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 Section 1. NIEIR reports on the 1996 and 2000 Grand Prix events: 

1. ‘Grand Prixtensions’ A critique of the economic evaluation of the 1996 Transurban Australian Grand Prix , (Sept. 1997) by Francis Grey: executive summary.

2. ‘Grand Prixtensions 2000’ (2001),  by Francis Grey: executive summary

3. Comments on 2000 NIEIR report,  by Peter Forsyth (August 2000)

4. Article from ‘The Age’ newspaper, Monday March 5 2001,Money and Investment  section, ‘Ain’t it grand?’, by Royce Millar.

5.   Article from the Australian Accountant, September 1995, ‘The IndyCar Grand Prix : costs and benefits’, by Terry Black and Amelia Pape.
  Section 2. Economic evaluation of major events:

1. ACT Auditor-General’s 2002 performance audit on the the Canberra V8 car races – pages 68-75,  81-82.

2. Paper, ‘Economic Evaluation of Special Events: A re-assessment’ by Larry Dwyer, Univ. Of NSW,  Peter Forsyth, Monash Univ. and  Ray Spurr, Univ. of NSW,  presented to CAUTHE conference, Coffs Harbour, 5-8 February 2003 - pages  3,4,8,9. 

   Section 4. Operating losses:

        Save Albert Park Factsheet No. 84/8, 10 June 2002, page 2.
         Section 5. Capital costs:  

               Save Albert Park Factsheet No.84/8  10 June 2002, page 1.

      Section 6. Promotion of Melbourne through ‘world –wide’ media exposure:

          1.Article in ‘EuroBusiness’, ‘The best deal in sport’, April 2000.     

 2.  Bernie’s Game’, by Terry Lovell, Penguin Viking, 2003, page 292

       3. ‘Indy Dreams and Urban Nightmares’ by Mark Lowes, UTP, 2002, pages        

           14,15      

       4. Article by Greg Baum, ‘The Age’ Sport section, March 22, 2003.

   Section 7: Public Acceptance of the event; attendance numbers

1. Article,  ‘Race crowd exaggerated’,  Port Phillip Leader,  March 17 2003, p.3.

2. Letter to the editor, ‘The Age’ newspaper,  ‘How many were at the Grand Prix?  by Joan Logan, March 17 2003, p14.           
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COST-BENEFIT ANALYSIS  (PERFORMANCE AUDIT) OF THE

FORMULA  ONE GRAND PRIX EVENT IN ALBERT PARK

   Save Albert Park Inc. believes that it is in the public interest that a cost-benefit analysis (performance audit)  be carried out on the Formula One Grand Prix event held annually on a temporary track in Albert Park Reserve.  There is no real evidence that the economic benefits  of staging the Grand Prix event in Albert Park ‘far outweigh’ its cost to the Victorian public,  as claimed in the 2002 annual report of the Australian Grand Prix Corporation. The cost is significant and will continue to increase  annually. 

The major issues  relating to the financial and economic evaluation of the Grand Prix are:                       

· Economic reports on the event carried out in 1996 and 2000  using Input 

      Output/multiplier methodology, (NIEIR reports ) did not establish   

      that the Grand  Prix  produced a net economic benefit.

· The limitations and inherent flaws associated with Input Output analysis have 

            been identified in two recent publications: the performance audit by the ACT     

            Auditor General of the Canberra V8 car race series,  and a 2003 conference    

            paper by economics academics Dwyer, Forsyth and Spurr.
· An indicative cost-benefit analysis carried out by Save Albert Park, using the   ACT Auditor General’s methodology, showed the event produced a loss or                                                                                       only a relatively small profit.

· The event incurs a substantial annual operating loss which to date amounts to a total of over $40 million.  The loss for the 2003 event is expected to exceed $11 million.
· Capital (establishment) costs, ie. 1995 construction costs, plus subsequent race related costs total over $73 million, which represents an annualised cost of approximately $4.75 million.
· There is no evidence that  the media exposure generated by the event has any       

            significant effect in promoting Melbourne as a tourist destination.
· The Australian Grand Prix Corporation (AGPC) uses patron attendance   
            numbers to claim a high level of public acceptance of the event, and as a basis  

            for economic impact studies.  Attendance counts carried out by Save Albert   

            Park over the past six years indicate that the ‘official’ attendance figures   

            published by the AGPC have exaggerated actual attendance by 40% or more.
· The reconstruction of the park roads into a car race track has led to a marked  increase in traffic accidents, at an increased cost estimated to be close to $20 million.

SUMMARY OF SUBMISSION

Section 1.  1996 and 2000 economic studies:  the NIEIR reports 

The economic reports on the 1996 and 2000 events, prepared for the Victorian government by the National Institute of Economic and Industry Research. (NIEIR)    used Input Output/multiplier methodology  to measure increase in  economic impact (or activity).  These reports were not complete cost-benefit analyses.  No account was taken of possible alternative projects or investments which might have provided a greater return.  The gross impact (ie ‘output’, or additional expenditure) calculated by NIEIR to be $95.6m in 1996 and $130.7m in 2000, has been widely reported as ‘economic benefit’, giving a false impression to the public that the event brings that amount of money into the state.

The NIEIR report methodology has been strongly criticised by economists Francis Grey of  Economists at Large and Associates,  and Professor Peter Forsyth of Monash University,  not only for using the economic impact approach (which always gives a positive, exaggerated result) but also for confusing economic impact with net benefit, and using apparently flawed arguments. 

Section 2  Economic evaluation of  ‘major events’

The limitations and flaws in Input Output /multiplier analyses have been identified in two recent publications, the ACT Auditor-General’s 2002 performance audit on the Canberra V8 car races, and a 2003 conference paper by academics Dwyer, Forsyth and Spurr.  The ACT Auditor-General’s report states:

‘First and foremost, input-output analysis is concerned with measuring  economic   activity, and is not a tool for evaluation of projects’.

 The Dwyer, Forsyth and Spurr paper states: 

‘Where there is a need to compare the benefits of a policy or investment with the costs of funding it, cost benefit analysis is the appropriate tool’.       

Tax receipts: The 2000 NIEIR report claimed the event generated $9.8 million in tax receipts to the State Government. As these receipts are based on an apparently inflated estimate of expenditure, the tax figure is also inflated. Also, the tax is included in the economic impact figure and is not an additional benefit to the state.

Section 3 Indicative cost-benefit analysis

Using the methodology described in the ACT Auditor-General’s performance audit on the Canberra V8 car races, Save Albert Park has carried out an indicative cost benefit analysis of the 2000 Grand Prix event. Depending on the factor used to translate visitor spending into net benefit, a loss or a small net benefit was indicated.

 Section 4  Operating losses

Since its introduction in 1996 by the Kennett government, the  Formula One grand Prix has incurred increasing operating losses.  The loss on the 2001 event, as reported by the Australian Grand Prix Corporation  (AGPC) was $5.931 million, and  on the 2002 event, $8.727 million.  A even greater loss (probably near $11 million) has been forecast for the 2003 event.   Cumulative operating losses now total over $40 million, and if depreciation and subsidies from other State Government agencies are included, losses may well exceed $50 million. A major cause of the continuing losses is the $18 million cost of  set-up and take-down of the temporary race infrastructure.   This recurrent expense would be avoided with a permanent venue.

Section 5   Capital costs

The cost of converting Albert Park Reserve into a motor racing venue in 1995 was $41 million.  Since then over $30 million has been spent on race related projects.  For the 2003 event, $6 million was spent on providing higher steel safety fencing, deemed necessary after the death of a race marshal during the 2001 race. On an annualised basis,  the total capital costs represent a cost of approximately $4.75 million per year.   As motor racing is constantly developing,  further capital expenditure is likely to be necessary to meet new requirements for safety and spectator appeal.          

Section  6. Promotion of  Melbourne through ‘world –wide’ media exposure

The Victorian Government’s agency, the Australian Grand Prix Corporation, claims in its 2002 annual report that the event’s operating deficit is far outweighed by its economic benefits, including promotion of tourism by the media exposure.  

No evidence has been made public  which proves the value of the Grand Prix event in promoting Melbourne as a tourist destination.  No reliable independent sources can be

quoted to support the claims of extremely large TV audiences.  

Section 7. Public acceptance of the event: attendance numbers 

Attendance is used by the Australian Grand Prix Corporation as a measure of public acceptance of the event and as the basis for its economic evaluation (NIEIR reports).  Save Albert Park has carried out a manual count of race patrons on all gates on all event days for the six years, 1998 to 2003.  The results have indicated that the AGPC overstates its published attendance by more than 40%.  

Section 8.  Traffic accidents on park roads

The park roads were reconstructed in 1995 to Formula One Grand Prix motor racing specifications, with un-banked sharp turns connected by straights.  The alignment  of the roads and other features has led to a high incidence of traffic accidents. Lakeside Drive was declared a black spot zone in October 2001, and Parks Victoria has also applied for black spot funding for Aughtie Drive.  The cost to the Victorian community of the traffic accidents in the park from 1995 to 2001, attributable to the  Grand Prix road reconstruction has been estimated to be close to $20 million.

Need for a cost-benefit analysis  
There is no real evidence that the economic benefits of staging the Grand Prix event in Albert Park ‘far outweigh’ its costs to the Victorian public. 

The costs are  very significant  and will continue to increase rapidly.  Save Albert Park believes that  taxpayers funds could be better employed. 

Save Albert Park has been encouraged to make this submission in the knowledge that the deputy premier,  and MLA for Albert Park,  John Thwaites, and the MLC for Monash, John Scheffer,  and also the former Liberal MLC for Monash, Peter Katsambanis,  have all publicy stated that they would support such a cost-benefit analysis by the Auditor-General.        
