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The Australian Government recognises that the national interest is served through improving
the capacity of local government to deliver services to all Australians by enhancing the
performance and efficiency of the sector. The Local Government (Financial Assistance) Act
1995 (Cth) (the Act) is an important means used to achieve these goals.

During 2018-19, Australia had 546 local governing bodies eligible to receive funding under
the Australian Government’s Financial Assistance Grant program. The Act provides the
legislative basis for this program. These 546 local governing bodies include:

e 535 local governments

e 10 declared local governing bodies, consisting of five Indigenous local governments
and the Outback Areas Community Development Trust in South Australia; the Local
Government Association of Northern Territory; the Silverton and Tibooburra villages; and
Lord Howe Island in New South Wales

e the Australian Capital Territory, which receives funding through the Financial Assistance
Grant program as it maintains both territorial and local government functions.

The Act defines the term ‘local governing bodies’ in a way that includes local governments
established under state and Northern Territory legislation as well as ‘declared bodies’.

The terms ‘council’ and ‘local government’ are used interchangeably in this report to
encompass all local governing bodies.

Declared bodies are funded under the Financial Assistance Grant program and are treated
as local governments for the purposes of grant allocations. However, declared bodies are
not local governments and have different legislative obligations. Due to this difference,
data in this report that relates to local government may not be directly comparable to local
governing bodies. Also, data relating to local government cannot be directly compared to
that for the Australian Capital Territory, as the Australian Capital Territory performs both
territorial and local government functions.

Local government functions

While the structure, powers and responsibilities of the Australian and state governments

were established during federation, local government was not identified as a Commonwealth
responsibility—it is a state and Northern Territory responsibility. The states and the

Northern Territory established the legal and regulatory framework to create and operate local
government. As such, there are significant differences between the systems overseeing councils.

The main roles of local government are governance, planning, community development,
service delivery, asset management and regulation.
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Local governments are close to their communities and have unique insights into local and
community needs. Councils determine service provision according to local needs and the
requirements of state and territory legislation.

Population

The estimated resident population of Australia at 30 June 2019 was 25,364,300, an increase
of 381,600 persons or 1.5 per cent from 30 June 2018. All states and territories, except the
Northern Territory, experienced positive growth for the year ending 30 June 2019. Victoria
recorded the fastest growth rate (2.1 per cent) while the Northern Territory recorded the
lowest (-0.5 per cent).

The Australian Bureau of Statistics publishes information on Australia’s population through
the Australian Demographic Statistics, ABS cat. No 3101.0.

Diversity

Local government can be highly diverse, both within and between jurisdictions. This diversity
extends beyond rural-metropolitan differences. In addition to size and population, other
significant differences between councils include the:

e attitudes and aspirations of local communities

e fiscal position (including revenue-raising capacity), resources and skills base

e legislative frameworks, including voting rights and electoral systems for example
e physical, economic, social and cultural environments

e range and scale of functions.

Aboriginal and Torres Strait Islander councils

Aboriginal and Torres Strait Islander councils have been established under different
legislative frameworks. They can be established under the mainstream local government
legislation of a jurisdiction or through distinct legislation. They can also be ‘declared’ to be
local governing bodies by the Australian Government Minister for Local Government on
advice from a state or Northern Territory minister for the purpose of providing funding under
the Financial Assistance Grant program.

National representation of local government

In 2018-19, the interests of local government were represented through a number
of groups, including the Australian Local Government Association and the Council of
Australian Governments.

Council of Australian Governments

The Council of Australian Governments (COAG) comprised the Prime Minister, state premiers,
territory chief ministers and the Australian Local Government Association President.

COAG was established in May 1992 and its role was to initiate, develop and monitor the
implementation of policy reforms of national significance.
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COAG established inter-governmental agreements that signified the commitment of
jurisdictions to implement its decisions. In many instances, these agreements are precursors
to the passage of legislation at the Commonwealth, state and territory levels.

Australian Local Government Association

The Australian Local Government Association is a federation of state and Northern Territory
local government associations. The Australian Local Government Association aims to add
value, at the national level, to the work of state and territory associations and their member
councils. Further information is available at https://alga.asn.au.

Australian Government grants to local government

The Australian Government supports local government through the Financial Assistance
Grant program, specific purpose payments and direct funding.

In 2018-19, the Australian Government provided $2.5 billion in untied funding under the
Financial Assistance Grant program to local governing bodies and the Australian Capital
Territory Government. The Australian Government brought forward $1.2 billion of the
budgeted allocation for 2019-20 and paid this funding to states and territories in June 2019.
The means of distributing funding provided under the Financial Assistance Grant program

is discussed in Chapter 2. Allocations to local governing bodies for 2018-19 are provided in
Appendix D.

Under the Intergovernmental Agreement on Federal Financial Relations, the Australian
Government provided ongoing financial support to the service delivery efforts of the states
and territories to local government through:

e national specific purpose payments to be spent in key service delivery sectors

e national partnership payments to support delivery of specified outputs or projects,
facilitate reforms or reward those jurisdictions that deliver on nationally significant
reforms

e general revenue assistance, consisting of GST payments and other general revenue
assistance.

The national specific purpose payments (SPPs) are distributed among the states each
year in accordance with the Australian Statistician’s determination of state population
shares. An equal per capita distribution of the specific purpose payments ensures that all
Australians, regardless of the jurisdiction they live in, are provided with the same share of
Commonwealth funding support for state service delivery.

Total payments to the states for specific purposes constitute a significant proportion of
Commonwealth expenditure. In 2018-19, total specific purpose payments were estimated

in the 2018-19 Budget to total $58.6 billion, an increase of $606.9 million compared with
$57.9 billion in 2017-18 (Australian Government, Budget measures: Budget paper Number 3,
2018-19).
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Local government finances

Share of taxation revenue by sphere of government

Local government's taxation revenue increased by 5.9 per cent from 2017-18 to $18.9 billion
in 2018-19. Local government’s taxation revenue in 2018-19 amounted to 3.4 per cent of all
taxes raised across all spheres of government in Australia. Taxes on property were the sole
source of taxation revenue for local governments in 2018-19 (Australian Bureau of Statistics,
Taxation Revenue, Australia, 2018-19, ABS cat. Number 5506.0). Table 1 provides further
information on the local government share of taxation revenue in 2018-19.

Table 1 Share of taxation revenue by sphere of government and source, 2018-19

Federal State Local Total
Revenue source % % % %
Taxes on income 60.5 = = 60.5
Employers payroll taxes 0.2 4.6 - 4.6
Taxes on property 0.0 2.5 3.4 5.8
Taxes on provision of goods and services 19.1 6.1 - 25.2
Taxes on use of goods and performance activities 1.6 23 - 3.8
Total 88.2 15.4 34 100.0

Notes  Figures may not add to totals due to inclusion of external territories and rounding.
"' represents nil or figure rounded to zero.

Source: Australian Bureau of Statistics, Taxation Revenue, Australia, 2018-19, Total Taxation Revenue,
ABS cat. Number 5506.0.

Local government revenue sources

In 2018-19, councils raised 86.2 per cent of their own revenue, with grants and subsidies
making up the remaining 13.8 per cent (Table 2). Individual councils have differing abilities
to raise revenue. These differing abilities may not be apparent when national or even state
averages are considered. The differences between urban, rural and remote councils including
their population size, rating base and ability to levy user charges, affects the ability of a
council to raise revenue.
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Table 2 Local government revenue sources by jurisdiction in 2018-19

Revenue source NSW Vic Qld WA SA Tas NT Total

Own-source revenue

Taxation $m 4,809 5,368 4,146 2,423 1,602 419 138 18,904
% 317 45.7 32.7 49.9 62.2 48.7 228 385

Sclgs of goods and $m 5,097 2,107 4,220 1,067 430 189 109 13,819
services
% 33.6 18.0 333 22.0 16.7 22.0 18.0 28.1

Interest $m 370 129 216 124 20 15 10 883
% 24 1.1 1.7 2.6 0.8 1.7 1.7 1.8
Other* $m 2,825 2,827 2,081 525 208 91 133 8,784
% 18.6 24.1 16.4 10.8 8.1 10.6 220 17.9

Total own-source revenue 13,101 10,431 10,663 4,139 2,260 714 390 42,390

Grants and $m 2,192 1,304 2,009 719 316 147 214 6,771
subsidies
% 14.5 11.1 15.9 14.8 12.3 17.1 35.4 13.8

Total grant revenue 2,192 1,304 2,009 719 316 147 214 6,771
Total revenue $m 15,163 11,734 12,672 4,858 2,575 860 604 49,160
% 100 100 100 100 100 100 100 100

Notes:  Figures may not add to totals due to inclusion of external territories and rounding.

* Other revenue relates to items that are not recurrent and are not generated by the ordinary operations
of the organisation, including items such as parking and other fines, rental incomes, insurance claims
and revaluation adjustments.

Source: Australian Bureau of Statistics, Government Finance Statistics, Australia, 2018-19,
ABS cat. Number 5512.0.

Local government revenue—taxes

One way local governments raise revenue is through rates on property. In 2018-19,

38.5 per cent of local government revenue nationally came from rates. The proportion of

revenue from rates varied notably between jurisdictions—from a high of 62.2 per cent for
South Australia to a low of 22.8 per cent for the Northern Territory—and 17.9 per cent of
local government revenue was classified as ‘other’ (Table 2).

Rates in each state and the Northern Territory are based on a land valuation. However,
methods for assessing land value differ significantly between states.

Local government revenue—other non-grant revenue sources

On average, local government received 28.1 per cent of its revenue in 2018-19 from the sale
of goods and services (Table 2).

Councils in the Northern Territory relied more on government grants and subsidies than
councils in other jurisdictions, as they raised only 64.6 per cent of their own revenue. In
the remaining states, the proportion of revenue raised from own sources ranged from
83.0 per cent for Tasmanian councils to 88.9 per cent for Victorian councils (Table 2).
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Local government expenditure

Local government expenditure is primarily on general public services (23.0 per cent) followed
by transport (21.4 per cent) and recreation, culture and religion (16.6 per cent) (Table 3).

Table 3 Local government expenditure by purpose and jurisdiction in 2018-19

Expenditure NSwW Vic Qld WA SA Tas NT Total
General public $m 3026 1621 2910 871 151 178 193 8931
services % 250 181 289 205 66 221 399 230
Public order and $m 391 216 175 151 50 9 25 1012
safety % 32 24 17 36 22 11 5.2 26
Economic affairs $m 606 434 413 190 160 34 22 1,857

% 50 4.9 4.1 45 7.0 42 45 48
Environmental $m 2,415 1,323 1,229 295 412 100 21 5,755
protection % 200 148 122 69 181 124 43 148
Housing _ond $m 1,175 625 1,385 417 219 66 60 3,931
ekl % 97 70 137 98 96 82 124 101
Health $m 99 183 56 76 60 12 5 491

% 0.8 20 0.6 18 26 15 1.0 13
Recreation, culture $m 1787 1706 1239 948 569 137 65 6,445
and refigion % 148 191 123 223 250 170 134 166
Education $m 94 133 4 5 - - 1 237

% 0.8 15 0.0 0.1 - - 0.2 06
Social protection $m 415 975 54 197 132 22 41 1,829

% 34 109 0.5 46 5.8 2.7 85 47
Transport $m 2074 1725 2611 1098 525 247 51 8322

% 17.2 19.3 25.9 25.8 23.0 30.7 10.5 21.4

Total $m 12,081 8,942 10,076 4,248 2,278 804 484 38,810
% 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Notes: The Australian system of Government Finance Statistics 2015 framework (AGFS15) has been
implemented by the ABS from 1 July 2017. Changes to expense categories have been reflected above.

Figures may not add due to rounding.
-’ represents nil or figure rounded to zero.

Source: Australian Bureau of Statistics, Taxation Revenue, Australia, 2018-19, Total Taxation Revenue,
ABS cat. Number 5512.0.

Assets and liabilities

In 2018-19, local government in Australia had a net worth of $480.7 billion, with assets
worth $457.0 billion and liabilities worth $20.2 billion (Table 4 and Table 5).

On a state basis, only councils in South Australia had a net debt position as at 30 June 2019,
while all the other states had a net surplus (Table 5).
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Table 4 Local government assets in 2018-19

NSW Vic Qld WA SA Tas NT
Assets $m $m $m $m $m $m $m $m Total
Cash and deposits 2,163 1611 5,017 2,730 42 447 306 12,335
Advances paid 0 4 0 3 113 0 0 120
5 Investments, loans 0 4,219 1,261 391 21 2 0 5,807
g and placements
o
LuE_ Equity 0 0 5,668 399 113 1,932 0 8,112
Other non-equity 13,404 1,137 2,172 390 260 60 152 17,570
assets
Total 15,567 6,971 14,119 3,914 549 2,440 458 43,945
< Land and fixed 167,193 104,257 108,093 44,685 25,454 9,413 2,598 456,815
‘G assets
5
& Other non- 187 0 0 0 0 0 0 187
'g financial assets
z
Total 167,380 104,257 108,093 44,685 25,454 9,413 2,598 457,002
Total assets 172,428 182,947 111,227 122,212 48,598 26,003 11,853 500,946

Notes: These figures may not add to totals due to rounding.

Source: Australian Bureau of Statistics, Government Finance Statistics, Australia, 2018-19,
ABS cat. Number 5512.0.

Table 5  Local government liabilities and net worth and debt in 2018-19

NSW Vic Qid WA SA Tas NT Total
Liabilities $m $m $m $m $m $m $m $m
Deposits held 60 360 8 38 195 11 0 672
Advances received 2 4 0 2 204 0 0 212
Other loans and placements 3,222 1,051 5,476 682 284 177 12 10,206
Debt Securities 0 0 0 0 0 0 0 0
Provisions for defined 0 2 0 0 0 0 0 2
benefit superannuation
Other liabilities 3,168 1,812 2,380 948 548 163 142 9,142
Total liabilities 6,452 3,229 7,864 1,670 1,232 351 154 20,235
Net Financial Worth' 176,494 107,999 114,348 46,928 24,771 11,502 2,901 480,712
Net Debt* 9,114 3,742 6,255 2,244 -683 2,089 303 23,710

Notes: These figures may not add to totals due to rounding.
T Net financial worth is the difference between total financial assets and total liabilities.

* Net debt figures are memorandum items for comparison only. They do not derive from the above
calculations. Net debt is the sum of selected financial liabilities, deposits held, advances received,
government securities, loans, and other borrowing, less the sum of selected financial assets, cash and
deposits; advances paid; and investments, loans and placements. Net debt is a common measure of
the strength of a government’s financial position.

Source: Australian Bureau of Statistics, Government Finance Statistics, Australia, 2018-19,
ABS cat. Number 5512.0.






History of the arrangements

Financial Assistance Grant program funding is provided under the Local Government
(Financial Assistance) Act 1995 (Cth) (the Act), which replaced the Local Government
(Financial Assistance) Act 1986 (Cth) from 1 July 1995.

Funding from the Australian Government to local government began in 1974-75.
At that time, funding was determined by the Commonwealth Grants Commission on
an equalisation basis.

The Local Government (Financial Assistance) Act 1986 (Cth) introduced a new indexation
formula which included the consumer price index and population growth. In addition,
Local Government Grants Commissions were introduced to determine distributions to
individual councils. These took into account horizontal equalisation and a 30 per cent
minimum grant principle.

The 1990 Special Premiers’ Conference determined that a local road component would be
provided from 1 July 1991, in addition to the general purpose component. The untied local
road component was introduced to replace specific purpose funding for local roads provided
under the Australian Land Transport Development Act 1988 (Cth). The local road formula,
agreed to by all Premiers, is intended to help local government with the cost of maintaining
local roads.

The Act introduced the untied local road component and formalised a set of National
Principles. Each Local Government Grants Commission must consider the National Principles
when determining allocations to local governing bodies. Further information on the National
Principles is provided in Appendix A.

The objectives of the general purpose component include improving the capacity of

local governments to provide their communities with an equitable level of services and
increasing local government’s efficiency and effectiveness. The objective of the identified
road component is to support local governing bodies with funding allocated on the basis of
relative needs for roads expenditure and to preserve road assets.

Both components are paid quarterly to the states and territories and are to be passed on
to local government without delay. The Financial Assistance Grant program is untied in the
hands of local government, which means local governments are free to spend the funding
according to local priorities.

Table 6 shows funding under the Financial Assistance Grant program since the introduction
of the general purpose component in 1974-75 and the local road component in 1991-92.
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Quantum of financial assistance grant allocations

Table 6 shows funding under the Financial Assistance Grant program since the introduction
of the general purpose component in 1974-75 and the local road component in 1991-92.

Table 6  National financial assistance grant allocations, 1974-75 to 2018-19
Year General purpose ($) Local road ($) Total ($)
1974-75 56,345,000 nfa 56,345,000
1975-76 79,978,000 n/a 79,978,000
1976-77 140,070,131 nfa 140,070,131
1977-78 165,327,608 nfa 165,327,608
1978-79 179,426,870 nfa 179,426,870
1979-80° 222,801,191 nfa 222,801,191
1980-81 302,226,347 nfa 302,226,347
1981-82 352,544,573 n/a 352,544,573
1982-83 426,518,330 nfa 426,518,330
1983-84 461,531,180 nfa 461,531,180
1984-85 488,831,365 nfa 488,831,365
1985-86 538,532,042 nfa 538,532,042
1986-87 590,427,808 n/a 590,427,808
1987-88 636,717,377 nfa 636,717,377
1988-89 652,500,000 nfa 652,500,000
1989-90 677,739,860 nfa 677,739,860
1990-91 699,291,988 nfa 699,291,988
1991-92° 714,969,488 303,174,734 1,018,144,222
1992-93¢ 730,122,049 318,506,205 1,048,628,254
1993-94 737,203,496 322,065,373 1,059,268,869
1994-95 756,446,019 330,471,280 1,086,917,299
1995-96¢ 806,748,051 357,977,851 1,164,725,902
1996-97 833,693,434 369,934,312 1,203,627,746
1997-98 832,859,742 369,564,377 1,202,424,119
1998-99 854,180,951 379,025,226 1,233,206,177
1999-2000 880,575,142 390,737,104 1,271,312,246
2000-01 919,848,794 408,163,980 1,328,012,774
2001-02 965,841,233 428,572,178 1,394,413,411
2002-03 1,007,855,328 447,215,070 1,455,070,398
2003-04 1,039,703 ,554 461,347,062 1,501,050,616
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National financial assistance grant allocations, 1974-75 to 2018-19 (continued)

Year General purpose ($) Local road ($) Total ($)
2004-05 1,077,132,883 477,955,558 1,555,088,441
2005-06 1,121,079,905 497,456,144 1,618,536,049
2006-07 1,168,277,369 518,399,049 1,686,676,418
2007-08 1,234,986,007 547,999,635 1,782,985,642
2008-09 1,621,289,630 719,413,921 2,340,703,551
2009-10 1,378,744,701 611,789,598 1,990,534,299
2010-11 1,446,854,689 642,012,005 2,088,866,694
2011-12 1,856,603,939 823,829,803 2,680,433,742
2012-13 1,525,571,456 676,940,950 2,202,512,406
2013-14 798,026,429 354,107,812 1,152,134,241
2014-15 2,377,879,350 1,055,135,046 3,433,014,396
2015-16 792,547,187 351,676,511 1,144,223,698
2016-17 2,405,539,222 1,067,408,546 3,472,947,768
2017-18 1,670,887,544 741,421976 2,412,309,520
2018-19 1,721,014,169 763,664,637 2,484,678,806
Total 39,947,291,431 14,735,965,943 54,683,257,374
Notes: a. Grants to the Northern Territory under the program commenced in 1979-80, with the initial

Source: Department of Infrastructure, Transport, Regional Development and Communications.

Overview of current arrangements

The following actions were taken to distribute funding in 2018-19 to local government under

allocation being 1,061,733.
b. Before 1991-92, local road funding was provided as tied grants under different legislation.

c. In 1992-93, part of the road grant entitlement of the Tasmanian and Northern Territory

governments was reallocated to local government in these jurisdictions.

d. Grants to the Australian Capital Territory under the program commenced in 1995-96.

All funding represents actual entitlements.

n/a = not applicable.

the Financial Assistance Grant program and in accordance with the Act. They reflect the
different roles and responsibilities that the Commonwealth and the states and territories,
have under the Act.

Before the start of the financial year, the Australian Government estimated the quantum
of general purpose and local road components that were to be allocated to local
government across the nation. This is equal to the national grant final entitlement for
the previous financial year multiplied by the estimated escalation factor resulting from
changes in population and the consumer price index.

States and territories were advised of their estimated quantum of general purpose and
local road components, calculated in accordance with the Act.

11
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e Local Government Grants Commissions in each state and the Northern Territory
recommended, to their local government minister, the general purpose and local
road component allocations to be made to local governing bodies in their jurisdiction.
The recommendations were made in accordance with National Principles formulated
under the Act for allocating grants. The Australian Capital Territory does not have
a Local Government Grants Commission as the territory government provides local
government services in lieu of having a system of local government.

e State and Northern Territory local government ministers forwarded the recommendations
of the Local Government Grants Commission in their jurisdiction to the Australian
Government Minister (the Minister) responsible for local government.

e When satisfied that the states and territories had adopted the recommendations of their
Local Government Grants Commissions, the Minister approved payment to the states
and territories. The Australian Government paid the grant in quarterly instalments to the
states and territories, which, without undue delay, passed them on to local governing
bodies within their jurisdictions in accordance with the recommended allocations and
as untied grants.

e When updated consumer price index and population information became available
toward the end of the financial year, an actual escalation factor was calculated and the
actual grant entitlement for 2018-19 was determined.

e Any difference between the estimated and actual entitlements in the current year is
combined with the estimated entitlement in the next year to determine the next year’s
cash payment. This is known as the adjustment referred to in the Act.

Determining the quantum of the grant

Section 8 of the Act specifies the formula that the Treasurer of the Commonwealth

(the Treasurer) is to apply each year to calculate the escalation factors used to determine
the funding under the Financial Assistance Grant program. The escalation factors are
based on changes in the consumer price index and population.

The Act provides the Treasurer with discretion to increase or decrease the escalation
factors in special circumstances. When applying this discretion, the Treasurer is required
to have regard to the objects of the Act (below) and any other matter the Treasurer
thinks relevant. The same escalation factor is applied to both the general purpose and
local road components.

Objects of the Act
Sub-section 3(2) of the Act states the objects as follows.

The Parliament of Australia wishes to provide financial assistance to the states for the
purposes of improving:
(a) the financial capacity of local governing bodies

(b) the capacity of local governing bodies to provide their residents with an equitable
level of services

(c) the certainty of funding for local governing bodies
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(d) the efficiency and effectiveness of local governing bodies

(e) the provision by local governing bodies of services to Aboriginal and Torres Strait
Islander communities.

Determining entitlements for 2018-19 and 2019-20

The calculations of the 2018-19 actual entitlement and the 2019-20 estimated entitlement,
using the final escalation factor (the final factor) and estimated escalation factor (the
estimated factor), are set out in Figure 1 and Figure 2 respectively.

The estimated entitlement for 2018-19 was $1.2 billion, consisting of $851.3 million
under the general purpose component and $377.8 million under the identified local road
component (see Table 7).

In the 2019-20 Budget, the Australian Government announced their decision to bring
forward $1.3 billion of the 2019-20 estimate into 2018-19. This resulted in payments of
$1.3 billion to jurisdictions for immediate distribution to local government. This funding
consisted of a general purpose component of $883.1 million and a local road component of
$391.9 million. The brought forward payment was provided for under amendments made to
the Actin 2009 (see Table 7).

The final entitlement for 2018-19 was $2.5 billion. This consisted of a general purpose
component of $1.7 billion and an identified local road component of $763.7 million
(see Table 8).

The negative adjustment of $19.4 million was applied to the estimated entitlement in the
following year (2019-20). The adjustment reflects the difference between the estimated
entitlement at the beginning of the financial year and the final entitlement at the end of the
financial year.

Under the Act, population estimates are applied to the estimated and final entitlements.
As such, jurisdictions experiencing a negative population change from one year to the
next will receive a declining share of the general purpose component. In 2018-19, both
Queensland and Western Australia experienced a decreasing population share.

13
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Figure 1 Determining the final factor for 2018-19

Under section 8 of the Local Government (Financial Assistance) Act 1995 (Cth)

(the Act), the unadjusted factor for 2018-19 was calculated as follows:

Consumer Price

Unadjusted _ Population of Australia at 31 December 2017 . Index at March 2019
factor Population of Australia at 31 December 2016 Consumer Price
Index at March 2018
That is:
24,770,829 114.1
Unadjusted factor = X = 1.0297
24,378,113 112.6

However, to account for the Australian Government’s decision to bring forward the first
two quarter payments in 2018-19 to the 2017-18 financial year, the unadjusted factor

was adjusted in accordance with section 8(1)(c) of the Act as follows:

2018-19 unadjusted amount —
2017-18 adjustment amount +

Unadjusted factor = 2019-20 adjustment amount x 1

2017-18 final entitlement Unadjusted factor

This equates to an adjustment factor of:

2,437,978,692—1,228,343,283 +
Adjustment _ 1,274,978,776 X =

factor
2,412,309,520 1.0297

1.0003

Therefore, the final factor for 2018-19 was determined through the multiplication

of the unadjusted factor and the adjustment factor as follows:

Final factor = unadjusted factor (1.0297) x adjustment factor (1.0003) = 1.0300

14
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Figure 2 Determining the estimated factor for 2019-20

Under section 8 of the Local Government (Financial Assistance) Act 1995 (Cth)
(the Act), the unadjusted factor for 2019-20 was calculated as follows:

Consumer Price
Unadjusted Population of Australia at 31 December 2018 Index at March 2020

X
factor Population of Australia at 31 December 2017 Consumer Price
Index at March 2019

That is:

25,175,586 116.8
Unadjusted factor = X = 1.0405
24,770,829 114.1

In order to account for the Government’s decision to bring forward the first two quarter
payments in 2019-20 to the 2018-19 financial year, the unadjusted factor will be
adjusted, in accordance with paragraph 8(1)(c) of the Act as follows:

2019-20 unadjusted amount —

. 2018-19 adjustment amount 1
Unadjusted factor = X
2018-19 final entitlement Unadjusted
amount
AT 2,536,716,725—1,274,978,776 1 _ ousso
factor B X B :
2,484,678,806 1.0405

The estimated factor for 2019-20 was determined through the multiplication of the
unadjusted factor and the adjustment factor as follows:

1.0405 x 0.4880 = 0.5078

15
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Variations in reported grants

At the beginning of each financial year, the quantum of the grant to local government is
estimated using the estimated factor, which is based on forecasts of the consumer price
index and population changes for the year.

At the end of each financial year, the actual or final grant for local government is
calculated using the final factor, which is based on updated consumer price index and
population figures.

Invariably there is a difference between the estimated and actual grant entitlements.
This difference is combined with the estimated entitlement in the following financial year
to provide the cash payment for the next year.

Figures provided in Appendix D and Appendix E reflect the requirement under the Act

to provide a comparison of councils at the national level. To do this, final allocations are
calculated on a per capita (general purpose) and per kilometre (local road) basis. This may
differ from the comparison calculations used by Local Government Grants Commissions in
each jurisdiction.

Consequently, there are numerous ways in which funding provided under the Financial
Assistance Grant program can be reported.

Inter-jurisdictional distribution of grant

The Act specifies that the general purpose component is to be divided among the
jurisdictions on a per capita basis. The distribution is based on the Australian Bureau of
Statistics’ estimate of each jurisdiction’s population and the estimated population of all
states and territories as at 31 December of the previous year.

In contrast, each jurisdiction’s share of the local road component is fixed. The distribution
is based on shares determined from the former tied grant arrangements (see History of
the interstate distribution of local road grants in the 2001-02 Local Government
National Report). Therefore, the local road share for each state and territory is
determined by multiplying the previous year’s funding by the estimated factor as
determined by the Treasurer.

The 2018-19 allocations of general purpose and local road grants among jurisdictions is
provided in Table 9, while Table 10 provides a comparison to 2017-18 allocations.
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02 e Financial Assistance Grant program

National Principles for the allocation of grants
under the Act

As outlined in section 6 of the Act, the Australian Government Minister (the Minister) is
required to formulate National Principles in consultation with state and territory ministers
for local government and a body or bodies representative of local government. The National
Principles guide the states and the Northern Territory in allocating funding from the Financial
Assistance Grant program to local governing bodies within their jurisdiction.

The National Principles are set out in full in Appendix A.

Determining the distribution of grants within jurisdictions

Under sections 11 and 14 of the Act, funding under the Financial Assistance Grant program
can only be paid to jurisdictions (other than the Australian Capital Territory) that have
established a Local Government Grants Commission. The Australian Capital Territory does
not have a Local Government Grants Commission because its government provides local
government services.

The Local Government Grants Commissions make recommendations, in accordance with
the National Principles, on the quantum of the funding to be allocated to local governing
bodies under the Financial Assistance Grant program. The state and Northern Territory
governments determine the membership of, and provide resources for, their respective
Local Government Grants Commissions. Further detail on the Local Government Grants
Commissions is provided in Figure 3.

Once each Local Government Grants Commission has calculated the recommended
allocations to local governing bodies in its jurisdiction under the Financial Assistance Grant
program, the relevant state or Northern Territory minister recommends the allocations to the
Australian Government Minister (the Minister) responsible for local government for approval.
The Act requires that the Minister be satisfied that the states and the Northern Territory have
adopted the recommendations of their Local Government Grants Commission.

As a condition for paying funding under the Financial Assistance Grant program, Section 15 of
the Act requires that the states and the Northern Territory must provide the funding to local
government without undue delay and without conditions, giving local government discretion
to use the funds for local priorities.

Further, the Act requires the state and Northern Territory treasurers to give the Minister,
as soon as practicable after 30 June each year, a statement detailing payments made to
local government during the previous financial year, including the date the payments were
made, as well as a certificate from their respective Auditor-General certifying that the
statement is correct.

Funding under the Financial Assistance Grant program is paid in equal quarterly instalments.
The first payment for each financial year is paid as soon as statutory conditions are

met. One of the requirements of the Act is that the first payment cannot be made before

15 August.
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Figure 3 Local government grants commissions

Section 5 of the Local Government (Financial Assistance) Act 1995 (Cth) (the Act)
specifies the criteria a body must satisfy to be recognised as a local government grants
commission. These criteria are:

e the body is established by a law of a state or the Northern Territory

e the principal function of the body is to make recommendations to the state or territory
government about provision of financial assistance to local governing bodies in the
state or territory

e the Minister is satisfied that the body includes at least two people who are or have
been associated with local government in the state or territory, whether as members
of a local governing body or otherwise.

Section 11 of the Act requires local government grants commissions to: hold
public hearings in connection with their recommended grant allocations; permit or
require local governing bodies to make submissions to the commission in relation
to the recommendations; and make their recommendations in accordance with the
National Principles.

The legislation establishing local government grants commissions in each state and the
Northern Territory are:

New South Wales Local Government Act 1993

Victoria Victoria Grants Commission Act 1976

Queensland Local Government Act 2009

Western Australia Local Government Grants Act 1978

South Australia South Australian Local Government Grants Commission Act 1992
Tasmania State Grants Commission Act 1976

Northern Territory Local Government Grants Commission Act 1986



02 e Financial Assistance Grant program

Bodies eligible to receive funding under the Financial
Assistance Grant program

All local governing bodies constituted under state and territory legislation are automatically
local governing bodies.

In addition, section 4(2)(b) of the Act provides for:

...a body declared by the Minister, on the advice of the relevant state minister, by notice
published in the Gazette, to be a local governing body for the purposes of this Act.

In addition to the Australian Capital Territory, 545 local governing bodies, including 10 declared
local governing bodies made eligible under section 4(2)(b), received funding under the
Financial Assistance Grant program in 2018-19 (Table 11).

Table 11 Distribution of local governing bodies, by type and jurisdiction

Type NSWe Vic Qld WA SA® Tas NT¢ Total
Local governments® 128 79 77 137 68 29 17 585
Declared local governing bodies® 3 — - — 6 — 1 10
Total 131 79 77 137 74 29 18 545

Notes: a These are local governing bodies eligible under section 4(2)(a) of the Local Government
(Financial Assistance) Act 1995 (Cth).

b These are declared local governing bodies under section 4(2)(b) of the Local Government
(Financial Assistance) Act 1995 (Cth).

¢ Includes Lord Howe Island, Silverton and Tibooburra.
d Includes the Northern Territory Roads Trust Account.
e Includes the Outback Communities Authority.
Source: Department of Infrastructure, Transport, Regional Development and Communications.

Methodologies of Local Government Grants Commissions

Local Government Grants Commissions each have their own methodology for allocating
funds to local government in their jurisdiction.

When allocating the general purpose component, Local Government Grants Commissions
assess the amount each local government would need to be able to provide a standard
range and quality of services while raising revenue from a standard range of rates

and other income sources. The Local Government Grants Commissions then develop
recommendations that take into account each local governing body’s assessed need.

The recommended allocation of the local road component is based on the Local Government
Grants Commissions’ assessment of the local governing bodies’ road expenditure needs.
Local Government Grants Commissions are required to make their recommendations in line
with the National Principles (see Appendix A).

A detailed description of each Local Government Grants Commission’s methods can be found
in Appendices B and C and at the internet addresses in Figure 4 below.
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Figure 4 Internet addresses for Local Government Grants Commissions

Jurisdiction Internet address

New South Wales https:/www.olg.nsw.gov.au/commissions-and-tribunals/grants-
commission

Victoria https://www.localgovernment.vic.gov.au/council-funding-and-
grants/victoria-grants-commission

Queensland https://www.statedevelopment.qld.gov.au/local-government/
governance/queensland-local-government-grants-commission

Western Australia  https://www.dlgsc.wa.gov.au/local-government/local-governments

South Australia http://www.dpti.sa.gov.au/local_govt/LGGC

Tasmania http://www.treasury.tas.gov.au/state-grants-commission

Northern Territory  http:/www.grantscommission.nt.gov.au

Allocations to local government in 2018-19

The Australian Government Minister with responsibility for local government (the Minister)
agreed to the allocations of funding under the Financial Assistance Grant program to local
governing bodies for 2018-19, as recommended by Local Government Grants Commissions
through state and Northern Territory ministers. Appendix D contains the final entitlements
for 2018-19.

Table 12 provides the average general purpose allocation per capita provided to local
governing bodies by jurisdiction and the Australian Classification of Local Governments.
The average local road component per kilometre provided to local governing bodies by
jurisdiction and the Australian Classification of Local Governments is outlined in Table 13.

The results in these tables suggest there are some differences in outcomes between
jurisdictions. Notwithstanding the capacity of the Australian Classification of Local
Governments classification system to group similar local governing bodies, it should
be noted that considerable scope for divergence within these categories remains.

This divergence can occur because of a range of factors including isolation, population
distribution, local economic performance, daily or seasonal population changes, age of
population and geographic differences.
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02 e Financial Assistance Grant program

Local governing bodies on the minimum grant

Local governing bodies that receive the minimum grant entitlement generally fall within the
capital city, urban developed or urban fringe classifications, as described in the Australian
Classification of Local Government. Local governing bodies on the minimum grant are
identified with a hash (#) in Appendix D. Table 14 provides details on local governing bodies
on the minimum grant by jurisdiction, from 2009-10 to 2018-19. The per capita grant to
minimum grant councils in 2018-19 was between $20.57 and $21.23.

The proportion of the population covered by local governing bodies on the minimum grant
varies between jurisdictions. In 2018-19, the proportion ranged from 29.4 per cent in Victoria
to 79.2 per cent in Western Australia. This generally reflects the degree of concentration

of a jurisdiction’s population in their capital city. Variations can also arise because of a

local government’s geographic structuring and differences in the methods used by Local
Government Grants Commissions.

In 2018-19, the proportion of the general purpose grant that went to local governing bodies
on the minimum grant was 13.8 per cent nationally. It varied from 8.8 per cent in Victoria to
23.8 per cent in Western Australia.

Local Government Grants Commissions determine the level of assistance that each local
governing body requires to function, by reasonable effort, at a standard not lower than

the average standard of other local governing bodies in the jurisdiction. In doing this, they
consider the revenue-raising ability and expenditure requirements of each local governing
body in the jurisdiction. Where a local governing body is on the minimum grant, its Local
Government Grants Commission has determined that it requires less assistance to function,
by reasonable effort, at a standard not lower than the average standard of other local
governing bodies in the jurisdiction.

Over the past decade, the number of local governing bodies on the minimum grant increased
from 94 in 2009-10 to 100 in 2018-19. The percentage of the population in minimum grant
councils increased from 35.9 per cent in 2009-10 to 46.0 per cent in 2018-19. This resulted
in an increase in the per capita grant to non-minimum grant local governments relative to
that of minimum grant local governments. This trend is consistent with the National Principle
for horizontal equalisation (see Appendix A).
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Comparing councils

Councils often compare the grant they receive to that of other councils and assume that if
another council gets a similar sized grant, then both councils have been assessed as having a
similar relative need. This can be an incorrect assumption.

Local Government Grants Commissions implicitly determine a ranking for each council in their
state on the basis of relative need when they allocate the general purpose grant and the local
road grant to councils. An analysis of the grant per capita for the general purpose component
can be used to compare relative need (Appendix E). Appendix E also shows the local road
grant, where allocations for each council are divided by their length of local road to obtain a
relative expenditure needs measure.

Councils are ranked from the greatest assessed relative need to the least assessed relative
need. For each state and the Northern Territory, the position of the average general purpose
grant per capita and the average local road grant per kilometre are also shown at the top of
the ranking of councils. These state averages are taken from Table 12 and Table 13.

Reviews of Local Government Grants Commission methodologies

Local Government Grants Commissions monitor outcomes and refine aspects of their allocation
methodologies to be in line with the National Principle requirements of the Act. From time to time
Local Government Grants Commissions undertake reviews of their methodologies.

Since the Act commenced in July 1995, most Local Government Grants Commissions have
undertaken major reviews of their methodologies, are undertaking such examinations or have
such activities planned (see Table 15 below).

The 2001 Commonwealth Grants Commission review of the operations of the Act reinforced
the need to review the methodologies. The review identified the need to revise methodologies
to achieve consistency with the principles of relative need, other grant support and Aboriginal
and Torres Strait Islander peoples (Commonwealth Grants Commission 2001).

Table 15 Status of most recent major methodology reviews by state, as at
30 June 2019

State  General purpose grants Local road grants

NSW  In 2018-19, the Commission commenced transitioning to a revised model No changes to the
which saw 47 expenditure allowances reduced to six in the General methodology were
Purpose Component. All other elements of the methodology are being implemented.

retained. To smooth the transition, no council’s allocation decreased from
2017-18 and increases were capped at five per cent.

Vic The Commission continued to review and adjust its allocation methodology Previous constraints
and made several changes to the general purpose grants methodology for  applied to increases or
the 2018-19 allocations. As a result: decreases in local roads

grants were removed for

e one-off adjustments to the estimated populations for all Victorian
i ' e 2 o the 2018-19 allocations.

councils as at 30 June 2016, to reflect the outcomes of the 2016 census

e an adjustment to the calculation of relative capacity to raise rate
revenue, to reflect the impact of rate capping

e the incorporation of 2016 census data into many of the cost adjustors,
including Population Dispersion, Socio-Economic Disadvantage and
Population Growth

e the incorporation of new data into the Environmental Risk (Fire and

Flood) cost adjustor, to better reflect the relative risk to each council
from bushfires and flood events.
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Status of most recent major methodology reviews by state, as at 30 June 2019
(continued)

State  General purpose grants Local road grants

Qld In 2018-19, the maximum location cost adjustor was increased from 2 to No changes to the

2.5 (the minimum is 1). methodology were
implemented.

WA For 2018-19, there were a number of refinements, including No changes to the

the following: methodology were
e data was updated to reflect the availability of new census data implemented.
o receipt of an expanded set of rating data from the Office of the
Valuer-General
o more frequently updated climate data for input into the climate
cost adjustor
e reintroduction of the 2,000-person cap on townsites in the population
dispersion cost adjustor
e use of growth data in the 2015 WA Tomorrow Growth Report
e the Commission’s acceptance of the City of Busselton and the Shire of
Collie as regional centres
e changes to the scaleback method. Any council receiving less than
50 per cent of their equalisation was lifted to 50 per cent with the
scaleback in 2018-19 determined to be 69 per cent. Any council above
69 per cent received a one per cent reduction in their general purpose
grant. The remaining councils shared in the freed up funding. All WA
councils will be transitioned to a common scaled back figure in the future.
SA The Commission did not make any changes to the methodology for No changes to the
distribution funding to local governing authorities for 2018-19. However, methodology were
it implemented a range of constraints, between negative two per centand  implemented.
positive 14 per cent, on changes in grants, to address some trends as a
result of the indexation pause.

Tas o No major methodology changes were made to the base grant modelin ~ No methodology changes
2018-19, however, the Tourism Cost Adjustor will be phased out over were made to the Road
two years. Preservation Model

e With the inclusion of 2016 Census data, there were minor changes to Urbanisation Allowance
the weightings of administration centres in its Dispersion Cost Adjustor. Eligible Road Length

e Following a review, the General Practitioner Practice Allowance rate Criteria Checklist used In
and the number of practices eligible for the allowance were updated. 2018-19, which resulted
In future, this Allowance rate will be indexed in accordance with in updated road lengths
changes in the National Consumer Price Index. for some city councils.

NT The Commission abolished the quarantined funds to the Alice Springs and ~ No changes to the

Katherine councils and implemented a loss assist factor into the 2018-19
methodology. The loss assist factor was only applied to councils that stood
to receive a loss greater than five per cent in grant funding. A total of six
councils benefited from the loss assist parameter which totalled $355,974.

methodology were
implemented.

Source: Department of Infrastructure, Transport, Regional Development and Communications.

Impact of Local Government Grants Commission capping policies

Year-to-year variations in the data that Local Government Grants Commissions use to
determine their allocations to local governments can lead to significant fluctuations in

the funding provided to individual local governing bodies. Changes in Local Government
Grants Commission methodologies to improve allocations, most likely to achieve horizontal
equalisation, can also lead to fluctuations. As unexpected changes in annual funding
allocations can impede efficient planning by local governments, Local Government Grants
Commissions have adopted policies to ensure that changes are not unacceptably large from
one year to the next.

33



Local Government National Report 2018-19

34

Many Local Government Grants Commissions average the data of several years to reduce
fluctuations. Nevertheless, policies to limit changes, by capping increases or decreases in
grants, may be used to limit year-to-year variations.

No local governing body receives less than the minimum grant, so local governing bodies
on the minimum grant are exempt from grant capping. In some circumstances, a Local
Government Grants Commission may decide a local governing body’s grant should not be
capped. Usually, this is to allow a larger grant increase than would otherwise be possible.
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Under section 16 of the Local Government (Financial Assistance) Act 1995 (Cth) (the Act), an
annual report must be made to the Commonwealth Parliament on the operations of the Act.
The report must include an assessment of the performance of local governments, including
their efficiency, based on comparable national data.

Previous local government national reports have identified the difficulty of basing an
assessment on comparable national data, due in large part to the different arrangements
each jurisdiction has to collect and report on local government performance.

Each year jurisdictions are asked to report on measures undertaken to improve local
government efficiency and performance.

Developments in long-term financial and asset
management plans

Jurisdictions were asked to report on developments in the use of long-term financial
and asset management plans by local government during 2018-19. A summary of the
progress for each jurisdiction follows.

Local councils in New South Wales report under an integrated planning and reporting

(IP&R) framework to improve strategic planning, including long-term financial and asset
management planning. This framework requires councils to prepare a suite of plans including
a Long-Term Financial Plan (10 years+) and an Asset Management Policy, Strategy and
Plans (10 years+).

In 2018-19, the NSW Government continued to provide oversight and support for councils
developing and implementing Long-Term Financial and Asset Management Plans to improve
their financial sustainability.

In Victoria the local government Finance and Accounting Support Team (FAST) program
announced in 2017-18 is a four-year program that is designed to improve the financial
sustainability of local governments, particularly those in rural and regional Victoria.

The first year of the program included applications from councils for assistance with
developing both long-term financial plans and asset management plans and strategies.
These projects remain in progress.

The proposed Local Government Bill 2018 elevated the importance of strategic financial
management and responsible asset management. The Bill provides for the introduction of
10-year financial plan and asset plans both of which be subject to deliberative engagement
principles. The Local Government Bill 2018 was introduced into Parliament in 2018 but was
not passed before Parliament was prorogued for the 2018 Elections.
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All Queensland local governments are required to have long-term financial forecasts

and asset management plans covering at least 10 years and to update the forecasts
annually. To assist Local Governments to comply with this requirement, Queensland
Treasury Corporation maintains the Local Government Forecast Model (LGFM). The LGFM is
available to all Queensland local governments and includes five years of historical data and
ten years of forecasts.

In October 2016, the Auditor-General of Queensland tabled a report on forecasting
long-term sustainability of Local Government, containing recommendations for
improvement. Individual local governments in Queensland continue to implement those
recommendations where appropriate.

The Local Government Association of Queensland (LGAQ) reported that Queensland local
government legislation has, for the last 12 years, obliged councils to adopt long-term (10-year)
asset management plans and financial forecasts. Councils have responded well to this.

Long-term financial sustainability and financial planning for councils in Queensland and
nationally will be significantly and materially improved through the provision of allocative,
long-term funding programs that are indexed to council costs.

In Western Australia, all local governments were required to have developed and adopted
two key documents by 30 June 2013: a Strategic Community Plan and a Corporate Business
Plan. These were supported and informed by resourcing and delivery strategies, including an
Asset Management Plan, a Long Term Financial Plan and a Workforce Plan. These all form
part of the Integrated Planning and Reporting (IPR) Framework and the Advisory Standard,
which sets out associated performance measures.

In South Australia during 2018-19, a number of small regional councils received a subsidy
via the Building Capacity in Small Regional Councils program to enable council members
and staff to attend relevant training courses to improve their core financial and asset
management skills.

There has been continued improvement in the use of long-term financial and asset
management plans by councils in Tasmania. In his 29 November 2018 report, the Tasmanian
Auditor-General noted that councils have increasingly made use of financial and asset
management plans, and that the number of councils without asset management plans
decreased from 19 in 2011 to only one in 2017.

During 2018-19, the Local Government Association of Tasmania (LGAT) continued its
involvement in developing and delivering several projects designed to better understand
and improve strategic asset management practice and roles in long-term financial planning.
The Auditor-General's 2018-19 annual report on the performance of local government
entities showed that there were steady improvements to the aggregate performance and
sustainability of councils for the financial year. This result was part of a general trend over
time, with increasing numbers of councils with no underlying deficit.

LGAT continued to maintain an array of guidance material on long-term financial and asset
management planning and managed the development of a strategic asset management
plan template to support Tasmanian local government asset management, delivered in the
2018-19 financial year.

In the Northern Territory in 2018-19, a funding agreement was entered into between the
Local Government Association of the Northern Territory (LGANT) and the then Department
of Local Government, Housing and Community Development (the Department) to deliver
initiatives to support long term financial and asset management plans.
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One initiative in particular LGANT has driven is the Governance Essentials for Local
Government and Finances course delivered by the Australian Institute of Company Directors.
There was a section dealing with asset stewardship and long-term planning and, with

34 elected members from 11 councils participating, it was deemed very successful.

In the Australian Capital Territory (ACT) in 2018-19, the ACT Government

e continued to work on a coordinated long-term strategy for Canberra’s infrastructure for
government consideration.

e had its strategic infrastructure objectives outlined in its Infrastructure Plan 2011-21.
The ACT Government publishes annual updates to the Infrastructure Plan.

e continued to plan, manage and review capital works projects under the Capital Framework.

e Transport Canberra and City Services reassessed the value of selected infrastructure and
heritage and community assets in accordance with the ACT Accounting Policy, resulting
in an increase in the asset value of $420.4 million.

The ACT Government has implemented the Partnerships Framework to deliver major
infrastructure projects and continues to provide guidance on the procurement of major,
complex infrastructure projects. The ACT Government also supports a Strategic Asset
Management (SAM) program, providing financial assistance for agencies to establish SAM
Plans for management of the Territory’'s assets.

The Australian Local Government Association (ALGA) stated that all states and territories
have implemented programs to assist councils to focus on long-term financial and asset
management practices over the past decade. This is in line with agreements made by the
Local Government and Planning Ministers Council in the mid-2000s.

To develop a better national understanding of local governments’ non-financial assets and
monitor progress, ALGA commissioned TechnologyOne Strategic Asset Management to
develop the 2018 State of the Assets Report which estimated an infrastructure renewals
backlog of around $30 billion. Councils also estimate $24 billion of current infrastructure
value has poor capacity. The actual upgrade cost of substandard infrastructure is likely to be
up to five times that value.

The issue of road user charging is becoming increasingly important as developments in
motor vehicle technology, particularly improvements in fuel efficiency and the move to
electric vehicles and then autonomous vehicles gather pace.

The Local Government Workforce Development Group (LGWDG) comprises representatives
from the Local Government Association in each state and territory and provides advice

on workforce matters to ALGA. In 2017, LGWDG undertook its Local Government Skills
Shortage Survey to identify the current and emerging skill needs of local government to
better position the sector for the future.

Findings from the above survey revealed:

e 69 per cent of local governments were experiencing a skill shortage and skill gaps
with Engineers, Urban and Town Planners, Building Surveyors, Environmental Health
Officers, and Project Managers topping the list of occupations in demand

e The key reasons behind the skills shortage are the inability of councils to compete with
the private sector on remuneration; lack of suitably qualified/experienced candidates
available locally; high demand across the labour market for certain occupations; and
remoteness/location making it difficult for councils to attract and retain workers
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e 60 per cent of local governments have unmet training needs arising from the high cost
of training and lack of training available locally

e 70 per cent of local governments have done no analysis or forecasting of changing
roles/skills requirements arising from digital disruption and technology changes

e Alllocal governments responding to the Survey indicated the need to improve their
position in relation to soft skills; ability to understand concepts across multiple
disciplines; and digital skills

e Training availability, budgetary constraints and time constraints were the most
commonly cited factors hindering staff gaining soft skills

e In the future councils are predicting an increase in use of part-time workers; a slight
increase in the use of full-time and casual workers; and a decrease in the use of
labour hire arrangements.!

Performance measures between local governing bodies

All local governments have a legal requirement to report on their performance under
their jurisdiction’s local government legislation. This may be in the form of annual reports,
performance statements, financial statements and/or strategic planning reports.

While not all performance information is publicly available, some jurisdictions provide a
comparative analysis of local governments within their jurisdiction. This information is
collected either by the responsible agency or by the Local Government Grants Commissions.

For this National Report, state and territory governments and local government associations
were asked to report on measures undertaken in 2018-19 to develop and implement
comparative local government performance indicators. A summary of these reports for

each jurisdiction follows.

The publication of freely available time series data by the New South Wales (NSW)
Government on NSW local councils has now been available for over thirty years. This
enables comparisons against a range of performance indicators between councils and over
time. In 2017-18, the Office of Local Government (OLG) produced an interactive website
which displays key information about local governments across the State.

In 2018-19, the NSW Government engaged in constructive discussions both across NSW
State agencies and with the local government sector about how best to measure and

report on council performance. As part of this work, OLG provided input to sector-led work
to deliver best practice performance and reporting frameworks. Throughout 2018-19 OLG
continued to work closely with the NSW Audit Office, which plays a key role in conducting
financial and performance audits under the Local Government Act 1993. Insights from these
audits continue to provide valuable input to ongoing work to develop improved comparative
performance measures at a State level over time.

In Victoria 2018 marked the fourth year of operation for the Local Government

Performance Reporting Framework which along with the related Know Your Council
website, www.knowyourcouncil.vic.gov.au, is designed to improve council transparency and
accountability through enabling the community to access and compare council performance.
The website requires all Victorian councils to annually collect and report their data against
59 performance indicators across 11 different service areas. As well as comparing councils,

1 Australian Local Government Association, Local Government Workforce and Future Skills Report Australia,
September 2018, p3,6.
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users can view trend data in addition to reading commentary from council explaining the
context of their performance results.

The provision of information by the Queensland Government to the community through the
Queensland Local Government Comparative Information Report continued in 2018-19.

This report assists Local Governments in their endeavours to develop new and more effective
ways to deliver their services by providing an effective tool by which they can monitor trends
over time and benchmark services performance both internally and with other councils.

An initiative of the Local Government Association of Queensland (LGAQ), Ready.Set.Go is an
online tool able to be accessed by Queensland councils through the LGAQ member portal. This
service provides comparative data for all seventy-seven Queensland councils stretching back
a decade to 2010-11 across what has grown to forty-four performance metrics. Ready.Set.Go
provides a parallel platform for 22 participating councils which have chosen to share a range
of comparative workforce data covering employment type, gender, age and other workforce
performance measures.

The Association also released a new community facing comparison site, www.mycouncilstory.
com.au, for 43 participating member councils. This website provides community access to a
range of local governments’ comparative performance measures. The LGAQ has also undertaken
significant investment in establishing an enterprise grade data analytics platform for local
government known as LG Sherlock. This service assists councils to access sophisticated analytics
that can assist with local decision making, and most of the available data services provided
include detailed comparative functions.

In April 2016, the MyCouncil comparative website was launched in Western Australia.
MyCouncil enables users to compare key demographic and financial information. Data such as
council expenditure by program, rates and other revenue and service delivery can be viewed
for each council and compared with others. MyCouncil also includes information about each
local government’s financial health using the Financial Health Indicator (FHI).

In South Australia comparisons between councils on a wide range of data are facilitated by
the annual publication by the SA Local Government Grants Commission of annual ‘database
reports’ dating back to 1995-96.

The Local Government (Financial Management) Regulations 2011 require councils to use three
specific financial indicators in their financial planning and reporting: operating surplus ratio,
net financial liabilities ratio and asset renewal funding ratio. The Office of Local Government
published on its website trend data covering individual councils for 2018-19 in the Financial
Indicators Dashboard.

Each year, the LGA assembles an update report providing the latest values, history and
comparisons of key financial indicators for the local government sector as a whole. The 2019
update report, covering the period from 1 July 2000 until 30 June 2018, included data for the
sector as a whole.

In Tasmania each year, the Auditor-General undertakes a financial analysis of Tasmanian
local government sector entities. On 29 November 2018, the Auditor-General tabled his report
for the 2017-18 financial year. The Auditor-General tracks and compares Tasmanian councils’
financial sustainability using the following five key metrics: underlying surplus ratio, road
asset sustainability ratio, road asset renewal funding ratio, road asset consumption ratio and
net financial liabilities ratio. The Auditor-General also published a set of Local Government
Authorities Summary Tables (2017-18) which provide a detailed comparative analysis of the
local government sector.
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In order to make comparative performance information more accessible, the Director of Local
Government has committed to publishing a series of data ‘snapshots’, intended to help keep
communities informed about council performance overtime, and enable councils to identify
areas for improvement. Four snapshots were published in 2018-19.

The Local Government Association of Tasmania (LGAT) actively collaborated with the State
Government on the collection, analysis, and reporting on a range of local government data
and measures. Data captured annually through the consolidated data collection process
was interrogated by a working group to determine the mechanisms for improving the use
of the data. The first stage in this process saw data compiled and developed into a publicly
available resource, this became the Tasmanian LIST (Land Use Information System).

With the implementation of this program, work commenced on the development of a
state-wide performance measurement program for Tasmanian councils. LGAT partnered
with the State Government on the project which aimed to improve local government data
accessibility and performance monitoring. Each year, the Auditor-General undertakes a
financial analysis of councils and reports on this to Parliament.

In the Northern Territory, the Local Government Association of the Northern Territory
(LGANT) circulated endorsed, sector-wide model financial statements to all councils to assist
with preparing their annual financial statements. Most councils in the Northern Territory used
this template as the basis for reporting their 2018-19 annual financial statements.

The Australian Capital Territory Government does not currently undertake comparative
performance measures with other local governments. However, the ACT Government
does participate in the Productivity Commission’s Annual Report on Government Services
(the Report). The Report outlines ACT performance relative to other State and Territory
jurisdictions on key Government services.

As the Australian Local Government Association (ALGA) indicated, at the national level
there are no overarching systems in place to collect, analyse and compare performance
measures across the 537 local councils in Australia. Any performance measures that are in
place are currently established and managed by state and territory governments often with
a different approach. In the late 1990s Local Government Ministers considered such a system
and agreed that it was not feasible, given the significant variation of services across state
and territories.

Efficiency and effectiveness reforms

As part of their reports, jurisdictions were asked to provide information on 2018-19 reforms
to improve the efficiency and effectiveness of local government service delivery. A summary
for each jurisdiction follows.

Through the Local Government Amendment Act 2019, the New South Wales Government
extended time for councils formed by merger in 2016 to move to a single rating structure for
the new local government area. This legislation also made improvements to arrangements
for the administration of local government elections, increased the threshold for competitive
tendering requirements and improved flexibility around procurement.

Through the Office of Local Government (OLG), the NSW Government also prescribed a
new Model Code of Conduct for Local Councils in NSW and a new Model Code of Meeting
Practice for Local Councils in NSW. It also introduced a requirement for councils to provide
induction training to councillors in the first six months of each council term and ongoing
professional development over the balance of the term.
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In response to Regional Councils Sustainability Reform Program report, released in
December 2017, and following extensive engagement with the sector, the Government

of Victoria developed the Rural Council Transformation Program which was launched in
August 2018. This program provided a $20 million fund to encourage transformation across
rural and regional Victoria. Four regional groupings, comprising 19 local governments

were successful in the funding application. The magnitude and complexity of these reform
initiatives, including major ICT enhancements will require implementation over a number of
financial years.

In Queensland a key measure was completed in October 2019 when Queensland’s
Legislative Assembly passed the Local Government Electoral (Implementing Stage 2 of
Belcarra) and Other Legislation Amendment Act 2019, which contained the following
measures to improve the integrity, transparency, diversity and consistency to improve
Local Governments in Queensland:

e Mandatory training for election candidates

e Transparent dedicated candidate bank accounts and financial returns

e New restrictions on decisions made during the election period (i.e. caretaker period)
e Clarified responsibilities for councillors in preparing council budgets

e Improve real time donation disclosures, disclosures of real donation and gift sources and
expenditure disclosures.

In Western Australia in 2018-19, a Directors General Working Group was established to
progress the implementation of an agreed work plan under the State Local Government
Partnership Agreement which is an ongoing engagement mechanism between the State
Government and local government to discuss and address issues of mutual interest.

The Local Government Amendment (Suspension and Dismissal) Act, which amended the
Local Government Act came into effect from 20 November 2018. These changes protect the
public interest and the system of local government by facilitating a timely intervention by the
Minister when a local government is unable to carry out its functions.

The Local Government Legislation Amendment Act 2019 introduced universal training
for elected members, ongoing professional development, a new gifts framework, best
practice standards for chief executive officer (CEO) recruitment, performance review and
early termination, a new code of conduct and greater transparency with a wide range of
information being required to be published on local government websites.

In South Australia the Local Government Research and Development Scheme continued as
a primary source of funding for research in local government. From its inception in 1997 until
30 June 2019, the Scheme had approved over 730 projects, with approximately $30 million in
approved funding.

The Local Government Association of South Australia (LGASA) continued to provide, in
2018-19, a range of material, to assist councils to meet their governance obligations.

The State Government commenced a wide-ranging review of the Local Government Act 1999
and related legislation in 2018-19. The review is focusing on the areas of: stronger council
member capacity and better conduct; lower costs and enhanced financial accountability;
efficient and transparent local government representation; and simpler regulation.
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The South Australian Productivity Commission (the Productivity Commission) announced
an Inquiry into Local Government Costs and Efficiency in May 20109. It is anticipated the
Productivity Commission’s final report will be delivered in 2019-20.

In Tasmania, following an agreement at the Premier’s Local Government Council, the Local
Government Association of Tasmania undertook a body of work which culminated in the
release on 21 May 2019 of the 21st Century Councils—Structural Reform Discussion Paper.

As a result of a review, the statewide Code of Conduct framework applying to all elected
councilors was altered in December 2018. Councils were required to adopt the revised
Model Code of Conduct by 26 March 2019.

Phase 1 of the review of Tasmania’s local government legislation was completed in 2018-19,
and included a Discussion Paper seeking feedback on the principles that should underpin a
local government legislative framework. This marked the start of Phase 1 of the Review. As
part of the consultation process in Phase 1, submissions to the Discussion Paper were called
from all interested stakeholders. Consultation sessions were also held around the State
throughout February 2019, giving the community and interested stakeholders an opportunity
to engage with the Project Team and discuss the Review.

Phase 2 commenced with the release of a Reform Directions Paper in July 2019.

The objectives of the review, referred to above, of Tasmania’s Local Government Legislation
Framework, were to create a clear and contemporary legislative framework to facilitate
greater innovation, flexibility, and productivity while minimising red tape and enhancing
sector accountability and transparency.

The Terms of Reference for the Review were launched at the Local Government Association
of Tasmania (LGAT) 2018 Annual Conference, with the final Terms settled by November 2018.
In response to the review, LGAT delivered a submission to the State Government outlining
the sector’s desired scope and which specific areas of concern there were amongst local
government. Further consultation processes between the sector, LGAT, and the State
Government concluded with the Reform Directions Paper which outlined 51 reforms.
Following further feedback, amendments to these reforms were made.

Following the completion of that stage of work, the State Government progressed towards
broader consultation with stakeholders and communities on the proposed reforms.

In the Northern Territory during the year the then Department of Local Government, Housing
and Community Development drafted an Elected Member Handbook which provided plain
English information on the roles and responsibilities of elected members including meeting
procedures, decision making processes and conflict of interest.

A major focus of the Department during the financial year was the development of, and
consultation on, a new Local Government Act and Local Government Regulations to replace
the Local Government Act 2008 and Regulations. The proposed new legislation aims to
clarify roles and responsibilities of elected members and streamline local government rules
and processes. The Bill will enhance members’ understanding of the local government
system, as well as financial transparency.

One significant change introduced during 2018-19 was with the Independent Commission
Against Corruption (ICAC) commencing operations. The Local Government Association

of the Northern Territory (LGANT) in collaboration with ICAC facilitated forums and
information sessions with 14 out of the 17 councils attending in Katherine on 11 April 2019.
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Councils learnt about the powers and functions of ICAC as well as the obligations councils
now have under legislation.

LGANT is required under its constitution to provide industrial relations services to its
members. LGANT contracted the Western Australian Local Government Association
(WALGA) Workplace Solutions to do much of this work.

In 2018-19, in the Australian Capital Territory, Access Canberra implemented the following
reforms to improve the efficiency and effectiveness of service delivery:

e simplified forms, increased the number of digital services, continued development of the
Fix My Street service, launched the Event Coordination Guide and streamlined processes
to improve customer satisfaction at the Hume Motor Vehicle Inspection Station

e redeveloped a range of online public registers to make them more accessible and user
friendly to access and reference, and continued to update a disciplinary register to allow
consumers to be better informed when choosing a licensed trades person

e developed new website content and fact sheets to assist associations.

The Australian Local Government Association (ALGA) and its state and territory
associations strongly support regional collaboration and shared services. ALGA opposes
forced council amalgamations.

Councils and communities around Australia are embracing new technologies. Councils are
developing more sophisticated websites and mobile apps to enhance service provision to
their communities. For local government there are some significant gains from coordinated
approaches to Information Communication Technology (ICT).

During 2018-19 some councils were signatories to the Federal Government’s City or
Regional Deals which facilitate a partnership between the three levels of government to
work towards a shared vision for a place, town or region. The City and Regional Deal model
provides greater co-ordination, certainty and efficiency of infrastructure provision.
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Reporting requirements

Aboriginal and Torres Strait Islander councils have been established under different
legislative frameworks. They can be established under the mainstream local government
legislation of a jurisdiction or through distinct legislation. They can also be ‘declared’ to
be local governing bodies by the Australian Government Minister for Local Government
on advice from a state or Northern Territory minister for the purpose of providing funding
under the Financial Assistance Grant program.

Section 16 of the Act requires an assessment, based on comparable national data, of the
delivery of local government services to Aboriginal and Torres Strait Islander communities.

During 2018-19, all jurisdictions pursued initiatives to promote the delivery of local
government services to Aboriginal and Torres Strait Islander communities. A summary of
key initiatives is also provided later in this chapter.

Closing the Gap

In December 2008, the Council of Australian Governments (COAG) pledged to close key
gaps in outcomes between Indigenous and non-Indigenous Australians. It recognised that
a concerted national effort was needed to address Indigenous disadvantage in key areas.
Six Closing the Gap targets were introduced, contained within an overarching
Commonwealth and state and territory agreement called the National Indigenous Reform
Agreement. A school attendance target was added in 2014 and an expanded early
childhood target was added in 2015 following the expiry of the remote early childhood
education target in 2013 (unmet).

As four of the seven targets were due to expire in 2018, the Australian Government

has worked with Aboriginal and Torres Strait Islander people and state and territory
governments to develop the Closing the Gap Refresh. This is a new framework which
builds on the original Closing the Gap targets and represents a continued commitment
in effort and accountability from all governments for a further ten years. The Closing the
Gap Report for 2019 both acknowledges the future framework, while reporting progress
against the original targets set in 2008.

There are currently seven Closing the Gap targets. Two targets, early childhood education
and Year 12 attainment, are on track to be met.2

2 The final data points for targets set to expire in 2018 (child mortality, school attendance, literacy and numeracy,
and employment) are not available.
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e The target to halve the gap in child mortality rates by 2018 is not on track. Since the
target baseline (2008), Indigenous child mortality rates have declined by 10 per cent
(not statistically significant) but the gap has not narrowed as the non-Indigenous rate
has declined at a faster rate.

e The target to have 95 per cent of Indigenous four year olds enrolled in early childhood
education by 2025 is on track. In 2017, 95 per cent of Indigenous four year olds were
enrolled in early childhood education.

e The target to close the gap in school attendance by 2018 is not on track. Attendance rates
for Indigenous students have not improved between 2014 and 2018 (around 82 per cent
in 2018) and remain below the rate for non-Indigenous students (around 93 per cent).

e The target to close the gap in life expectancy by 2031 is not on track. Between 2010-12
and 2015-17, Indigenous life expectancy at birth improved by 2.5 years for Indigenous
males and by 1.9 years for Indigenous females (both not statistically significant), which
has led to a small reduction in the gap.

e Thereis no new national data available for three targets and their status remains the
same as for the 2018 Closing the Gap Report.® The target to halve the gap in Year 12
attainment or equivalent by 2020 is on track. The target to halve the gap in reading and
numeracy by 2018 is not on track. The target to halve the gap in employment by 2018 is
not on track.

Please note that this information reflects the status for the calendar year 2019.
Further information on the current agreement and targets can be found at
www.closingthegap.gov.au.

State, territory and local government initiatives

An outline, provided by jurisdictions and local government associations, of key activities they
undertake to improve the provision of local government services to Indigenous peoples in
2018-19is as follows.

In New South Wales councils are required to prepare Integrated Planning and Reporting
(IP&R) plans to facilitate strategic planning and delivery of council services to best meet
community needs.

The IP&R framework allows councils and communities to respond flexibly to local need and
includes a requirement for a community strategic plan to be developed in consultation with
groups in the local community and based on principles of social justice.

The Collaborate NSW website provides information and advice to build council
understanding of local Aboriginal culture and ways of doing business and to provide advice
to Aboriginal and Torres Strait Islander people about how to become more involved in their
council, including by nominating to be elected as a councillor.

In Victoria the Victorian Aboriginal and Local Government Action Plan (Action Plan) was

launched by the Minister for Aboriginal Affairs and former Minister for Local Government, the

Hon Natalie Hutchins, in December 2016. The Action Plan lists 23 Actions that have largely
been achieved since its launch in 2016, through partnership between state government
agencies, Aboriginal and other community organisations and councils.

3 The 2018 National Assessment Program—Literacy and Numeracy (NAPLAN) data were not available in time for
inclusion in the 2019 Closing the Gap Report.


http://www.closingthegap.gov.au
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The Implementation Partnership Group comprising state government agencies, councils,
Aboriginal and community organisations participated in a Workshop on 5 December 2018 to
review progress against each action in the Action Plan and to identify areas for improvement
of coordination and implementation. The Workshop also determined an approach to the
further review of the Action Plan and development of a Victorian Aboriginal and Local
Government Strategy incorporating Aboriginal self-determination principles.

A procurement for an independent Aboriginal business to undertake the wide-ranging
review and future development of the Victorian Aboriginal and Local Government Strategy
was undertaken during the year.

The Queensland Gover nment continued to provide funding to Indigenous local governments
to support the provision of local government services to their communities. In 2018-19,
$34.5 million was the funding pool for the State Government Financial Aid program for the
state’s 16 Indigenous councils. Each council received an allocation, in lieu of rates, to assist
in the delivery of local government services such as community and town planning, urban
storm water management, roads, environment and transport and water and sewerage.

Additionally, the Indigenous Councils Critical Infrastructure Program (ICCIP) is a $120 million
funding program that will deliver critical water, wastewater and solid waste infrastructure to
Queensland’s Indigenous councils. The program is being delivered over four years. The aim of
ICCIP is to support Indigenous councils to deliver projects and infrastructure works relating
to critical water, wastewater and solid waste assets, and provide a basis for the long-term
strategic management of essential assets. This program allocated funding to all Indigenous
local governments.

In 2017-18, the Queensland Government extended the Works for Queensland Program
supporting 65 regional councils to undertake job-creating maintenance and minor
infrastructure projects for a further two years (2017-18 to 2018-19). An additional
$200 million was allocated to 65 councils of which $26.450 million of this allocated to
Queensland’s 16 Indigenous councils. Delivery of projects under this round will continue
through to 30 June 2019.

Other funding provided by the Queensland Government to Indigenous councils in 2018-19
included $3.525 million under the Revenue Replacement Program, an initiative under the
State’s alcohol-related harm reduction strategy for nine Indigenous local governments which
compulsorily surrendered their council-held liquor licences in 2009. Funding was provided
under this program to assist councils to maintain community services previously funded by
the profits from alcohol sales.

Under the Indigenous Economic Development Grant program, with a total funding pool of
$1.44 million, the State continued its commitment to support Indigenous councils to employ
municipal services staff. Each eligible council received $80,000, except for Yarrabah and
Palm Island Aboriginal Shire Councils and Northern Peninsula Area Regional Council, which
each received $160,000.

Fourteen priority infrastructure projects totaling $4 million are being delivered in nine Indigenous
council areas under the 2017-19 Local Government Grants and Subsidies program.

In Western Australia the Regional Services Reform Unit worked to address the significant
and historic gap between the life outcomes of Aboriginal and non-Aboriginal West
Australians in regional and remote areas, with a particular focus on the Kimberley and
Pilbara. The Unit secured $250 million of State Government funding for programs to
strengthen Aboriginal families, improve living conditions, increase job prospects and
accelerate student progress at school.
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In March 2019, the Minister for Aboriginal Affairs released a discussion paper and additional
materials setting out proposals for a new Aboriginal heritage system and consultation with
local governments was undertaken between March and May 2019.

Key stakeholder consultation on the draft WA Cultural Infrastructure Strategy took place
from June 2018 to March 2019. The Strategy will celebrate WA's rich traditional and
contemporary Aboriginal culture and promote the State as a destination of choice.

In South Australia during 2018-19, the Local Government Association of South Australia
(LGASA) worked with Reconciliation SA and the Electoral Commission of South Australia
to share information about, and promote participation in, the 2018 council elections to
remote communities. In April 2015, the State Government secured $15 million from the
Commonwealth to provide municipal services to Aboriginal communities outside of the
Anangu Pitjantjatjara Yankunytjatjara (APY) lands.

Over 2017-18, $2.9 million (ex GST) was provided to deliver municipal services including
waste management, dog control and environmental health, road maintenance and
water provision.

Of the 17 service providers funded, four are local councils or a similar body, including:

e Berri Barmera Council for services to the Gerard Aboriginal community
e District Council of Yorke Peninsula for services to the Point Pearce Aboriginal community
e District Council of Coober Pedy for services to Umoona Aboriginal community

e The Outback Communities Authority for services to the Dunjiba Aboriginal community.

This funding continued to be provided to communities over 2018-19 to support these
vital services.

In Tasmania during 2018-19, councils undertook a range of activities to support local
Aboriginal communities. These activities included the following initiatives:

e Hobart City Council commencing the development of its Aboriginal Commitment and
Action Plan

e Circular Head, Central Coast and Huon Valley Councils commencing the development of
Reconciliation Action Plans

e support for cultural events such as the Furneaux Island Festival and various NAIDOC
events.

Tasmanian councils also support Aboriginal communities through reduced rents on the use
of premises.

The Local Government Association of Tasmania advised that in 2021 several councils
are developing reconciliation action plans in collaboration with Reconciliation Tasmania,
including Circular Head Council, Huon Valley Council, and Central Coast Council. Relevant
to the 2018-19 year, the City of Hobart began their process for updating their Aboriginal
Strategy 2002, which led to the creation of their Aboriginal Commitment and Action Plan
January 2020 — January 20224,

4 See: https://www.hobartcity.com.au/Community/Events-and-activities/Upcoming-events/Launch-of-the-City-of-
Hobart-Aboriginal-Commitment-and-Action-Plan
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In 2018-19, in the Northern Territory,

e the Minister for Housing and Community Development approved the establishment of a
new local authority at Urapunga

e grant funding of $5.5 million was allocated across the nine regional councils to assist
with funding priority projects as identified by their respective local authorities

e grant funding totalling $7.9 million under the Indigenous Jobs Development Fund was
allocated to nine regional councils and one shire council to assist with subsidising
50 per cent of the cost of employing Aboriginal staff within their respective council

e the Department drafted a Community Development policy to reinforce the Northern
Territory Government’s Local Decision Making Framework Policy (LDM). LDM provides
a pathway so that communities can have more control over their own affairs, including
service delivery based on a community’s needs, to develop policies and practices for
service delivery, including local government.

Regional Councils (RCs) provide a range of additional community services and programs
to remote and Indigenous communities. These RCs have contracts with NT and
Commonwealth agencies to provide key services, which are also important sources of
local Aboriginal employment.

In 2019 the Australian Capital Territory Government reaffirmed their commitment to
self-determination and delivering equitable outcomes. The new Aboriginal and Torres
Strait Islander Agreement 2019-2028 sets the long term (10 year) direction in Aboriginal
and Torres Strait Islander Affairs in the ACT and obligates the signatories to work together
to enable equitable outcomes for the Aboriginal and Torres Strait Islander Community.

The Agreement provides a framework for ACT Government agencies and their partners to
deliver actions that reflect the commitments under the Agreement’s focus areas.

The overarching theme of the Agreement 2019-2028 is Strong Families. Since the official
signing and community launch of the new Agreement in 2019, the ACT Government has
been progressing priority actions in each of the core and significant focus areas of the
Agreement.

The ACT Aboriginal and Torres Strait Islander Business Development and Entrepreneurship
Program was aligned with the Significant Focus Area: Economic Participation from the ACT
Aboriginal and Torres Strait Islander Agreement 2019-2028, specifically against the target
to increase the number of Aboriginal and Torres Strait Islander businesses, social enterprises
and entrepreneurs supported.

The Quality Life Outcomes in the Agreement will be measured as the ACT Government
progresses the Agreement’s ten action plans, which were developed in partnership with the
ACT Aboriginal and Torres Strait Islander Elected Body.

In 2018-19, $4.5 million was committed to deliver up to 10 more dwellings for older
Aboriginal and Torres Strait Islanders.

Over the past decade, the Australian Local Government Association’s (ALGA’s) engagement
on Indigenous issues was primarily focused on the Council of Australian Government (COAG)
and relevant Ministerial Councils.

A National Partnership Agreement with the NT Government committed $110 million/year for
four years from 2018-19. ALGA has called for this partnership agreement to be renewed to
provide long-term certainty.
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Appendix A

Under section 3 of the Act, the Australian Government provides financial assistance for local
government purposes by means of grants to the states and self-governing territories for the
purpose of improving:

e the financial capacity of local governing bodies

e the capacity of local governing bodies to provide their residents with an equitable level
of services

e the certainty of funding for local governing bodies
e the efficiency and effectiveness of local governing bodies

e the provision, by local governing bodies, of services to Aboriginal and Torres Strait
Islander communities.

In determining allocations, local government grant commissions are required to make their
recommendations in line with the National Principles. The National Principles are set out in
Figures 5 and 6. Figure 7 describes the horizontal equalisation National Principle in detail.

The main objective of having National Principles is to establish a nationally-consistent
basis for distributing financial assistance to local government under the Act. The Act
includes a requirement (in section 6(1)) for the Australian Government Minister responsible
for local government to formulate National Principles after consulting with jurisdictions and
local government.

The formulated National Principles are a disallowable instrument under the Act. As such,
any amendments, including establishment of new principles, must be tabled in both Houses
of the Australian Parliament before they can come into effect. Members and senators then
have 15 sitting days in which to lodge a disallowance motion. If such a motion is lodged, the
respective House has 15 sitting days in which to put and defeat the disallowance motion.

If the disallowance motion is defeated, the amendment stands. If the disallowance motion is
passed, the amendment will be deemed to be disallowed.
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Figure 5 National Principles governing allocation by states and the Northern
Territory among local governing bodies—general purpose

A. General purpose

The National Principles relating to allocations of the general purpose grant payable
under section 9 of the Local Government (Financial Assistance) Act 1995 (Cth) (the Act)
among local governing bodies are as follows:

1. Horizontal equalisation

The general purpose component will be allocated to local governing bodies, as far
as practicable, on a full horizontal equalisation basis as defined by the Act. This is

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

2. Effort neutrality

An effort or policy neutral approach will be used to assess the expenditure requirements
and revenue-raising capacity of each local governing body. This means, as far as
practicable, that policies of individual local governing bodies in terms of expenditure and
revenue effort will not affect grant determination.

3. Minimum grant

The minimum general purpose allocation for a local governing body in a year will be not
less than the amount to which the local governing body would be entitled if 30 per cent
of the total amount of the general purpose grant to which the state or territory is entitled
under section 9 of the Act in respect of the year, were allocated among local governing
bodies in the state or territory on a per capita basis.

4. Other grant support

Other relevant grant support provided to local governing bodies to meet any of the
expenditure needs assessed should be taken into account using an inclusion approach.

5. Aboriginal and Torres Strait Islander peoples

Financial assistance shall be allocated to councils in a way that recognises the needs of
Aboriginal and Torres Strait Islander peoples within their boundaries.

6. Council amalgamation

Where two or more local governing bodies are amalgamated into a single body, the
general purpose grant provided to the new body for each of the four years following
amalgamation should be the total of the amounts that would have been provided to the
former bodies in each of those years if they had remained separate entities.
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Figure 6 National Principles governing allocation by states and the Northern
Territory among local governing bodies—identified local road

A. Identified local road

The National Principle relating to allocation of the amounts payable under section 12 of
the Act (the identified road component of the financial assistance grant program) among
local governing bodies is as follows:

1. Identified road component

The identified road component of the financial assistance grant should be allocated to
local governing bodies as far as practicable on the basis of the relative needs of each
local governing body for roads expenditure and to preserve its road assets. In assessing
road needs, relevant considerations include length, type and use of roads in each local
governing area.

Figure 7 What is horizontal equalisation?

Horizontal equalisation would be achieved if every council in a state or territory,

by means of reasonable revenue-raising effort, were able to afford to provide a

similar range and quality of services. The Australian Government pursues a policy of
horizontal equalisation when it distributes goods and services tax revenue to state and
territory governments.

The Local Government (Financial Assistance) Act 1995 (Cth) (the Act) requires the
Minister, in formulating the National Principles, to have regard to the need to ensure
the funds are allocated, as far as is practicable, on a full horizontal equalisation
basis. Section 6(3) of the Act defines horizontal equalisation as being an allocation of
funds that:

e ensures each local governing body in a state is able to function, by reasonable effort,
at a standard not lower than the average standard of other local governing bodies in
the state

e takes account of differences in the expenditure required to be incurred by local
governing bodies in the performance of their functions and in their capacity to
raise revenue.

Distribution on the basis of horizontal equalisation is determined by estimating the costs
each council would incur in providing a normal range and standard of services and by
estimating the revenue each council could obtain through the normal range and standard
of rates and charges. The allocation is then altered to compensate for variations in
expenditure and revenue to bring all councils up to the same level of financial capacity.

This means councils that would incur higher relative costs in providing normal services—
for example in remote areas (where transport costs are higher) or areas with a higher
proportion of elderly or pre-school aged people (where there will be more demand for
specific services)—will receive relatively more grant money. Similarly, councils with a
strong rate base (highly valued residential properties, high proportion of industrial and/or
commercial property) will tend to receive relatively less grant money.
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This appendix contains the submissions from state and territory governments and local
government associations. Headings have been standardised and minor edits made to
achieve consistency in the report.

The Act requires that the relevant state and territory minister and bodies representative of
local government be consulted when preparing this report.

All state and territory governments and local government associations were invited to make
submissions. Individual submissions were received from all states and territories and some
local government associations. Submissions are provided below.

Report from the New South Wales Government

New South Wales methodology for distributing the Financial
Assistance Grant for 2018-19

The New South Wales Local Government Grants Commission’s (the Commission) distribution
methodology of the financial assistance grant (FA Grant) has been under review since 2013.
As a result, in 2018-19 the Commission has commenced transitioning to a revised version of
the existing model of the expenditure allowance in the General Purpose Component. All other
elements of the methodology are being retained. The two components of the grants are
distributed on the basis of principles developed in consultation with local government and
are consistent with the National Principles of the Act.

General purpose component

The general purpose component of the grant attempts to equalise the financial capacity

of councils. The Commission uses the direct assessment method. This approach considers
cost disabilities in the provision of services on the one hand (expenditure allowances) and
makes an assessment, of councils’ relative capacity to raise revenue on the other (revenue
allowances). The relative need is determined by comparing each council’s individual measure
against the state average measure.

Cost disabilities in the provision of services (expenditure allowances)

Expenditure allowances are calculated for each council for a selected range of council
services. The allowances attempt to compensate councils for expected above average
costs resulting from issues that are beyond councils’ control. To be consistent with the
Effort Neutral Principle, council policy decisions concerning the level of service provided,
or if there is a service provided at all, are not considered.
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This year, while the revised model has been adopted, a transition period has been entered
into to smooth the impact of changing grant outcomes. The current transition approach

is to apply a five per cent upper limit on increases and a zero per cent lower limit on a
council’s previous general purpose component. No council is receiving a decrease during
the transition. Expenditure allowances were calculated based on five council services.
These services are: ‘recreation and cultural’, ‘administration and governance’, ‘community
and amenity’, ‘community services and education’, ‘roads bridges and footpaths’, and
‘public order, safety health, and other’.

An additional allowance is calculated for councils outside the Sydney statistical division
that recognises the additional cost of isolation and the formula uses population, a council’'s
distance from Sydney, distance from the nearest regional centre and a five year rolling
averaged additional expenditure.

The general formula for calculating the expenditure allowances is:
Number of units x standard cost x disability factor
where:

e the number of units is the measure of use for the service for the council; the number of
units is the population

e the standard cost represents the state average cost per unit for each of the five selected
services. The calculation is based on a state-wide average of councils’ gross costs, using
selected items from the Net Cost of Services data reported by councils, averaged over
five years

o the disability factor is the measure of relative disadvantage for the council.

A disability factor is the Commission’s estimate of the additional cost, expressed as a
percentage, of providing a standard service due to inherent characteristics that are beyond

a council’s control. For example, if it estimated that it would cost a council twenty per cent
more than the standard to provide recreational services, the disability factor would be twenty
per cent. Consistent with the Effort Neutral Principle, the Commission does not compensate
councils for cost differences that arise due to policy decisions of the council, management
performance or accounting differences.

For each service, using materiality testing, the Commission has identified a variable

or a number of variables that are considered to be the most significant in influencing

a council’'s expenditure on that particular service. A key disadvantage is a smaller
population. These variables are termed ‘disabilities’. A council may have a disability due
to inherent factors such as smaller ‘populations’, higher ‘Aboriginal and Torres Strait
Islander populations’, amount of ‘environmental land’, ‘rainfall, topography and drainage’
index score, and ‘local road’ length. In addition to disabilities identified by the Commission,
‘other’ disabilities relating to individual councils may be determined. These may arise where
circumstances have been identified as a result of holding public hearings with councils or
special submissions. Following the review, there are no individual cases of discretionary
disabilities except for councils eligible for the relative disability allowance.

The general approach to calculating a disability factor is to take each disability relating to a
service and to apply the following formula:

Council Measure ) Weighting )

Disability Factor =
Standard Measure
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where:

e the council measure is the individual council’'s measure for the disability being assessed
against the state average measure

e the standard measure is the state average measure for the disability being assessed

e the weighting is calculated to reflect the significance of the measure in terms of the
expected additional cost to that function.

Negative scores are not generally calculated. That is, if the council score is less than the
standard, a factor of zero is substituted. The factors calculated for each disability are then
added together to give a total disability factor for the service.

The Commission also calculates an allowance for additional costs associated with

isolation. The isolation allowance is calculated using a regression analysis model based

on the additional costs of isolation and distances from Sydney and major regional centres.
Only councils outside the greater Sydney statistical area are included. Details of the formula
are shown later in this section. An additional component of the isolation allowance is
included which specifically recognises the additional industrial relations obligations of
councils in western New South Wales.

A pensioner rebate allowance is calculated which recognises that a council’s share
of pensioner rebates is a compulsory additional cost. Councils with high proportions
of ratepayers that qualify for eligible pensioner rebates are considered to be more
disadvantaged than those with a lower proportion.

Relative capacity to raise revenue (revenue allowances)

Revenue allowances attempt to compensate councils for their relative lack of revenue-raising
capacity. Property values are the basis for assessing revenue-raising capacity because rates,
which are based on property values, are the principal source of councils’ income. Importantly,
property values are also considered to be a useful indicator of the relative economic strength
of local areas.

The Commission’s methodology compares land values per property for the council to

a state standard value and multiplies the result by a state standard rate-in-the-dollar.

For comparative purposes, the Commission purchases valuation data that has been
calculated to a common base date for all councils by the NSW Valuer-General. To reduce
seasonal and market fluctuations in the property market, the valuations are averaged over
three years. In the revenue allowance calculation, councils with low values per property are
assessed as being disadvantaged and are brought up to the average (positive allowances),
while councils with high values per property are assessed as being advantaged and are
brought down to the average (negative allowances). That is, the theoretical revenue-raising
capacity of each council is equalised against the state standard. The Commission’s approach
excludes the rating policies of individual councils (Effort Neutral Principle).

Separate calculations are made for urban and non-urban properties. Non-rateable
properties are excluded from the Commission’s calculations because the calculations deal
with relativities between councils, based on the theoretical revenue-raising capacity of each
rateable property.

In developing the methodology, the Commission was concerned that use of natural
weighting would exaggerate the redistributive effect of the average revenue standards.
That is, the revenue allowances are substantially more significant than the expenditure
allowances. This issue was discussed with the Australian Government and the agreed
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principles provide that ‘revenue allowances may be discounted to achieve equilibrium with
the expenditure allowances’ (see ‘Principle’ below). As a result, both allowances are given
equal weight.

The discounting helps reduce the distortion caused to the revenue calculations as a result of
the property values in the Sydney metropolitan area.

The objective approach to discounting revenue allowances reduces the extreme positives
and negatives calculated, yet maintains the relativities between councils established in the
initial calculation.

The Commission does not specifically consider rate pegging, which applies in New South
Wales. The property based calculations are essentially dealing with relativities between
councils, and rate pegging affects all councils.

Movements in the grants are generally caused by annual variations in property valuations,
standard costs, road and bridge length, disability measures and population.

Factors excluded from the general purpose component calculations

The Commission does not consider the requirements of councils for capital expenditure
because of the practical and theoretical problems involved. In order to assess capital
expenditure requirements, the Commission would have to undertake a survey of each
council’s infrastructure needs and then assess the individual projects for which capital
assistance is sought. This would undermine council autonomy, because the Commission,
rather than the council, would be determining which projects were worthwhile. Further,
councils that had failed to adequately maintain their assets could be rewarded at the
expense of those how undertook maintenance.

The issue of funding for local water and sewerage undertakings was examined during the
process of consultation between the Commission, the then Local Government and Shires
Associations (the Associations), and local government generally.

The Associations and local government recommended to the Commission that water and
sewerage services should not be included in the financial assistance grants distribution
principles because:

e not all general purpose councils in New South Wales perform such services

e the level of funds available for other council services would be significantly diminished if
such services were considered

e inclusion would result in a reduced and distorted distribution of funds to general purpose
councils

e the state government makes other sources of funds and subsidies available to councils
for such services.

The Commission agreed and accordingly, water and sewerage services are excluded from
the distribution formula.

The Commission views income from council business activities as a policy decision and,
therefore, does not consider it in the grant calculations (Effort Neutral Principle). Similarly,
losses are not considered either.

Debt servicing is related to council policy and is therefore excluded from the Commission’s
calculations. In the same way, the consequences of poor council decisions of the past are
not considered.
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The levels of a council’s individual expenditure on a particular service do not affect a council’s
grants. Use of a council’s expenditure is generally limited to determining a state standard
cost for each selected service. The standard costs for these services are then applied to

all councils in calculating their grants. What an individual council may actually spend on a
service has very little bearing on the standard cost or its grant.

Efficient councils are rewarded by the effort neutrality approach to the calculations.

To illustrate this, two councils with similar populations, road networks, property values, and
disability measures would receive similar grants. The efficient council can use its grant funds
to provide better facilities for its ratepayers. The inefficient council cannot provide additional
services to its ratepayers. Therefore, the efficient council will benefit from its efficiency.

Council categories have no bearing on the grants. Categories simply provide a convenient
method of grouping councils for analysis purposes.

Effective from 1 July 2006, the National Principles embodied an Amalgamation Principle
that states:

Where two or more local governing bodies are amalgamated into a single body, the
general purpose grant provided to the new body for each of the four years following
amalgamation should be the total of the amounts that would have been provided to the
former bodies in each of those years if they had remained separate entities.

On 12 May 2016, the then NSW Premier Mike Baird MP and the then Minister for Local
Government Paul Toole MP announced the creation of 19 new councils in NSW. The number
of councils reduced from 152 to 129 due to the mergers. A further amalgamation was
announced on 9 September 2016, making a total of 128 local government areas. It is
anticipated that, while the data exists, the amalgamation principle will continue to apply.

Local road component

The method of allocating the local road component is based on a simple formula developed
by the New South Wales roads authority. The formula uses councils’ proportion of the state’s
population, local road length and bridge length. Details of the formula are discussed below
under ‘Principles’.

Formulae

The formulae used to calculate expenditure and revenue allowances of the general purpose
component are as follows.

Expenditure allowances

Allowances for most services are calculated on the following general formula:

Ac =Nc x Es x Dc

where: Ac = allowance for the council for the expenditure service
Nc = number of units to be serviced by council
Es = standard expenditure per unit for the service
Dc = disability for the council for service in percentage terms
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Isolation allowances

Isolation allowances are calculated for all non-metropolitan councils based on the formula:

Ac = Pc x ([Dsc x K1] + [Dnc x K2] + Ic)

where: Ac the isolation allowance for each council
Pc = the adjusted population for each council
Dsc = the distance from each council’s administrative centre to Sydney

Dnc = the distance from each council’s administrative centre to the nearest major
regional centre

(a population centre of more than 20,000)

Ic = the additional per capita allowance due to industrial award obligations
(if applicable)

K1 and K2 are constants derived from regression analysis.

Specific purpose payments

Allowances for services are discounted, where appropriate, to recognise the contribution of
specific purpose grants. The discount factor that generally applies is:

Gc
1—
(Nc x Es) + Ac
where: Gc = the specific purpose grant received by the council for the expenditure service
Nc = number of units to be serviced by council
Es = standard expenditure per unit for the service
Ac = allowance for the council for the expenditure service

Revenue allowances—general

The general formula for calculating revenue allowances is:

Ac =Nc x ts x (Ts—Tc)

where: Ac = revenue allowance for the council
Nc = number of properties (assessments)
ts = standard tax rate (rate-in-the dollar)
Ts = standard value per property
Tc = council’s value per property

The standard value per property (Ts) is calculated as follows:

sum of rateable values for all councils

Ts =
sum of number of properties for all councils
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The standard tax rate (ts) is calculated as follows:

sum of net rates levied for all councils

ts =
sum of rateable values for all councils

Pensioner rebates allowances

The general formula for the allowance to recognise the differential impact of compulsory
pensioner rates rebates is:

Ac = Rc x Nc x (Pc—Ps)

where: Ac = the allowance for the council
Rc = the standardised rebate per property for the council
Nc = the number of residential properties
Pc = the proportion of eligible pensioner assessments for the council
Ps = the proportion of eligible pensioner assessments for all councils

The standardised rebate for the council (Rc) is:
Rc=0.25xTcx ts

where: Tc = the average value per residential property in the council

ts the standard tax rate (rate-in-the dollar) for residential properties

The maximum value for Rc is set at $125. Tc and ts are calculated as for the revenue
allowances except only residential properties are used.

Principles

General purpose (equalisation) component

These principles, consistent with the National Principles of the Local Government (Financial
Assistance) Act 1995 (Cth) are (the Act) based on an extensive program of consultation with
local government.

The agreed principles are:

1. General purpose grants to local governing bodies will be allocated as far as practicable
on a full equalisation basis as defined in the Commonwealth Act. That is a basis which
attempts to compensate local governing bodies for differences in expenditure required in
the performance of their functions and in their capacity to raise revenue.

2. The assessment of revenue and expenditure allowances of local governing bodies will,
as far as is practicable, be independent of the policy or practices of those bodies in
raising revenue and the provision of services.

3. Revenue-raising capacity will primarily be determined on the basis of property values.
Positive and negative allowances relative to average standards may be calculated.

4. Revenue allowances may be discounted to achieve equilibrium with expenditure
allowances.
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5. Generally for each expenditure function an allowance will be determined using
recurrent cost. Both positive and negative allowances relative to average standards
may be calculated.

Expenditure allowances will be discounted to take account of specific purpose grants.

7. Additional costs associated with non-resident use of services and facilities will be
recognised in determining expenditure allowances.

Local road component

Financial assistance, which is made available as an identified local road component of local
government financial assistance, shall be allocated so as to provide Aboriginal communities
equitable treatment in regard to their access and internal local road needs.

1. Urban [metropolitan] area

‘Urban area’ means an area designated as an ‘urban area’
a. the Sydney Statistical Division
b. the Newcastle Statistical District
c. the Wollongong Statistical District
2. Rural [non-metropolitan] area

‘Rural area’ means an area not designated as an ‘urban area’

3. Initial distribution
27.54 per cent to local roads in urban areas

72.46 per cent to local roads in rural areas

4. Local road grant in urban areas
Funds will be allocated:
a. five per cent distributed to individual councils on the basis of bridge length
b. 95 per cent distributed to councils on the basis of
i. 60 per cent distributed on length of roads
ii. 40 per cent distributed on population

5. Local road grant in rural areas

Funds will be allocated

seven per cent distributed to individual councils on the basis of bridge length
93 per cent distributed to councils on the basis of
i. 80 per cent distributed on length of roads

ii. 20 per cent distributed on population
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6. Data

a. Population is based on the most up-to-date Estimated Resident Population figures
available from the Australian Bureau of Statistics (ABS).

b. Road length is based on the most up-to-date data available to the Commission for
formed roads, which are councils’ financial responsibility.

c. Bridge length is based on the most up-to-date data available to the Commission for
major bridges and culverts six metres and over in length, measured along the centre
line of the carriageway, which are councils’ financial responsibility.

d. The method of application of the statistics shall be agreed to between representatives
of the Local Government Grants Commission of New South Wales and the Local
Government Association of New South Wales (LGNSW).

Changes to the methodology for distributing funding for 2018-19
from that used in 2017-18

Since 2013-14, the New South Wales Local Government Grants Commission (the Commission)
has been putting strategies in place to deliver improved outcomes to more relatively
disadvantaged, smaller rural communities. Such communities were generally experiencing
declining populations and diminishing rate bases, while retaining responsibility for local assets,
often including large road networks. The Commission adopted this approach following its
observations during their rounds of public hearings with councils. In addition, the Commission
has remained concerned about the ongoing impact of the National Principle providing for a

30 per cent per capita minimum grant. Councils with greater relative need are forgoing funds
(that are otherwise allocated to them on a horizontal fiscal equalisation [HFE] basis) in order to
raise the level of grants for wealthier metropolitan councils up to the per capita minimum grant.

In 2013, the NSW Independent Local Government Review Panel (Panel) recommended
targeting the grants to communities with relative disadvantage, within the constraints
imposed by the national funding principles, adding that a transitional period should

apply to minimise the impact of any redistribution. The NSW Government supported this
recommendation and a major independent review process of the financial assistance grant
methodology followed. Also, a period of consultation with councils about the review and
recommendations began which is an ongoing process.

In January 2016, the Office of Local Government (OLG) engaged an independent consultant
(Consultant) to further review the existing funding model, in order to allocate a higher
proportion of the grants to councils that have the greatest relative need and to simplify

and streamline the model. Essentially, the review found that the basic methodology did not
need to change. It was recommended that the Direct Assessment approach of the existing
model, the local roads component model and also most of the general purpose component
all be retained.

However, as the model had become so granular the Consultant did recommend that the
Commission adopt the materiality approach, using regression analysis, to filter out variables
included that were not true cost drivers and to estimate the appropriate weighting to apply
to the factors that identified as statistically significant. They revised the model to enable it to
deliver on the prerequisites that it:

e is based on genuine cost drivers
e allocates a higher proportion of grant funding to councils with the greatest relative need

e is consistent with the National Principles
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e is consistent with NSW Government Financial Assistant Grants allocation policy
e isrobust, statistically verifiable and auditable
e uses best practice financial modelling principles

e istransparent and publishable.

The model was improved by streamlining and simplifying the expenditure allowance of
the general purpose component allocation by consolidating the expenditure functions and
disability factors using materiality testing. A $5 million relative disability allowance was
added for councils with the greatest relative disadvantage.

Figure 8 Overview of New South Wales Funding Allocation Model

Financial Assistance Grants

Revised \ Added
General . Pensioner Relative
Revenue Expenditure o
Purpose = + Rebate + Disability
Allowance Allowance
Component Allowance Allowance
Local Roads B Road Length and Bridge Length
Component . Population Formula - Formula
B General Purpose Local Roads

Total Grant a Component * Component

Until now, the Commission had been working with a general purpose component with

an_ expenditure allowance comprising 20 functions and 47 disability factors applied to

128 councils. By 2014-15, there were also 234 occurrences of councils receiving additional
discretionary disability factor. While those additional discretionary allowances were reduced
to 98 by 2017-18, the effect of increasing the functions and disability factors over time had
reduced the significance of each factor, resulting in an over-complex and granular model.

66



Appendix B ¢ NSW

NN STO®OHOSETN®MO © OO O mam HdNNN N NN~

Aundas |ppos

V43S

yibua] abpug - —

(xapul) 5101204 Juauodwio) - —

yibua pooy - — - —

$91DQal JaUOISUSY -

1/1|(6(3[3]|0]|0

sanJadoid [pRuspIsay -

121Ua) |puoIBay
Jofoy 3152UDaN/ASUPAS Wiouy 2duUplsIg

1
1

[VIIET -

1

uonoisau|

saiadold ungin-uoN -

sabioy) Bunybi 19ans —

11)1f1(1

Aysuaq ubaqun —

xapu| 960UIDIJ J91DMULIOIS

2INSDAW 99437

sBuiping upgin auoid pooyy

1(1]1]1

sanuadoid ungin

S|00d >204/|opIL

2INSD3JN UDCUN-UON

UORDR1I9Y—3S JUIPISY-UON

s|00d Jo uonooydng

spial4 buifpld jo uonooydng

siaddu) AoQg

11|11 f1]|1]|1

2UNSDIN ADWID

BuInbsayI Yooag

1

1

(s1DaA GZ—G) aunPNAS aby

sagD AIDpu0daS puUD Sa1UIY [DUOIBIY —

sanadold Ungin [PRUSPISIY-UON

abpuaH

1

AJIAIISUSS |DJUSWIUOINIAUT —

Apaipp yswdojprsg -

AU IN4—SIUBPMS —

S19MO110g JUBPISIY-UON -

SWILID PUD WSIOPUDA -

1

S)9]10L 1ANd

Sasiwald poo4 -

l Disability Measures of Materiality ]

Ao 3114 upgun

suopNqLILOD) BURYBId 214 [PINY

sbuip|ing auoid pooj4

sy0g pooj4

1(1f1]1|1

SHUN S35 4o uopadng

S31I[120 [DINYND—3SN JUIPISIY-UON —

Cost Measures for Disability Factors (Also referred to by EY tool as Cost Adjustors and Cost Drivers)

1
1
111 frfafafafafafrfa|afjafafaf2fafaf2fr|a|2frfa1f{1|2|3|1f1(1

S||oH o uonoddng —

(51034 $Z-GT) YInoA -~

1

swia1diday 1yausg pup UoISURY

uonpdnaoQ —

(51034 7-0) UBIP|IYD [00Y2S-3id —

S3l[IWD4 U0 BUQ -

l Disability Measures Tested by EY l

JETe) —

SJaUOISUDY -

(1910 18 103K 09) SuosIad paby - —

aunypuadx3 19N swoiposRy -

Aisinds | —

abpnIaAy mojag yimoin uonpindod | —

uonnqusig uonojndod | — B I B oo o

punoifopg Bunipads ysijbug-uoN | — - - oo

9|DIS JO SAIWOU0DT | —

Current Disability Measures

J9PUD|S| IDAS S2110] JO [pulbLoqy | — —

1
1
1
1
1

uonpindod | —= — = o o o o

Table 16 Former Disability Factor Matrix in New South Wales

97 (13|2|1|5|10|/1f1f1|2|1|2|1|1f1]|1]1

Fire Control and Emergency

Services
10 | Health and safety

Aged Persons’ Services
11 | Libraries

Expenditure Function
(Or Categories)
Community Services
Isolation allowance

& Flood Control
15 | Street and Gutter cleaning

Administration
Cemeteries
Services

16 | Street Lighting
Control
Unsealed

23 | Local Bridges—Urban
Sealed

25 | Local Bridges—Non-Urban
Unsealed

Sealed
22 | Local Roads—Non-Urban

1
2 | Aerodromes

3
19 | Pensioner Rebate allowance

6 | Children’s Services

12 | Planning and Building

14 | Stormwater Drainage

17 | Noxious Plants and Pest
20 | Local Roads—Urban

21 | Local Roads—Non-Urban
24 | Local Bridges—Non-Urban

7

4 | Animal Control

5
13 | Recreation

9
18
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The following allowances in the general purpose component were retained:

e the revenue allowance, based on rateable value across two land use categories

(urban and non-urban)
e theisolation allowance
e the pensioner rebate allowance
e the stormwater drainage allowance
e the local road maintenance allowance.
All the cost items previously reported by councils are still included and make up the state
standards. It was recommended to use gross operational costs instead of net operational
costs to further ensure the true costs to councils were recognised (revenue raising capacity
is recognised through the revenue allowance). All functions and disability factors were

considered and after being statistically verified through materiality testing, the revised
consolidated sections of the model are as follows:

Table 17 NSW expenditure functions, cost adjustors and weightings

Functions
Roads,
bridges, Public order,
Education footpaths safety,
Recreation ~ Admin and and and health and Housing
Cost adjustors and cultural governance  community aerodromes other amenity
Population -0.1213 -0.3111 -0.2988 -0.4765 -0.2382 -0.0717
Road length (km) 0.4098
Rainfall, 0.5991
topography and
drainage index
Aboriginal and 0.1201
Torres Strait
Islander
Environment (ha) 0.0370

Note: Population as a cost driver is negative as it is the only driver that measures lower than average score.

The relative disability allowance is a new allowance added by the Commission to assist

in better achieving HFE. After determining the per capita minimum amount, $5 million

(0.9 per cent of the total pool) has been quarantined from the CPl increase. This is allocated
to councils eligible for the isolation allowance, councils with population decline and
councils with unsealed local roads. $1.5 million is applied using the isolation allowance
formula, and the remaining $3.5 million is divided (based on the number of eligible councils)
into $2.541 million for unsealed local roads and $959,000 for population decline.

By quarantining the relative disability allowance, unlike the rest of the general purpose
component, it is able to be applied in its pure value. The other elements of the general
purpose component are aggregated, scaled to the available funds, adjusted for the
per capita minimum and adjusted for the upper and lower limits. The relative disability
allowance is added to the grant after all the adjustments are made. This ensures the
allowance is not lost in the scaling and adjusting processes.
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Finally, the capping on upper and lower limits have been adjusted for the transition to the
revised model to help smooth changes to grant outcomes. This is also in accordance with
the Panel's recommendations. In recent years the limits have generally been set at between
-5.0 per cent and +5.0-7.5 per cent. The Commission determined an adjustment to a lower
cap of a zero per cent floor, so no council would receive a lower general purpose component,
and an upper cap of five per cent. As the relative disability allowance is applied after scaling
and adjustments, some councils eligible for the allowance received higher than the five per
cent increase limit. The only other councils receiving more than five per cent were minimum
grant councils with high population increases including The Council of the City of Sydney,
with the highest percentage increase in the state of 12.5 per cent.

Developments in relation to the use of long term financial and asset
management plans for 2018-19

Local councils in NSW report under an integrated planning and reporting (IP&R) framework
to improve strategic planning, including long-term financial and asset management planning.

The IP&R framework requires councils to prepare a suite of plans including a Long-Term
Financial Plan (10 years+) and an Asset Management Policy, Strategy and Plans (10 years+).

The NSW Auditor-General oversees the auditing of councils’ annual financial statements to
improve the consistency, reliability and quality of financial reporting and public accountability
in the local government sector.

In 2017-18, the Government continued to provide oversight and support for councils
developing and implementing Long-Term Financial and Asset Management Plans to improve
their financial sustainability.

The Auditor-General’'s Report on Local Government 2018-19 report noted the overall
timeliness of financial reporting has improved on the previous period and an improvement in
the overall quality of financial statements.

The Office of Local Government is continuing to continue to work with the Auditor-General
to support councils to improve their financial performance, reporting and systems to
ensure they are best placed to ability to provide key services and infrastructure to the local
community.

The local government sector in NSW now has a solid basis to continually review and improve
long term financial and asset management planning to ensure these plans are effectively
implemented as an integrated part of council’s operations.

Actions to develop and implement comparative performance
measures for 2018-19

The publication of freely available time series data by the NSW Government on NSW local
councils has now been available for over thirty years. This enables comparisons against a
range of performance indicators between councils and over time.

In 2016-17 the Office of Local Government (OLG) produced an interactive website which
displays key information about local governments across the State. This tool enables
residents and ratepayers to better understand their council and to compare key performance
and other metrics for their council to those of other councils.
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Data sources include council financial reports, rating records and Australian Bureau of
Statistics’ population data. The information collected has also been used to calculate financial
assistance grants, analyse councils’ financial health and check compliance of rates collected.

In 2018-19, the NSW Government engaged in constructive discussions both across NSW
State agencies and with the local government sector about how best to measure and report
on council performance. As part of this work, OLG provided input to sector-led work to
deliver best practice performance and reporting frameworks.

Throughout 2018-19, OLG continued to work closely with the NSW Audit Office, which
plays a key role in conducting financial and performance audits under the Local Government
Act 1993. This engagement has contributed to improvements in sector financial reporting,
including through the Local Government Code of Accounting Practice and Financial
Reporting and other guidance, training and support to councils in NSW. Insights from

these audits also continue to provide valuable input to ongoing work to develop improved
comparative performance measures at a State level over time.

Moving forward, the Government is continuing work with the local government sector to
build a new and robust local government performance measurement framework. The NSW
Government is also exploring alternative of ways to improve the accessibility of usefulness
of this information.

Reforms undertaken during 2018-19

In this reporting period, the NSW Government has focused on consolidating key reform
priorities to improve council performance, integrity, transparency and accountability, to
streamline regulation and to build the strategic capacity of local councils so they are better
placed to serve their local communities.

Through the Local Government Amendment Act 2019, the NSW Government extended time
for councils formed by merger in 2016 to move to a single rating structure for the new local
government area.

This legislation also made improvements to arrangements for the administration of local
government elections, increased the threshold for competitive tendering requirements,
improved flexibility around procurement. It also provided for future regulations to be made
enabling a mutual recognition scheme for certain regulatory activities, removing red

tape from fee setting and facilitating delegation of regulatory functions within the local
government sector.

Through the Office of Local Government (OLG), the NSW Government also prescribed a
new Model Code of Conduct for Local Councils in NSW and a new Model Code of Meeting
Practice for Local Councils in NSW. It also introduced a requirement for councils to provide
induction training to councillors in the first six months of each council term and ongoing
professional development over the balance of the term.
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Initiatives undertaken and services provided by local government to
Aboriginal and Torres Strait Islander communities for 2018-19

NSW councils are required to prepare Integrated Planning and Reporting (IP&R) plans to
facilitate strategic planning and delivery of council services to best meet community needs.

The IP&R framework allows councils and communities to respond flexibly to local need and
includes a requirement for a community strategic plan to be developed in consultation with
groups in the local community and based on principles of social justice.

As part of this process, councils must develop a Community Engagement Strategy which
includes how they will engage with hard-to-reach groups. The strategy should ensure that
all groups, including Aboriginal and Torres Strait Islander people, have an opportunity to be
heard. In this way IP&R helps councils to work in partnership with the NSW Government and
others to improve outcomes for Aboriginal and Torres Strait Islander people in NSW.

To support inclusion of Aboriginal communities in council decision-making, service
development and delivery, a Collaborate NSW website and resource kit has been developed
and launched. This is a joint initiate of the Office of Local Government, NSW Aboriginal Land
Council, Aboriginal Affairs NSW and NSW Department of Planning, Industry and Environment
and Local Government NSW, a peak local government sector representative organisation.

The Collaborate NSW website provides information and advice to build council
understanding of local Aboriginal culture and ways of doing business and to provide advice
to Aboriginal and Torres Strait Islander people about how to become more involved in their
council, including by nominating to be elected as a councillor.
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Report from the Victorian Government

Victoria Grants Commission methodology: 2018-19 grant allocation

The Victoria Grants Commission determines the allocation of financial assistance grants
(general purpose and local roads grants) in accordance with the National Principles
formulated under the Commonwealth Local Government (Financial Assistance) Act 1995
(the Act).

Methodology for general purpose grants

The Victoria Grants Commission’s methodology for allocating general purpose grants
takes into account each council’'s assessed relative expenditure needs and relative capacity
to raise revenue.

For each council, a raw grant is obtained which is calculated by subtracting the council’s
standardised revenue from its standardised expenditure.

The available general purpose grants pool is then allocated in proportion to each council’'s
raw grant, taking into account the requirement in the Commonwealth legislation and
associated national distribution principles to provide a minimum grant to each council.
Increases and decreases in general purpose grant outcomes may be limited in movement
which, in turn, affects the relationship between raw grants and actual grants.

Specific grants are allocated to a small number of councils each year in the form of natural
disaster assistance. These grants are funded from the general purpose grants pool and so
reduce the amount allocated on a formula basis.

Standardised expenditure

Under the Commission’s general purpose grants methodology, standardised expenditure is
calculated for each council on the basis of nine expenditure functions. Between them, these
expenditure functions include all council recurrent expenditure.

The structure of the model ensures that the gross standardised expenditure for each function
equals aggregate actual expenditure by councils, thus ensuring that the relative importance
of each of the nine expenditure functions in the Commission’s model matches the pattern of
actual council expenditure.

The total recurrent expenditure across all Victorian councils in 2017-18 was $8.135 billion.
Under the Commission’s methodology, the gross standardised expenditure in the allocation
model for 2018-19 therefore also equals $8.135 billion, with each of the nine expenditure
functions assuming the same share of both actual expenditure and standardised expenditure.

For each function, with the exception of Local Roads and Bridges, gross standardised
expenditure is obtained by multiplying the relevant major cost driver by:

e the average Victorian council expenditure on that function, per unit of need

e a composite cost adjustor which takes account of factors that make service provision cost
more or less for individual councils than the State average.

Major cost drivers (‘units of need’)

The major cost drivers and average expenditures per unit for each expenditure function,
with the exception of Local Roads and Bridges, are shown in the following table:
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Table 18 Victoria’s major cost drivers and average expenditures

Average expenditure

Expenditure function Major cost driver per unit ($)
Governance Population (adjusted) 63.93
Family and community services Population 136.73
Aged and disabled services Population >60 plus disability pensioners 369.36
plus carer’s allowance recipients
Recreation and culture Population 295.36
Waste management Number of dwellings 332.43
Traffic and street management Population 117.05
Environment Population (adjusted) 61.60
Business and economic services Population (adjusted) 161.35

For three expenditure functions (Governance, Environment and Business and Economic
Services), an adjusted population is used as the major cost driver to recognise the fixed costs
associated with certain functional areas.

The major cost drivers used in assessing relative expenditure needs for these functions take
account of high rates of vacant dwellings at the time the census is taken. Councils with a
vacancy rate above the State average are assumed to have a population higher than the
census-based estimate:

e for the Governance expenditure function, actual populations are adjusted upwards to
reflect above average rates of vacancies on census night and councils with a population
of less than 20,000 are deemed to have a population of 20,000.

e for the Environment and Business and Economic Services functions actual populations
are adjusted upwards to reflect above average rates of vacancies on census night.
Councils with a population of less than 15,000 are deemed to have a population of
twice that amount, up to a maximum of 15,000.

Cost adjustors

A number of cost adjustors are used in various combinations against each function.
These allow the Commission to take account of the particular characteristics of individual
councils which impact on the cost of service provision on a comparable basis. Each cost
adjustor has been based around a State weighted average of 1.00 with a ratio of 1:2
between the minimum and maximum values, to ensure that the relative importance of
each expenditure function in the model is maintained.

The 12 cost adjustors used in the calculation of the 2018-19 general purpose grants are
aged pensioners, population growth, economies of scale, population less than six years,
environmental risk, regional significance, Indigenous population, remoteness, language,
socio-economic, population dispersion and tourism.

Some factors represented by cost adjustors impact more on costs than others, different
weightings have been used for the cost adjustors applied to each expenditure function.
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For 2018-19, the Commission decided not to make any changes to the application of cost
adjustors to individual expenditure functions, or to their weightings. This decision was taken
in light of significant changes to the data used in the allocation model, which are outlined
later in this section.

Net standardised expenditure

Net standardised expenditure has been obtained for each function by subtracting standardised
grant support (calculated on an average per unit basis) from gross standardised expenditure.
This ensures that other grant support is treated on an ‘inclusion’ basis.

Average grant revenue on a per unit basis (based on actual grants received by local
government in 2017-18) is shown in the table below:

Table 19 Victoria’s average grant revenue

Average grants

Expenditure function Major cost driver per unit ($)
Governance Population (adjusted) 3.25
Family and community services Population 37.38
Aged and disabled services Population > 60 plus disability pensioners 182.36
plus carer’s allowance recipients
Recreation and culture Population 5,75
Waste management Number of dwellings 0.12
Traffic and street management Population 2.30
Environment Population (adjusted) 1.57
Business and economic services Population (adjusted) 0.91

Net standardised expenditure (for each function)

Diagrammatically, the calculation of net standardised expenditure for each expenditure
function is as shown in the following figure:

Figure 9 Victoria’s net standardised expenditure

Average
Major Expenditure
Cost Driver Per Unit Major Cost Driver

Gross Standardised Less Standardised Grant Equals Net Standardised
Expenditure ) > Expenditure

Cost Adjustors Average Grant
Revenue Per Unit
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Standardised expenditure for the Local Roads and Bridges expenditure function within
the general purpose grants model is based on the grant outcomes for each council under
the Commission’s local roads grants model. As outlined further below, this incorporates a
number of cost modifiers (similar to cost adjustors) to take account of differences between
councils. Net standardised expenditure for this function for each council is calculated

by subtracting other grant support (based on actual identified local roads grants and a
proportion of Roads to Recovery grants) from gross standardised expenditure.

The total standardised expenditure for each council is the sum of the standardised
expenditure calculated for each of the nine expenditure functions.

Standardised revenue

A council’s standardised revenue is intended to reflect its capacity to raise revenue from

its community. Relative capacity to raise rate revenue, or standardised rate revenue, is
calculated for each council by multiplying its valuation base (on a capital improved value
basis) by the average rate across all Victorian councils over three years. The payments in

lieu of rates received by some councils for major facilities such as power generating plants
and airports have been added to their standardised revenue to ensure that all councils are
treated on an equitable basis. Rate revenue raising capacity is calculated separately for each
of the three major property classes (residential, commercial/industrial/other and farm) using a
four-year average of valuation data.

The derivation of the average rates for each of the property classes is shown in the table below:

Table 20  Victorian property classes—average rates

Total average Total rate revenue
Category valuations ($ billion) ($ billion) Average rate
Residential 1,268.985 3.867 0.00305
Commercial/industrial/other 262.003 0.889 0.00377
Farm 77.720 0.279 0.00359

The Commission constrains increases in each council’s assessed revenue capacity to improve
stability in grant outcomes. The constraint for each council has been set at the state-wide
average increase in standardised revenue adjusted by the council's own rate of population
growth to reflect growth in the property base.

A council’s relative capacity to raise revenue from user fees and charges, or standardised
fees and charges revenue, also forms part of the calculation of standardised revenue.

For each council, for each of the nine functional areas, the relevant driver (such as
population) is multiplied by the adjusted State median revenue from user fees and charges
(adjusted to remove the skewing effect of large outliers in the data). For some functions,

this is then modified by a series of ‘revenue adjustors’ to take account of differences between
municipalities in their capacity to generate fees and charges, due to their characteristics.

The standard fees and charges used for each function (based on adjusted median actual
revenues generated by local government in 2016-17) are shown in the following table,
along with the revenue adjustors applied.
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Table 21 Victorian standard fees and charges

Standard fees and

Expenditure function Major driver (units) charges per unit ($) Revenue adjustors
Governance Population 15.66 Nil

Family and community services Population 9.03 Socio-economic
Aged and disabled services Population > 60 plus 40.22 Household income

disability pensioners
plus carer’s allowance

recipients
Recreation and culture Population 22.14 Valuations
(per cent commercial)
Waste management Number of dwellings 30.74 Nil
Traffic and street management Population 8.73 Valuations
(per cent commercial)
Environment Population 1.32 Nil
Business and economic services Population 33.36 Tourism and value of
development
Local roads and bridges Population 2.04 Nil

The assessed capacity to generate user fees and charges for each council is added to its
standardised rate revenue to produce total standardised revenue.

Limits to gra