charges are included in government school expenditure on an arbitrary and selective basis and the
borrowing costs of non-government schools do not include an attributed cost for government borrowing for government
expenditure on non-government schools.

It should also be noted that the accruals series provides a very limited basis for projections of future expenditure because only
three years data is available at present.

Overall, the Steering Committee cash-based series appears to provide a better basis at this stage for comparing expenditure on
government and non-government schools. It treats capital expenditure on asimilar basis to the measure of non-government
school expenditure. It also includes superannuation, although there may be significant differencesin how it is estimated for the
two sectors. Non-government school expenditure could be adjusted to exclude debt servicing costs so as to improve
comparability with this series. However, debt servicing costs are not published separately for Catholic and Independent
schools.

While the Steering Committee cash-based seriesis no longer published, it is available from 1994-95 to 1999-00 and can be
used to estimate future funding levels for government schools to 2004.

However, before using this series to make some projections on government school funding it is necessary to consider some
other aspects of government funding for schools that are not taken into account in any of the expenditure measures.

Other issues of comparability

Fees and donations

As noted above, expenditure funded by private-sourced contributions such as fees and donationsis not included in the
estimates of government school expenditure. This reduces the comparability of measures of government and non-government

school expenditure because the latter includes fees and donations.
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DEST has adjusted its estimates of future funding to allow for this exclusion from government school expenditure. The nature
of this adjustment is not explained.

There are several other considerations to be taken into account in adjusting for fees and donations to government schools.

First, it is difficult to obtain consistent data on fees and private donations for government schools. One estimate is that they
account for about 5 - 7 per cent of total government school expenditure.”

Second, some significant forms of donations to non-government schools are not included in the expenditure measure or only
partially included. Expenditures made on behalf of non-government schools by private individuals or corporations as in-kind
donations do not appear to be included in the expenditure measure. These contributions can form a significant component of
expenditure. For example, major benefactors of non-government schools, particularly Independent schools, often make in-kind
donations such as funding a building or facility. Provision of 1T hardware and software, IT networks and broadband access
are often privately provided to non-government schools, especially in the case of Independent schools. Such contributions are
not entered in the accounts of the school and therefore not included in the measure of non-government school expenditure.

Another form of in-kind contribution not included in non-government school expenditure occurs where the school shares
buildings and grounds with another institution, usually a church, and the full capital and/or operating costs of the school are
not recorded in the school accounts. For example, the associated church may have paid for a building or the grounds used by
the school and may pay for some operating costs such as electricity and water rates becauseit is a shared facility.

The exclusion of such donated expenditure from non-government school expenditure suggests that to adjust only for fees and
donations to government schools in comparisons of expenditure in the two sectors would be to create a further bias in favour
of non-government schools. It would over-estimate government school expenditure in comparison with non-government school
expenditure.

Other government assistance to non-government schools

Several forms of government assistance are not included in estimates of government funding of non-government schools and
their costs are not attributed to non-government schools. These include taxation concessions, access to services provided by
state and territory Departments of Education and the administration of government funding and public accountability
arrangements. Non-government schools may also benefit disproportionately from transport subsidies for school students.

Tax deductionsfor donations
Tax deductions for donations to capital expenditure in non-government schools is a significant form of government assistance
that is not included in published data on non-government school funding. Tax deductibility of donations provides an incentive
for increased private contributions and, thus, higher total funding for non-government schools.

20 Senate Employment, Education and Training Committee 1997, Not a Level Playground.. The Private and Commercial Funding of
Government Schools, July, Canberra, p.29.
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The cost of thisincentive is the reduction in government income tax revenue below what would otherwise be collected. This cost
should be included in estimates of hon-government school expenditure.

Donations contribute about 7 per cent of total non-government school funding and it is
estimated that about a third of these are funded by tax deductions.?*

Access to gover nment services
Another form of government assistance to non-government schools is access to professional resources such as resource centres
and curriculum devel opment resources free of charge. Non-government schools also have access to assessment services, such as
Y ear 12 examinations and provision of UAI scores, funded by governments.

The costs of providing these services provided to non-government schools are not included in the measure of non-government
school expenditure. Where separately identified, these costs are sometimes excluded from government school expenditure.
However, in some cases they are actually included in total government school funding. As aresult, total funding for non-
government schools is underestimated while total funding for government schools is overestimated by this amount.

Administration of regulations and funding for non-gover nment schools
The whole system of administration for government funding of non-government schools and ensuring public accountability for the
quality of schooling is borne by the taxpayer. The costs are not attributed to non-government school expenditure. For example,
registration of non-government schools and the approval of curriculumis provided free of charges. The administration of other
public accountability requirementsis also provided without charge. In other areas, the recipients of such government services are
required to contribute to their cost, either partially or 'mfull, on a'user cost basis. Similarly, administration of the funding
arrangements for non-government schools is not included in estimates of non-government school funding.

This administration involves staff at both the state/territory and Commonwealth levels and involves significant costs. For example,
a significant number of Commonwealth staff are involved in administering complex funding arrangements for non-government
schoals. In contrast, Commonwealth payments to government school s involve very little administrative cost as funds are handed
over directly to state and territory governments.

The exclusion of government staffing and other costs for the administration of funding and regulatory arrangements for
non-government schools from the measure of non-government school expenditure means that published funding data significantly
under-estimates the actual funding provided to non-government schoals.

This effect is compounded because many of these costs are actually included in estimates of expenditure on government schools.
While some governments exclude staff directly identified as servicing non-government schools, others do not. Where staff are not
identified in a specific function relating to non-government schools they are included in expenditure on

21 Gerald Burke and Michael Long, The evolution of school funding: the ACT and Australia, Paper prepared for the Inquiry into ACT Education
Funding, 12 December 2002.
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government schools. As a result, government school expenditure is artificially increased while non-government school
expenditure is underestimated.

Conclusion

Significant costs associated with non-government schools are not included in the measure of non-government school
expenditure. Some government expenditure on non-government schools is actually included in government school
expenditure. These omissions from non-government school expenditure are likely to be far more significant than the
exclusion of fees and donations to government schools, especially as some non-government school costs areincluded in
government school expenditure.

The adjustment made by DEST to allow for fees and donations to government schools without adjusting for other
sources of funding and assistance to non-government schools is therefore arbitrary and sdlective. It resultsin a
more favourable comparison of funding estimates for non-government schools relative to government schools.

Estimates of future expenditure

Comparative estimates of future funding for government and non-government schools can be made on the basis of
trends in per student expenditure/funding. Comparative Australia-wide average per student expenditure figures for each
sector are provided in Table 2.

Table 2: School Expenditure by School Sector, 1995-96 to 2000-01%
($ per student)

1995-96 1999-00 2000-01 Av. Growth
School Sector per Year %
Government” 5456 6804 na 5.7
Government* 6672d 6984 7344 4.9
Catholic 4785 6251 6740 7.1
Independent 7353 9251 9927 6.2
All Non-govt. 5632 7323 7908 7.0
Sources:

Steering Committee for the Review of Commonwealth/State Service Provision, Report on Government Services
1998, 2002,2003, Ausinfo, Canberra.

Ministerial Council on Education, Employment and Y outh Affairs, National Report on Schooling in Australia
1996, 2000, 2001, Curriculum Corporation, Melbourne.

Notes:

a. Non-government schoal figures refer to calender years so that 1995-96 refers to 1996 and 2000-01 refers to
2001.

b. Cash-based series, including superannuation, for 1995-96 to 1999-2000.

c. Accruas-based series, excluding capital charges, for 1998-99 to 2000-01.

d. Theaccruasfigurein thiscolumnis for 1998-99.

Total non-government expenditure per student was 7.6 per cent higher than for government schools (cash series) in
1999-2000. Expenditure by Independent schools was 36 per cent higher than for government schools and 48 per cent
higher than for Catholic schools. Government school expenditure was 8.8 per cent higher than for Catholic schools.

In the case of the accruals-based series for government schools, non-government school expenditure was 7.7 per cent
higher than government school expenditure in 2000-01. Expenditure by Independent schools was 35.2 per cent higher
than for government schooals.
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Government school expenditure was 9 per cent higher than for Catholic schools. For this year, Independent school expenditure
was 47.3 per cent higher than for Catholic schoals.

The average annual growth rates since 1995-96 can be used to estimate comparative funding levels for 2003-04. These are
provided in Table 3 as Estimate 1.

Total non-government school expenditure per student will be 14.1 per cent higher than for government schools (cash series).
Expenditure by Independent schools will be 40 per cent higher than for government schools and 43.6 per cent higher than for
Catholic schoals.

Government school expenditure will be only 2.6 per cent higher than for Catholic schools.

Table 3: Estimates of School Funding by Sector, 2003-04°

($ per student)
School Sector Estimate 1 Estimate 2 Estimate 3 Estimate 4
Government” 8493 8270 8493 8270
Government* 8477 8477 8477 8261
Catholic 8280 8280 8373 8373
I ndependent 11890 11890 11790 11790
All Non-gowt. 9688 9688 9633 9633
Notes:

a. Non-government school figures refer to calender years so that 2003-04 refers to 2004.
b. Cash-based series, including superannuation.
¢. Accruals-based series, excluding capital charges.

In the case of the accruals-based expenditure for government schools, non-government school expenditure will be 14.3 per cent
higher than government school expenditure in 2003-04. Expenditure by Independent schools will be 40.3 per cent higher than for
government schools. Government school expenditure will be 2.4 per cent higher than for Catholic schools.

Thus, the expenditure advantage enjoyed by non-government schools over government schools will increase further by 2003-04
according to these estimates. Catholic school expenditure will be only slightly below that of government schools. The current
advantage of Independent schools over government and Catholic schools will increase slightly.

The government schools expenditure estimates are somewhat anomal ous because the cash-based figure becomes higher than the
accruals-based figure by 2003-04. Thisis due to the lower growth rate of accruals-based expenditure. This was estimated over a
shorter period than the cash-based growth rate but in the two years for which both figures are available the cash-based growth
rate was over one percentage point higher than the accrual s-based rate.

Estimate 2 uses a lower growth rate of 5 per cent a year for the cash-based government school expenditure series that is similar
to the growth rate of the accruals-based series. On this basis, non-government school expenditure will be 17.1 per cent higher
than government school expenditure by 2003-04. Independent school expenditure will be 43.8 per cent higher and Catholic
school expenditure will be on a par with government schools.

The new funding arrangements for non-government school s operating from 2001 mean that future expenditure growth may differ
from that between 1995-96 and 2000-01. Estimate 3 uses growth rates for non-government school expenditure derived from the
DEST estimates
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of projected total income % discounted by the estimated growth in enrolments in non-government schools.” The average
annual growth rates for Catholic, Independent and all non-government schools are 7.5, 5.9 and 6.8 per cent respectively.
These projected growth rates are very similar to the average rates for the late 1990s.

Once again, it is apparent that total expenditure by non-government schools will be significantly above that of government
schoolsin 2004 - 13.6 per cent in the case of the accrual s-based series. Catholic school expenditure will be 1.2 per cent bel ow
government schools and Independent school expenditure will be about 40 per cent higher than that of government and Catholic
schools.

The projected enrolments mi non-government schools published in the National Report on Schooling 2 show a significantly
higher average annual growth rate than those provided by DEST to the Senate Legidlation Committee - 1.8 per cent compared
to 1.2 per cent ayear. If Estimate 3 is adjusted to take account of this higher enrolment growth, total non-government
expenditure will be 11.7 per cent higher than government school expenditure (accrual s-based).

The late 1990s was a period of relatively high growth in government school expenditure. Such high growth may not be
maintai ned to 2003-04. Indeed, there is some evidence to suggest that expenditure increases by state and territory
governments on government schools have slowed in recent years. Estimate 4 is based on average annual growth ratesin
government school expenditure of 5 and 4 per cent for the cash-based and accrual s-based series. The non-government school
funding figures are those used for Estimate 3, that is, they are derived from funding projections supplied by DEST.

Total non-government school expenditure per student will be just under 17 per cent higher than for government schools (cash
and accrual series). Expenditure by Independent schools will be 43 per cent higher than for government schools and 40.8 per
cent higher than for Catholic schools. Catholic school expenditure will be just over 1 per cent higher than government school
expenditure.

In summary, by 2003-04 non-government schools will have increased their advantage in total funding over government
schools from about 7 - 8 per cent in 2000-01 to 12 - 17 per cent, depending on which projections of non-government school
funding are used. A similar advantage is gained whatever measure of government school expenditureis used. Catholic school
funding will improve relative to government school expenditure from 8 -9 per cent below in 2000-01 to being on a par with
government schools (being about one percentage point or so below or above government schools). Independent schools will
increase their funding advantage over government schools from 31 - 36 per cent in 2000-01 to 40 - 44 per cent.

22 National Catholic Education Commission 2003, Submission to the Productivity Commission Review of the Disability Discrimination Act
(Cth) 1992, Appendix B. The estimated average annual growth rates for 2001 -2004 are 8.6, 7.3 and 8.0 per cent respectively for Cathalic,
Independent and Non-government schools.

23 Derived from Commonwealth Department of Education, Science and Technol ogy, Response to Question E493 21 February 2002, Senate
Legislation Committee. The estimated average annual growth rates for 2002 -2005 are 1.1, 1.4 and 1.2 per cent respectively for Cathalic,
Independent and Non-government schools.

24 Ministerial Council on Employment, Education, Training and Y outh Affairs, National Report on Schooling in Australia 2001, Appendix 1,
Table 7.
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These estimates of future funding are significantly different to those of DEST. DEST estimates that in 2004, the | ndependent
sector will be on par with government school expenditure and that the Catholic sector will be funded some 20 per cent below the
government sector.

The above estimates are conservative. They are based on measures of expenditure that are constructed in such a way that
non-government school expenditure tends to be under-estimated in comparison with government school expenditure. In particular,
they omit private in-kind contributions and several forms of government assistance to non-government schools. If adjustments
were made to take account of these benefits, the non-government school funding advantage over government schools would be
very much higher than the above estimates indicate.

In addition, these estimates do not take account of the different social purposes and needs of government and non-government
schools and how these impact on relative costs. These issues are discussed below.

Differences in student need and social purposes

A key point that has been ignored in the current discussion of the various estimates of total funding for government and
non-government schools is student need in the two sectors. Knowing whether government school funding is 10 - 20 per cent above
or below total non-government school funding does not contribute a great deal to serious public debate without a consideration of
the tasks, and resulting costs, faced by each sector.

At the end of the day, funding is a means to an end and that end is equity in school outcomes as manifested in the National Goals
for Schooling. Funding is an important, indeed a key, means to that end, but comparisons of total funding have little real meaning
without an understanding of the relative levels of student need in the two sectors.

In general, student outcomes are highly correlated with a number of student background characteristics. On average, students from
families of low socio-economic status (SES), students with disabilities, studentsin rural and remote areas and indigenous students
have lower school outcomes than students from more privileged backgrounds. As aresult, higher costs are associated with
ensuring that the former group of students achieves adequate standards and a range of outcomes similar to that of more privileged
students.

Government and non-government schools differ in the social composition of their enrolments. The enrolment of government
schools has a much higher proportion of low SES students, students with disabilities and Indigenous students than is the casein
non-government schoals. For example, Indigenous students accounted for 4.3 per cent of government school enrolments and 1.4
per cent of non-government school enrolmentsin 2000. Students with disabilities accounted for 3.9 per cent of government school
enrolments compared to 2.0 per cent of non-government school enrolments.?

Similarly, students from low SES backgrounds comprise a higher proportion of government school enrolments than in both
Catholic and Independent schools.® For example, students

25 Report on Government Services 2002, Tables 3A. 12, 3A. 14.
26 Dev Mukherjee, Socio-economic Status and School System Enrolments, Australian Centre for Equity through Education, July 1999. Available at:
http://members.ozemail .com.au.
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from the lowest three SES deciles accounted for about 3 5 per cent of government school enrolmentsin 1996 compared to
about 25 per cent of Catholic school enrolments and 15 per cent of Independent school enrolments. In contrast, students from
the three highest SES deciles accounted for about 25 per cent of government school enrolments, nearly 35 per cent of Catholic
school enrolments and about 55 per cent of Independent school enrolments.

This pattern in the social composition of school enrolments means that government schools face higher costs than
non-government schools in providing equitabl e student outcomes and these higher costs must be taken into account in
comparing levels of funding between school sectors. The funding levels of government and non-government school s need to be
weighted for these differential costsin order to compare the effective resource levels of the two sectors.

Thereis an extensive literature on the methodol ogies of weighting for student need which provides a sound basis for adjusting
nominal funding levels for student need. 27 However, the data to make these adjustmentsis not readily available. It is possible
to obtain estimates per student of costs of students with disabilities and Indigenous students but cost data is not available for
students from different SES backgrounds.

When systematic provision is made for the under-enrolment of high cost groups of students in non-government schools, it will
be clear that these schools are vastly over-funded in comparison with government schoals. Preliminary work on adjusting for
student need shows that non-government schools are much better funded than are government schools.

Government schools also incur higher costs because they have to meet other public obligations that are not required of
non-government schools. For instance, the government sector must maintain a system of local schools to ensure reasonable
access to schools for all students. Non-government schools have greater flexibility in determining their location so as to
maximise use of school capacity and reduce costs. Adjustment for these differencesin costs would extend the funding
advantage of non-government schools over government schools.

27 See ACT Council of P& C Associations, Resourcing the National Goals for Schooling: Comments on the School Resourcing Taskforce
Consultation Paper, April 2003.

28 ACT Council of P&C Associations, A Fair Go for All Kids: Funding for Equity and Excellencein ACT Schools Part 1, Submission to the
Inquiry into ACT Education Funding, July 2002.
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Attachment
Methodologies Used to Estimate Future Funding Levels

1. Senate Report
The methodology used by the Senate Committeeis outlined in Appendix 6 of its
Report on the Education of Students with Disabilities, December 2002.

Estimates of Private and State/Territory Government Funding

1. Theaverage annual increasein per capita funding is estimated for 1996-2000 by taking the difference between the two
figures and dividing by 4.

2. Thisaverage annual increaseis applied to Year 2000 per capita figures to obtain per capita estimates for 2001-2004.
Thisis not actually stated but is implied and the projected per capita figures are not supplied in the report.

3. Theprojected per capita estimates are multiplied by enrolment projections supplied to the Committee by DEST to
obtain total private and State funding figures.

Estimates of Commonwealth Funding

4. These estimates appear to be straight total Commonwesalth funding for each sector rather than per capita estimates. The
datais not supplied in the report. We do not have access to the data and do not know how it is obtained. Two requests
have been made to the Secretariat of the Senate committee for these figures.

Total Catholic and Other Non-government School Funding
5. Thetotal private, State and Commonwealth funding figures are added to obtain a total funding figure for each sector for
the years 2001-2004.

Comparison with Government School Funding

6. Theaverage annual increasein AGSRC per capita is estimated for 1996-2000 for primary and secondary schoals. It is
assumed that thisis calculated by taking the difference between the two figures and dividing by 4 as was the casein
estimating Private and State/Territory funding increases. That is, it is calculated as a dollar amount.

7. These average annual increases are applied to Year 2000 per capita figures to obtain per capita estimates for
2001-2004.

8. Projected enrolments for Catholic and Other non-government schools in 2004 are obtained from DEST answer to Senate
Estimates Question E493 Additional Senate Estimates Hearing. The 2000 proportions between primary and secondary
students are applied to the projected total enrolments to obtain primary and secondary school enrolments for both
sectors in 2004. This enrolment data has been supplied by the Secretariat of the Senate Committee.

9. The projected AGSRC figures for 2004 are multiplied by the projected enrolment figures to calculate the total AGSRC
funding figure that would obtain from those enrolment levels for each schoal sector.

10. Thesefigures are then compared to the total projected income figures from all sources.
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2.

Department of Education, Science and Technology

The Government's response to the Senate Report states that DEST has re-estimated the future
income of Catholic and Independent schools using the same underlying methodol ogy as the
Senate Report but adjusting for several factors. These are:

under-estimates of private and state government income for Catholic and Independent schoadls;
the exclusion of capital expenditure from the income of government schools;

the exclusion of private income to government schoals;

conservative supplementation estimates for 2001-2004 government funding; and

including more recent enrolment estimates.

Estimates of Private and State/Territory Government Funding

1

The average annual increase in per capita funding 1996-2000 is estimated by taking the difference between the two figures
and estimating average annual compound growth rates. This is the appropriate method. However, in Appendix B, the
Commission states that it estimates an average percentage increase. Thisis not what it did. The average percentage increases
are higher than the average annual growth rates.

The average annual growth rates are applied to the Y ear 2000 per capita figures to extrapolate the figures for 2001-2004.
This method yields higher estimates of private and State government funding per capita than the Senate method.

The projected per capita estimates are multiplied by enrolment projections supplied to the Senate Committee by DEST to
obtain total private and State funding figures. DEST appearsto indicate that it used a later set of enrolment projections than
used in the Senate report. We do not have this data.

Estimates of Commonwealth Funding

4,

These estimates appear to be straight total Commonweal th funding for each sector rather than per capita estimates.

Total Catholic and Other Non-government School Funding

5.
6.

7.

The total private, State and Commonwealth funding figures are added to obtain a total funding figure for each sector.

In order to be directly comparable to AGSRC based estimates, capital expenditure is removed from the estimated total
funding projections for 2004.

Capital expenditure projections are estimated by applying the annual percentage movement in capital expenditure for
1996-2000 to the 2000 figure. It is assumed that compound growth rates are estimated and not average percentage increases.
This needs to be checked.

Comparison with Government School Funding

8.

10.

The average annual increase in AGSRC per capitais estimated for 1996-2002 for primary and secondary schools. This
appears to have been done as a two-stage process. The average compound growth rate for 1996-2000 was estimated and
growth rates were also estimated for 2000-2002. Then, an average for 1996-2002 was estimated. Need to check how the
calculation was actually done.

This average annual increase was applied to the AGSRC for 2002 to obtain per capita estimates for primary and secondary
schoolsin 2004.

DEST states that the AGSRC figure for 2004 refers to government school expenditure in the 2002-03 financial year and that
in order to maximise comparability of the figures an
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extra year of indexation should be applied. The AGSRC to be used in 2005 is calculated from 2003-04 financial year
expenditure.

11. The AGSRC per capita figures are then multiplied by projected enrolment figures for the Catholic and Other non-government
school sectors to estimate the total AGSRC based income. It appears DEST uses slightly later projected enrolment figures.

12. Thesefigures are then compared to the total projected income figures from all sources.

13. DEST dtates that even when capital expenditure is included in government school expenditure or excluded from
non-government school expenditure problems of comparability still remain because the AGSRC is a cash expenditure figure.
It says that in the 2002 calculation of the AGSRC government school recurrent expenses were 11.1 per cent higher than the
cash amount. It states that the projected funding for non-government schools should also be adjusted for this difference.

14. DEST aso notes that privately sourced funds that are included in non-government school income figures are not included in
government school funding estimates and makes an
adjustment to take account of this.

3. Differences between methodologies
1. DEST uses more recent enrolment projections than the Senate Report.

2. DEST uses compound growth rates rather than dollar or percentage increases to measure the trend in funding over recent
years.

3. DEST takes account of the lag in the calculation of the AGSRC. The AGSRC incorporates an 18-month lag. For example, the
AGSRC for final payments in 2003 (that is, non-government funding in 2003) is based on expenditure in the 2001-02
financial year.?® This means that a comparison of the AGSRC for 2003 with total non-government school funding in 2003 is
misleading and incorrect.

4. DEST takes account of capital expenditure. The AGSRC underestimates expenditure on government schools because it does
not include capital expenditure.

5. DEST makes adjustments to take account of the difference between the accruals-based and cash-based estimates of
government school expenditure.

6. DEST makes an adjustment to take account of fees and donations to government schools that are not included in measures of
government school expenditure.

29 Quadrennial Administrative Guidelines 2003, Appendix G, p. 190.
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