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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 2019-20, 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 are:

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 that for
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 2020 was 25,687,041, an increase
of 321,300 persons or 1.3 per cent from 30 June 2019. All states and territories, except

the Northern Territory, experienced positive growth for the year ending 30 June 2020.
Queensland recorded the fastest growth rate (1.6 per cent) while the Northern Territory
recorded the lowest (-0.1 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:

e the 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 responsible for local
government (the Federal Minister) 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 2019-20, the interests of local government were represented by a number of state-
based and national associations, like the Local Government Association of Queensland
and the Australian Local Government Association, for example. Local government was also
represented on 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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On 29 May 2020, the then Prime Minister announced a new National Federation Reform
Council (NFRC) to replace the Council of Australian Governments (COAG) meetings, with
National Cabinet to remain at the centre of the NFRC. National Cabinet will focus specifically
on job creation in response to the COVID-19 pandemic. The NFRC has been agreed to by
Premiers, Chief Ministers and the Prime Minister.

The NFRC will meet annually, providing a joint forum for the First Ministers and Treasurers of
all Australian jurisdictions and the President of the Australian Local Government Association
(ALGA\) to consider priority national federation issues.

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.com.au/.

Australian Government grants to local government

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

In 2019-20, 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 $1.3 billion of the
budgeted allocation for 2020-21 and paid this funding to states and territories in May 2020.
The means of distributing funding provided under the Financial Assistance Grant program
is discussed in Chapter 2. Allocations to local governing bodies for 2019-20 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 SPPs 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 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 SPPs 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 2019-20, total SPPs were estimated in the 2019-20 Budget
to total $58.3 billion, a decrease of $249 million compared with $58.6 billion in 2018-19
(Australian Government, Budget measures: Budget paper Number 3, 2019-20).
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Local government finances

Share of taxation revenue by sphere of government

Local government taxation revenue increased $674 million (3.6 per cent) from $18,904 million
in 2018-19 to $19,578 million in 2019-20. Local government’s taxation revenue in 2019-20
amounted to 3.5 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
2019-20 (Australian Bureau of Statistics, Taxation Revenue, Australia, 2019-20,

ABS cat. Number 5506.0). The following table provides further information on the

local government share of taxation revenue in 2019-20.

Table 1 Share of taxation revenue, by sphere of government and source, 2019-20

Federal State Local Total
Revenue source % % % %
Taxes on income 5015 = = 5915
Employers payroll taxes 0.2 45 - 4.5
Taxes on property 0.0 2.6 3.5 6.1
Taxes on provision of goods and services 19.8 6.0 - 25.8
Taxes on use of goods and performance activities 1.6 2.5 - 4.0
Total 81.1 15.6 3.5 100.0

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, 2019-20, Total Taxation Revenue,
ABS cat. Number 5506.0.

Local government revenue sources

In 2019-20, councils raised 86.6 per cent of their own revenue, with grants and subsidies
making up the remaining 13.4 per cent (see table below). 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 — such as population size, rating base and their ability to levy user charges —
affect the ability of a council to raise revenue.
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Table 2 Local government revenue sources by jurisdiction in 2019-20

Revenue source NSW Vic Qid WA SA Tas NT Total

Own-source revenue

Taxation $m 5,021 5,560 4,254 2,504 1,661 434 144 19,578
% 322 47.4 33.2 55 63.1 48.3 27.7 39.9

Soleg of goods and $m 5,053 2,021 4,331 979 437 185 106 13,113
services
% 324 17.2 338 20.1 16.6 20.6 20.4 26.7

Interest $m 294 93 158 97 16 9 7 674
% 1.9 0.8 1.2 2.0 0.6 1.0 13 1.4
Other* $m 2,976 2,871 2,276 549 205 112 136 9,124
% 19.1 24.5 17.8 11.3 7.8 125 26.2 18.6

Total own-source revenue 13,344 10,545 11,019 4,129 2,319 740 393 42,489

Grants and $m 2,264 1,196 1,782 730 315 157 126 6,572
subsidies
% 14.5 10.2 13.9 15.0 12.0 17.5 24.3 13.4

Total grant revenue 2,264 1,196 1,782 730 315 157 126 6,572
Total revenue $m 15,607 11,741 12,802 4,859 2,634 898 519 49,061
% 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, 2019-20,
ABS cat. Number 5512.0.

Local government revenue — taxes

One way local governments raise revenue is through rates on property. In 2019-20,

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

revenue from rates varied notably between jurisdictions — from a high of 63.1 per cent for
South Australia to a low of 27.7 per cent for the Northern Territory — and 18.6 per cent of
local government revenue was classified as ‘other’ (see Table 2 above).

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 26.7 per cent of its revenue in 2019-20 from the sale
of goods and services (see previous table).

Councils in the Northern Territory relied more on government grants and subsidies than
councils in other jurisdictions, as they raised only 75.7 per cent of their own revenue. In the
remaining states, the proportion of revenue raised from own sources ranged from 82.4 per cent
for Tasmanian councils to 89.8 per cent for Victorian councils (see previous table).
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Local government expenditure

Local government expenditure is primarily on general public services (22.7 per cent) followed
by transport (20.9 per cent) and recreation, culture and religion (16.7 per cent) (Table 3).

Table 3 Local government expenditure by purpose and jurisdiction in 2019-20

Expenditure NSwW Vic Qld WA SA Tas NT Total
General public $m 3102 1706 2945 896 147 191 194 9,180
services % 247 182 280 211 62 243 398 227
Public order $m 445 231 196 152 58 7 25 1112
and safety % 35 25 1.9 36 2.5 0.9 5.1 2.8
Economic affairs $m 705 460 424 191 162 37 23 2,003

% 5.6 49 4.0 45 69 47 47 5.0
Environmental $m 2,535 1,484 1,328 292 446 106 22 6,213
protection % 202 158 126 69 189 135 45 154
Housing _ond $m 1,244 658 1,484 402 219 71 59 4,137
Rl % 99 70 141 95 93 90 121 103
Health $m 89 186 60 72 61 12 4 483

% 07 2.0 0.6 17 26 15 0.8 12
Recreation, culture $m 1893 1847 1276 929 594 138 67 6745
and refigion % 150 197 121 219 252 176 138 167
Education $m 86 144 9 5 - - 3 247

% 07 15 0.1 0.1 - - 0.6 0.6
Social protection $m 423 935 60 194 134 19 40 1,805

% 34 100 06 46 5.7 24 8.2 45
Transport $m 2058 1721 2749 1111 533 205 50 8427

% 164 184 261 262 226 261 103 209
Total $m 12,580 9,373 10,530 4,244 2,354 785 487 40,354

% 1000 100.0 100.0  100.0  100.0  100.0  100.0  100.0

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

Source: Australian Bureau of Statistics, Government Finance Statistics, Australia, 2019-20,
ABS cat. Number 5512.0.
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Assets and liabilities

In 2019-20, local government in Australia had a net worth of $501,456 million, with assets
worth $523,462 million and liabilities worth $22,193 million (Table 4 and Table 5).

On a state basis, only councils in South Australia had a total negative net financial worth
as at 30 June 2020, while all the other states and the Northern Territory each had a total
positive net financial worth (Table 5).

Table 4 Local government assets in 2019-20

NSW Vic Qid WA SA Tas NT
Assets $m $m $m $m $m $m $m $m Total
Currency and 2,539 1,915 4,621 2,541 48 442 170 12,277
deposits
Advances 0 4 0 3 117 0 0 124
_ Other loans and 0 4,067 1,254 245 22 2 0 5,590
.8 placements
g
©  Equity including 0 0 5,898 412 119 1,466 0 7,896
L contributed capital
Other financial 13,878 1,386 2,205 350 256 61 177 18,313
assets
Total financial 16,418 7,370 13,978 3,652 562 1,972 347 44,199
assets
Buildings and 119,901 57,964 98,627 37,576 18,843 7,035 1,891 341,837
structures
Machinery and 1,689 1,044 1,550 1,306 382 137 66 6,174
equipment
Other fixed 0 250 414 0 0 5 0 669
5 produced assets
‘©
S Other produced 956 1,065 562 134 18 286 98 3,120
£ assets
C
2 Land 50,006 47,994 13,040 5,986 6,921 2,687 583 127,218
Other 243 0 0 0 0 0 0 243
non-produced
assets
Total 172,795 108,317 114,194 45,003 26,164 10,151 2,639 479,263
non-financial
assets
Total assets 189,212 115,688 128,172 48,555 26,726 12,123 2,986 523,462

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

Source: Australian Bureau of Statistics, Government Finance Statistics, Australia, 2019-20,
ABS cat. Number 5512.0.
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Table 5  Local government liabilities and net worth and debt in 2019-20

NSW Vic Qld WA SA Tas NT Total
Liabilities $m $m $m $m $m $m $m $m
Currency and deposits 61 398 8 42 159 16 0 684
Advances 0 60 0 0 199 2 2 263
Other loans and placements 3,178 994 5,841 635 369 217 12 11,246
Debt securities 0 0 0 0 0 0 0 0
Provisions for defined 0 17 0 0 0 0 0 17
benefit superannuation
Other liabilities 3,369 2,040 2,567 924 573 179 144 9,796
Total liabilities 6,609 3,509 8,415 1,602 1,301 413 158 22,006
Net financial wortht 182,603 112,179 119,757 46,953 25,426 11,710 2,828 501,456
Net debt* 9,809 3,862 5,563 1,950 —739 1,559 189 22,193

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 comprises 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, 2019-20,
ABS cat. Number 5512.0.



https://www.abs.gov.au/statistics/economy/government/government-finance-statistics-annual/2019-20

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 a horizontal
equalisation basis, as defined in Appendix A.

The Local Government (Financial Assistance) Act 1986 (Cth) was amended to reflect a
new indexation formula which was derived from the consumer price index and population
growth. In addition, Local Government Grants Commissions were introduced to determine
distributions to individual councils within their state or territory. These took into account a
horizontal equalisation principle and a 30 per cent minimum grant principle, as defined in
Appendix A.

From 1 July 1991, in addition to the already existing, untied 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 changes to the Act introduced the untied local road component
and formalised a set of National Principles covering both the general purpose and local

road components. 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.

The yearly Financial Assistance Grant program funding is paid quarterly from the
Commonwealth to the states and territories, which pass on the funding to local
governments without delay. This funding is untied in the hands of local government,
meaning local governments are not obliged to spend the funding in any particular way.
Rather, local governments determine how they spend the funding to meet local priorities.

In May 2009, the Act was amended to allow early payment of funding, from the next
financial year, to be made in the current financial year. Bring forward payments are
reflected in the Treasurer’s Determination in the year they are paid.
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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 2019-20
Year General purpose ($) Local road ($) Total ($)
1974-75 56,345,000 nfa 56,345,000
1975-76 79,978,000 nfa 79,978,000
1976-77 140,070,131 n/a 140,070,131
1977-78 165,327,608 n/a 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 n/a 426,518,330
1983-84 461,531,180 n/a 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 n/a 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, 197475 to 2019-20 (continued)

Year General purpose ($) Local road ($) Total ($)
2004-05 1,077,132,883 477,955,558 1,5655,088,441
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 1,670,887,544 741,421,976 2,412,309,520
2018-19 1,721,014,169 763,664,637 2,484,678,806
2019-20 1,784,003,288 791,614,762 2,575,618,050
Total 41,731,294,719 15,527,580,705 57,258,875,424
Notes: a. Grants to the Northern Territory under the program commenced in 1979-80, with the initial 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.

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

Overview of current arrangements

The following actions were taken to distribute funding in 2019-20 to local government under

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.

11
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e The Federal Minister responsible for local government advised the states and territories
of their estimated quantum of general purpose and local road components, calculated in
accordance with the Act.

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 Federal Minister.

e When satisfied that the states and territories had adopted the recommendations of their
Local Government Grants Commissions, the Federal 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.

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 2019-20 was determined. As population estimates
are applied to the general purpose component, jurisdictions experiencing a negative
population change from one year to the next will receive a declining share of the general
purpose funding.

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 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.
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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
(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 2019-20 and 2020-21

The calculations of the 2019-20 actual entitlement and the 2020-21 estimated entitlement,
using the final escalation factor (the final factor) and estimated escalation factor (the
estimated factor), are set out in the Treasurer’s Determination in Figures 1 and 2 below.

The estimated entitlement for 2019-20 was $1.3 billion, consisting of $873.9 million
under the general purpose component and $387.8 million under the identified local road
component (see Table 7).

In the 2020-21 Budget, the Australian Government brought forward $1.3 billion being
50 per cent of the 2020-21 estimate for payment in 2019-20. This funding consisted of a
general purpose component of $913.8 million and a local road component of $405.5 million.

The final entitlement for 2019-20 to local governments was $2.6 billion, broken out into
the general purpose component of $1.8 billion and the identified local road component of
$791.6 million (see Table 8).

The negative adjustment of $5.4 million was applied to the estimated entitlement in the
following year (2020-21). (See the section below headed ‘Variations in reported grants’.)

In 2019-20, only South Australia and Tasmania experienced a slight population increase
and an increasing share of the general purpose component.

13
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Figure 1 Assistant Treasurer’s determination of the final factor for 2019-20

Part 2 - Final factor for the year 2019-20
5 Determination of final factor for 2019-20

For the purposes of subsection 8(1) of the Act, the factor in relation to the
2019-20 year is 1.0366.

6 How the final factor was worked out

(1) Under subsection 8(1) of the Act, the factor in relation to the 2019-20 year is to
be worked out by applying the formula set out in paragraph 8(1)(a) of the Act
and then adjusting the result under whichever of paragraphs 8(1)(b) and (c) of
the Act are applicable.

Paragraph 8(1)(a) formula
(2) The factor calculated under paragraph 8(1)(a) of the Act is as follows:
25,167,690 116.6

X = 1.03828
24,770,829 1141

Note 1: Under section 4A, the Statistician made the estimate of the population
of Australia as at 31 December 2018 on 18 June 2020 (ABS Catalogue
Number 3101.0).

Note 2: Under section 4A, the Statistician made the estimate of the population
of Australia as at 31 December 2017 on 20 June 2019 (ABS Catalogue
Number 3101.0).

Note 3: The formula uses the All Groups Consumer Price Index number,
being the weighted average of the 8 capital cities, published on
29 April 2020 by the Statistician in respect of the 2020 March quarter
(ABS Catalogue Number 6401.0).

Note 4: The formula uses the All Groups Consumer Price Index number,
being the weighted average of the 8 capital cities, published on
24 April 2019 by the Statistician in respect of the 2019 March quarter
(ABS Catalogue Number 6401.0).

Paragraph 8(1)(b) modification

(3) The result of subsection (2) was modified by increasing the factor by 0.0001
under paragraph 8(1)(b) of the Act as the fifth decimal place was greater
than 4.

14
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Figure 1 (continued)

(4)

Paragraph 8(1)(c) modification

The result of subsection (3) was modified under paragraph 8(1)(c) of the

Act as a result of special circumstances, being the need to account for the
Commonwealth’s decision to bring forward the first 2 quarterly payments in
the 2019-20 year into the 2018-19 year and the first 2 quarterly payments in
the 2020-21 year into the 2019-20 year. The modification was worked out by
multiplying the result of subsection (3) by the following formula:

2019-20 amount — 2018-19 amount + 2020-21 amount 1

2018-19 final entitlement sub (3) factor

Where:

2018-19 amount means the first 2 quarterly payments that were brought
forward from the year 2019-20 to be paid in the year 2018-19.

2019-20 amount means the amount that would have been the base figure for
the year 2019-20 if the Commonwealth had not decided to bring forward any
quarterly payments.

2020-21 amount means the first 2 quarterly payments that were brought
forward from the year 2020-21 to be paid in the year 2019-20.

2018-19 final entitlement means the base figure for the year 2018-19.

sub (3) factor means the result of subsection (3).

Figure 2 Assistant Treasurer’s determination of the estimated factor for

2020-21

Part 3 — Estimated factor for the year 2020-21

7 Determination of estimated factor for 2020-21

For the purposes of paragraph 7(3)(b) of the Act, the estimated factor in
relation to the 2020-21 year is 0.4817.

8 How the estimated factor has been worked out

(1) Under subsection 8(1) of the Act, the factor in relation to the 2020-21 year is to

be worked out by applying the formula set out in paragraph 8(1)(a) of the Act
and then adjusting the result under whichever of paragraphs 8(1)(b) and (c) of
the Act are applicable.

Paragraph 8(1)(a) formula

(2) The factor calculated under paragraph 8(1)(a) of the Act is as follows:

25,517,510 116.3
X = 1.01129

25,167,690 116.6

15
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Figure 2 (continued)

Note 1: Under section 4A, the Statistician made the estimate of the population
of Australia as at 31 December 2019 on 18 June 2020 (ABS Catalogue
Number 3101.0).

Note 2: Under section 4A, the Statistician made the estimate of the population
of Australia as at 31 December 2018 on 18 June 2020 (ABS Catalogue
Number 3101.0).

Note 3: The formula uses the most recent forecast of the Department of the
Treasury of the All Groups Consumer Price Index number, being the
weighted average of the 8 capital cities, in respect of the 2021 March
quarter.

Note 4: The formula uses the All Groups Consumer Price Index number,
being the weighted average of the 8 capital cities, published on
29 April 2020 by the Statistician in respect of the 2020 March quarter
(ABS Catalogue Number 6401.0).

Paragraph 8(1)(b) modification

(3) The result of subsection (2) was modified by increasing the factor by 0.0001
under paragraph 8(1)(b) of the Act as the fifth decimal place was greater
than 4.

Paragraph 8(1)(c) modification

(4) The result of subsection (3) was modified under paragraph 8(1)(c) of the
Act as a result of special circumstances, being the need to account for the
Commonwealth’s decision to bring forward the first 2 quarterly payments in
the 2020-21 year into the 2019-20 year. The modification was worked out by
multiplying the result of subsection (3) by the following formula:

2020-21 amount — 2019-20 amount 1

2019-20 final entitlement sub (3) factor

Where:

2019-20 amount means the first 2 quarterly payments that were brought forward
from the year 2020-21 to be paid in the year 2019-20.

2020-21 amount means the amount that would have been the base figure for the
year 2020-21 if the Commonwealth had not decided to bring forward any quarterly
payments.

2019-20 final entitlement means the base figure for the year 2019-20.

sub (3) factor means the result of subsection (3).
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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 2019-20 allocations of general purpose and local road grants among jurisdictions are
provided in Table 9, while Table 10 provides a comparison to the 2018-19 allocations.
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National Principles for the allocation of grants under the Act

As outlined in section 6 of the Act, the Federal 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 Federal Minister for approval. The Act requires that the Federal 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 Federal
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; and

e the Federal 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 their 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 is:

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

New South Wales Local Government Act 1993 (NSW)

Victoria Victorian Local Government Grants Commission Act 1976 (Vic)
Queensland Local Government Act 2009 (QId)

Western Australia Local Government Grants Act 1978 (WA)

South Australia South Australian Local Government Grants Commission
Act 1992 (SA)

Tasmania State Grants Commission Act 1976 (Tas)

Northern Territory Local Government Grants Commission Act 1986 (NT)
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Bodies eligible to receive funding under the Financial
Assistance Grant program
All local governing bodies constituted under state or territory legislation are automatically

local governing bodies. In addition, section 4(2) of the Act defines a local governing body
to include:

a body declared by the [Federal] 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), received funding under the
Financial Assistance Grant program in 2019-20 (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 paragraph 4(2)(a) of the Local Government
(Financial Assistance) Act 1995 (Cth).

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

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

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 consider 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/
boards-and-commissions

South Australia https://www.agd.sa.gov.au/local-government/grants-commission

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

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

Allocations to local government in 2019-20

The Federal Minister agreed to the allocations of funding under the Financial Assistance
Grant program to local governing bodies for 2019-20, as recommended by Local
Government Grants Commissions through state and Northern Territory ministers.
Appendix D contains the final entitlements for 2019-20.

Table 12 provides the average general purpose allocation per capita, provided to local
governing bodies, by jurisdiction and by their classification within the Australian Classification
of Local Governments. The average local road component per kilometre, provided to local
governing bodies, by jurisdiction and by classification within 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, population changes, age of population and geographic differences.
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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 2010-11 to 2019-20. The per capita grant to
minimum grant councils in 2019-20 was between $21.04 and $21.74.

The proportion of the population covered by local governing bodies on the minimum grant
varies between jurisdictions. In 2019-20, the proportion ranged from 30.4 per cent in

New South Wales to 76.0 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 2019-20, the proportion of the general purpose grant that went to local governing
bodies on the minimum grant was 14.3 per cent nationally. It varied from 9.1 per cent in
New South Wales to 22.8 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 2010-11 to 99 in 2019-20. The percentage of the population in minimum grant
councils increased from 35.9 per cent in 2010-11 to 46.0 per cent in 2019-20. 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

Local Government Grants Commissions in each state and the Northern Territory use

different methodologies to allocate funding to each local governing body in their jurisdiction to
best meet their unique circumstances while adhering to the requirements of the National
Principles and the Act.

Comparing a council’s grant allocation both within and across jurisdictions with other similar
sized councils is problematic due to the considerable divergence in methodologies used by
each local government grants commission.

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 positions and values 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.

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.

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.

The minimum grant principle does not operate to cap or limit increases, in a council’s general
purpose allocation, to an amount above the legislated minimum amount for the current year.

A Local Government Grants Commission can determine that a council receive an increase or a
decrease in funding beyond the caps implemented to address exceptional circumstances.

Reviews of Local Government Grants Commission methodologies

While the 2001 Commonwealth Grants Commission review of the operations of the Act

did not result in any changes to the Act, it did reinforce the need for regular review of the
methodologies used by local government grants commissions to achieve consistency with
the principles of relative need, other grant support and Aboriginal and Torres Strait Islander
peoples (Commonwealth Grants Commission 2001).

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.
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Since the Act commenced in July 1995, all Local Government Grants Commissions have
undertaken major reviews of their methodologies. (see Table 15 below)

Table 15  Status of most recent major methodology reviews by state,

as at 30 June 2020

State

General purpose grants

Local road grants

NSW

Vic

Qld

WA

SA

Tas

NT

Most recent major review conducted between 2014-18.
No major changes to the methodology were implemented in 2019-20.

To smooth the transition from the transition of a revised model adopted
in 2018-19, no council’s allocation decreased from 2017-18 and
increases were capped at 5 per cent.

Most recent major review conducted in 2016-17.
No major changes to the methodology were implemented in 2019-20.

In 2019-20, the Commission decided to increase the part-time
residents (non-residents) weighting applied to the population
dispersion cost adjustor from 10 to 20 per cent for the Family and
Community Services expenditure function. There were also increases
to the minimum population (to 15,000) for councils with a population
of less than 7,500 for the Environment, and Business and Economic
Services functions.

Most recent major review was implemented in 2011-12.

No major changes to the methodology were implemented in 2019-20.

However, the Commission endorsed new heavy vehicle weightings, as

supplied by the Queensland Department of Transport and Main Roads,
which will take effect in the calculation of the 2020-21 FA Grant.

Most recent major review was implemented in 2012-13.

No major changes to the methodology were implemented in 2019-20.

However, data was updated to reflect the new 2016 census input data.

Most recent major review was completed in June 2013.
No major changes to the methodology were implemented in 2019-20.

The Commission relaxed constraints to the grant recommendations
for 2019-20 that were used to accommodate the indexation freeze.
Constraints ranged between negative 3 per cent and positive

14 per cent.

Most recent major review commenced in 2021 and is ongoing.

No major changes to the methodology were implemented in 2019-20.

Most recent major review was completed in 2012-13.
No major changes to the methodology were implemented in 2019-20.

In 2019-20, the Commission included a ‘loss assist factor’ into the
methodology. This was applied to councils who received a loss greater
than 5 per cent of grant funding. Six councils benefited from this,
totalling $389,224. The Commission will review the applicability of this
parameter for 2020-21.

No major changes to
the methodology were
implemented in 2019-20.

Most recent major
review was conducted in
2012-13.

No major changes to
the methodology were
implemented in 2019-20.

Most recent major review
was implemented in
2004-05.

No major changes to
the methodology were
implemented in 2019-20.

Most recent major review
was implemented in
2012-13

No major changes to
the methodology were
implemented in 2019-20.

Most recent major
review was completed in
June 2013.

No major changes to
the methodology were
implemented in 2019-20.

Most recent major review
commenced in 2021 and is
ongoing.

No major changes to
the methodology were
implemented in 2019-20.

Most recent major review
was conducted in
2012-13.

No major changes to
the methodology were
implemented in 2019-20.

Source: Submissions provided by jurisdictions to the Department of Infrastructure, Transport,
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Under section 16 of the Local Government (Financial Assistance) Act 1995 (Cth) (the Act),
an annual report must be presented 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. Below is a summary of the information provided
by each jurisdiction in relation to the reporting requirements of the Act. The information
provided by each jurisdiction is in Appendix B.

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 2019-20. 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 and Strategy
Plans (10 years+).

In 2019-20, 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, following the introduction of the Fair Go Rates System (FGRS) from 1 July 2016,
an annual cap is applied to rate rises by councils. For 2019-20 a cap of 2.5 per cent was
applied compared to 2.25 per cent for 2018-19.

The Finance and Accounting Support Team (FAST) program, which concluded on 30 June 2020,
aimed to build capability within councils and supported development of plans, processes,
documents and projects that support effective and sustainable management. An independent
program evaluation was conducted in early 2020 and included findings and recommendations
for future programs.
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The Rural Council Transformation Program, launched in August 2018, provided a $20 million
fund to encourage transformation across rural and regional Victoria. The magnitude

and complexity of these reform initiatives will require implementation over a number of
financial years.

The Local Government Act 2020 introduced legislative requirements for all Victorian councils
to develop and adopt a 10-year Financial Plan and a 10-year Asset Plan. Both plans

must be subject to community engagement including deliberative engagement practices.

An extensive program of co-design is intended to support councils in the development of
their strategic financial and asset management plans.

In Queensland, all local governments are required to have long-term financial forecasts

and to prepare and adopt long-term asset management plans. 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 councils, LGAQ
and other agencies, such as the Queensland Audit Office (QAO), continue to advocate for
financial and other resources to be made available to assist constrained councils to tighten
and upgrade controls in the areas of finance, risk, IT security, procurement and governance —
and to develop even more robust asset management and financial forecasting plans.

In Western Australia, all local governments are required to have an adopted Strategic
Community Plan and a Corporate Business Plan. These are supported and informed by
resourcing and delivery strategies, including an Asset Management Plan, a Long-Term
Financial Plan and a Workforce Plan, which may be adopted as part of the Integrated
Planning and Reporting (IPR) Framework and the Advisory Standard established by the
State Government. The Department of Local Government, Sport and Cultural Industries
(DLGSC) continues to monitor that Strategic Community Plans and Corporate Business Plans
are being reviewed within prescribed, required timeframes.

The Western Australian Local Government Association (WALGA) produce the Local
Government Road Assets and Expenditure Report with assistance from the WA Local
Government Grants Commission. The expenditure statistics in the report provide
comparisons that furnish insights into the adequacy of funding and the difference between
road preservation needs and current expenditure on road preservation. In addition,
WALGA also released a template Financial Hardship Policy and prepared a template
Financial Hardship Policy Implementation Guide.

In South Australia, each one of the state’s 68 local governments is required — by section
122 of the Local Government Act 1999 (SA) — to develop and adopt a long-term financial
plan and an infrastructure and asset management plan, each covering a period of at least
10 years.

The Local Government Association of SA (LGASA) continued to provide advice and
assistance to the sector in 2019-20 through resources that were developed and distributed
during its previous Financial Sustainability Program (FSP) (2005-2017). In addition, during
2019-20, a number of small regional councils received a subsidy to enable the attendance
of council members and staff at relevant training courses which would improve their core
financial and asset management skills.
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In Tasmania, the Local Government Division in the Department of the Premier and Cabinet
continues to monitor statutory compliance with the requirement set out under sections 70

(long-term financial management plans) and 70B (long-term strategic asset management
plans) of the Local Government Act 1993.

In the Northern Territory, four Regional Roads Committees (RRCs) were established

across the Territory facilitated by the then Department of Local Government, Housing

and Community Development and include the Department of Infrastructure, Planning and
Logistics, regional councils, municipal councils and the Local Government Association of the
Northern Territory (LGANT).

In 2019-20, the RRCs worked to help local and Northern Territory governments better meet
local road and access needs by coordinating information and resources. These committees
have shared technical expertise and started joint planning of road network repairs and road
safety initiatives. A priority for all committees is the spatial mapping of roads and improving
road planning and management between the Northern Territory Government and local
governments, which enhances collaboration and sharing of resources.

In 2019-20, the Australian Capital Territory Government’s Infrastructure Planning and
Advisory Committee (IPAC) continued to work on a coordinated long-term strategy for
Canberra’s infrastructure for government consideration.

In 2019-20, work has been undertaken to migrate to a new Asset Management Information
System. The new system will be implemented to improve consistency and approach to asset
management in order to provide a feedback loop to the public.

The Australian Local Government Association (ALGA) reported that, over the past decade, all
state and territory governments have implemented programs and policies to assist councils to

focus on long-term financial and asset management practices. This is in line with agreements

made by the Local Government and Planning Ministers Council in the mid-2000s.

In 2019-20, councils face considerable difficulties in maintaining and renewing their assets
at the same time as providing the other services that are expected by local and regional
communities and other levels of governments.

During 2019-20, ALGA commissioned the Institute of Public Works Engineering Australasia
(IPWEA) to undertake an update of the 2018 National State of the Assets Report which
includes a survey of all local governments. This updated report will be released in 2020-21.

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 2019-20 to develop and implement
comparative local government performance indicators. A summary of these reports for each
jurisdiction follows.
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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 September 2019, the NSW Government launched the Your Council website which draws
on data already collected by the Office of Local Government (OLG), from NSW councils and
other agencies and presents it in an easy-to-understand and user-friendly way. It will be
updated annually as new data becomes available. The website provides comprehensive
statistics on the operations of NSW councils and the data for each council is also
benchmarked against the average for like councils so ratepayers can compare how their
council is performing.

In Victoria, the Know Your Council website (www.knowyourcouncil.vic.gov.au), supported

by the state’s Local Government Performance Reporting Framework (LGPRF), requires all
Victorian councils to annually collect and report their data against 59 performance indicators.
On 2 December 2019, the 2018-19 data was released publicly with 6,300 users visiting the
site in the first 72 hours. As well as comparing councils, 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 2019-20.
This report assists local governments to develop effective ways to deliver their services by
providing a tool to monitor trends over time and benchmark services’ performance both
internally and with other councils.

Comparative data for Queensland councils provided by the Local Government Association
of Queensland (LGAQ) through its Ready.Set.Go and MyCouncilStory initiatives was
augmented by the release of an online comparative performance service created by the
Queensland Audit Office (QAO), which provides community access to three years of financial
performance data for Queensland councils.

The Association has made a further significant investment in advancing local government
procurement through its Nex Gen Procurement Ecosystem (Nex Gen). Uptake of Nex Gen has
been rapid and ahead of expectations. The service brings together a procurement portal;
procurement platform; data analytics; and blockchain.

In Western Australia, the MyCouncil comparative website provides a place to find out

how local governments are raising, spending and managing municipal funds. The website
continues to provide data on local government finances and demographics drawn principally
from local government audited financial statements and the Australian Bureau of Statistics,
with the data being updated annually. 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).

The Western Australian Local Government Association (WALGA) reported that a
project commenced that will ultimately result in a condition survey of all roads of regional
significance being completed using a consistent or comparable methodology.

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. These reports are publicly available at
https://www.dit.sa.gov.au/local-government/grants-commission/publications on the
Commission’s website.



http://www.knowyourcouncil.vic.gov.au
https://www.dit.sa.gov.au/local-government/grants-commission/publications
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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 detailed explanatory information, about each financial indicator, and
trend data, covering individual councils for 2019-20, in the Financial Indicators Dashboard.

Each year in Tasmania, the Auditor-General undertakes a financial analysis of Tasmanian
local government sector entities. The Auditor-General tracks and compares Tasmanian
councils’ financial sustainability using five key metrics or ratios.

The Local Government Division’s Consolidated Data Collection (CDC) continues to be refined

and updated each year. This enables data snapshots to be created and published on the

Local Government Division website and initial investigation work has been undertaken on

the development of a public facing performance dashboard. It is anticipated that in due course the
public facing performance dashboard will supersede the publishing of these snapshots in future.

Prior to 2019-20, the Local Government Association of the Northern Territory (LGANT)
circulated endorsed, sector-wide model financial statements to all councils in the Northern
Territory to assist with preparing their annual financial statements. Most councils in the
Northern Territory used this template as the basis for reporting their 2019-20 annual
financial statements.

The Australian Capital Territory (ACT) 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 purpose of this report is to provide information on the equity, efficiency and
effectiveness of Government Services in Australia. The Report outlines ACT performance
relative to other state and territory jurisdictions on key Government Services.

The Australian Local Government Association (ALGA) reported that 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 with
different methodologies. 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
states and territories.

ALGA supports the availability of accurate, timely and consistent data to enable evidence-
based research, planning, and outcomes. This approach has also been confirmed in many
Parliamentary research reports in recent years.

Efficiency and effectiveness reforms

As part of their reports, jurisdictions were asked to provide information on 2019-20 reforms to
improve the efficiency and effectiveness of local government service delivery. A summary for
each jurisdiction follows.

In 2019-20, New South Wales implemented reforms to strengthen and support the local
government sector, particularly in responding to the challenges of the COVID-19 pandemic.
The NSW Government also progressed a range of longer-term reforms including:

e starting a review and reform of impounding laws in NSW

e progressing the Government’s response to the Independent Pricing And Regulatory
Tribunal’s (IPART's) review of the local government rating system
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e introducing reforms to modernise and improve local government elections

e commencing consultation on a new, mandatory, risk management and internal audit
framework for NSW councils

e developing comprehensive guidelines to help councils comply with the new regulatory
requirement to webcast council meetings

e commencing consultation on payments to councillors for superannuation.

In Victoria, the Local Government Act 2020 received royal assent on 24 March 2020.

The new Act is the most ambitious reform to the local government sector in over 30 years.
It will improve local government democracy, accountability and service delivery for all
Victorians and is intended to create a legislative environment that embraces innovation,
modern business practices and microeconomic reform.

The Local Government Act 2020 is being proclaimed in four stages between April 2020
and July 2021.

In June 2020, Queensland’s Legislative Assembly passed the Electoral and Other Legislation
(Accountability, Integrity and Other Matters) Amendment Act 2020, which contained
measures to improve the integrity, transparency, diversity and consistency of local
governments in Queensland.

During 2019-20, a number of provisions in the Local Government Legislation Amendment
Act 2019 in Western Australia took effect, including mandatory training for elected
members and candidates, a new framework for the receipt and disclosure of gifts, and
greater transparency with a wide range of information being required to be published on
local government websites.

On 21 April 2020, the Local Government Amendment (COVID-19 Response) Act 2020
received royal assent. It allows local governments to suspend a local law to temporarily
remove local restrictions where such action may be beneficial to the district during the
state of emergency.

The Western Australian Local Government Association (WALGA) reported that in 2019-20
its RoadWise Program commenced development of a project to demonstrate the ways

local government can apply safe system principles to proactively manage road safety
performance. In addition, Courtesy Speed Display Signs (CSDS) were made available to
local governments to install in targeted areas to promote safer local streets, and together
with Main Roads WA, WALGA developed a framework that sets out a procedure for the
performance, reporting and monitoring of inspections of all bridges.

During a state of emergency, WA made Tender regulations amendable in particular
circumstances and allowed council meetings to be held electronically. In addition,
Long Service Leave Regulations were made more flexible during a state of emergency.

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 2020, the Scheme had approved over 750 projects, with approximately
$31 million in approved funding.

The Statutes Amendment (Local Government Review) Bill 2020 (the Bill) was introduced
into Parliament on 17 June 2020. The Bill represents the most significant changes to the
local government system since the Local Government Act was passed in 1999. The Local
Government Association of South Australia (LGASA) will continue consulting with member
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councils and working with the Government and Parliament in 2020-21 to ensure that any
legislative reforms drive downward pressure on rates and support councils to deliver even
better value for communities.

The South Australian Productivity Commission’s (SAPC's) Final Report on its Inquiry into

Local Government Costs and Efficiency was provided to the Premier on 22 November 2019.
The State Government published its response to the SAPC's Final Report on 20 February 2020.
The Commission’s Final Report found that ‘compared with each other, most councils achieved
high levels of relative efficiency’. The report made a number of recommendations and the
LGASA is continuing to work with the Government and member councils to respond to these
recommendations and implement best practice reforms that are supported by members.

In Tasmania, following an agreement at the Premier’s Local Government Council, the Local
Government Association of Tasmania (LGAT) undertook a body of work which culminated
in the release on 21 May 2019 of the 21st Century Councils — Structural Reform Discussion
Paper. This work, and that which followed it, have already proven useful for LGAT’s
engagement with the Premier’s Economic and Social Recovery Advisory Council (PESRAC)
and provide important context for any future reform discussions with the State Government.
Phase 2 of the Review of Tasmania’s Local Government Legislative Framework commenced
with the release of a Reform Directions Paper in July 2019. Phase 3 commenced with the
Government announcing 48 reforms to Tasmania’s local government legislative framework.

The COVID-19 pandemic emergency impacted drafting and consultation timeframes.
However, the delay provided an opportunity to reflect on the pandemic response experience
to support the local government sector during the COVID-19 pandemic.

On 30 April 2020, the Premier established PESRAC to provide advice to the Tasmanian
Government on how to best support Tasmania’s short, medium and long-term recovery for
COVID-19.

In response to the COVID-19 pandemic, the Northern Territory Government introduced a
range of initiatives to support local government councils to ensure they continue to deliver
essential council services whilst operating under restrictions imposed by National Cabinet.
A major focus of the Department this financial year was the development of the new
Local Government Act 2019 (which was passed on 28 November 2019) and new Local
Government Regulations to replace the Local Government Act 2008 and current Local
Government Regulations.

The legislation aims to streamline and modernise local government rules and processes and
to improve local decision making.

Legislative reforms were due to commence on 1 July 2020 but due to the COVID-19
pandemic, the rollout was postponed to 1 July 2021.

In 2019-20, the Local Government Association of the Northern Territory (LGANT) has:

e represented local government interests on the COVID-19 Regional and Remote
Taskforce (the Taskforce) which met weekly since early March 2020

e worked collaboratively with local government and the NT Government to secure financial
support measures of $13.1 million during the pandemic

e conducted a Waste Management Forum in Darwin on 3 December 2019 which
included participants from 10 councils who actively shared outcomes and lessons in the
development of waste and litter management plans, waste emergency procedures and
operational procedures
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e facilitated a Procurement Symposium that included the participation of 33 individuals
from 10 local government councils.

In 2019-20, the Australian Capital Territory (ACT) Government implemented a number
of reforms to improve the efficiency and effectiveness of service delivery which included

a variety of responses to the COVID-19 public health emergency and 2019-20 bushfires;
extension of the Energy Efficiency Improvement Scheme to 2030; work to reduce carbon
emissions by eight per cent in line with the ACT Government’s Carbon Neutral Government
program; commitment of an additional $8.9 million over two years for general property and
energy efficiency upgrades for public housing properties; and launched the Community
Referred Respite Assistance Program.

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

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).

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. During 2019-20, these deals were being implemented.
The City and Regional Deal model provides greater coordination, certainty and efficiency of
infrastructure provision.



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 responsible for local
government (the Federal Minister) 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.

Each year jurisdictions are asked to report on initiatives undertaken to promote the delivery
of local government services to Aboriginal and Torres Strait Islander communities. Below

is a summary of the information provided by each jurisdiction in relation to the reporting
requirements of the Act. The information provided by each jurisdiction is in Appendix B.

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.

In 2017, the Australian Government began working on the Closing the Gap Refresh,

which comprised a new framework and targets for the next ten years. This future facing
agreement, like its predecessor, has been a collaboration between the Commonwealth, state
and territory governments, Aboriginal and Torres Strait Islander people, and the Australian
Local Government Association, which partnered closely with representatives of the Coalition
of Aboriginal and Torres Strait Islander Peak Organisations. The Closing the Gap Report for
2020 both acknowledges the future framework and reports progress against the original
targets set in 2008.

Broadly, local governments have reported some progress against the 2008 Closing the Gap
targets, acknowledging that for every key area that has seen an improvement, another key
area remains a concern. In summary:

e Not on track: The target to close the gap in life expectancy by 2031 is not on track.

¢ Not strong enough: The target to halve the gap in child mortality rates by 2018 has seen
progress in maternal and child health, although improvements in mortality rates have not
been strong enough to meet the target.
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e More progress needed: The target to halve the gap for Indigenous children in reading,
writing and numeracy within a decade (that is, by 2018) has driven improvements in
these foundational skills, but more progress is required.

e No improvement in school attendance rates to close the gap between Indigenous and
non-Indigenous school attendance within five years (that is, by 2018).

e No improvement in the national Indigenous employment rate which has remained stable
against the target to halve the gap in employment outcomes between Indigenous and
non-Indigenous Australians within a decade (that is, by 2018).

e Target on track: The target to have 95 per cent of Indigenous 4-year-olds enrolled in
early childhood education by 2025 is on track.

e Target on track: The target to halve the gap for Indigenous Australians aged 20 to 24
in Year 12 attainment or equivalent by 2020 is on track.

The information above reflects the state of affairs to the end of the 2020 calendar year. It
builds on information published in Local Government National Reports for financial years
prior to 2019-20 by adding information sourced from the published Closing the Gap Report
for 2020. A copy of the latter report, and further information on the current agreement and
targets, can be found at www.closingthegap.gov.au.

State, territory and local government initiatives

Jurisdictions and local government associations provided an outline of key activities
undertaken by them to improve the provision of local government services to Indigenous
peoples in 2019-20.

In New South Wales, 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, the Integrated Planning and Reporting (IP&R) framework 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 have been developed
and launched. The 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 (the Action Plan)
provides a framework to assist councils to engage and partner with Aboriginal communities
and organisations and is a toolkit listing resources and best practice case studies.

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.

Mifsud Consulting together with Bastion Communications were engaged to undertake

a review and development of the five-year Victorian Aboriginal and Local Government
Strategy. Extensive and wide-ranging consultation forums informed the development of the
draft Victorian Aboriginal and Local Government Strategy. Further work in finalising the draft
Strategy is planned for 2020-21 to ensure the Strategy incorporates contemporary State
Government and Aboriginal policies and frameworks.


http://www.closingthegap.gov.au
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The Queensland Government continued to provide funding to Indigenous councils to support
the provision of local government services to their communities. In 2019-20, $35.410 million
was the funding available 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
over four years.

Project work commenced in July 2019 on the Queensland Government’'s 2019-2021 Works
for Queensland Program. The $200 million 2019-21 program was allocated to 65 councils
with $26.590 million being allocated to Queensland’s 16 Indigenous councils.

Other funding provided by the Queensland Government to Indigenous councils in 2019-20
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 total funding 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.

Twelve priority infrastructure projects totalling $10.5 million were approved for nine Indigenous
council areas under the 2019-2021 Local Government Grants and Subsidies program.

The Local Government Association of Queensland (LGAQ) has advised that the Queensland
Audit Office (QAO) provides a report annually on the financial wellbeing of councils. Each
year the QAO reports that the majority of Aboriginal and Torres Strait Islander councils in
Queensland are at a high risk of being financially unsustainable. These councils have no

rate base and are heavily reliant on government grants to underpin basic service delivery to
their communities.

In Western Australia, a Partnership Agreement was signed in April 2019, outlining how
Aboriginal representatives would work in partnership with governments to design a new
Closing the Gap framework.

In March 2020, the Western Australian Multicultural Policy Framework (WAMPF) was
launched. The outcomes-focused framework sets out practical and measurable ways public
sector agencies can ensure their operations and services are inclusive and accessible for
everyone, no matter what their first language or cultural heritage may be.

In September 2019, Gnarla Boodja Mili Mili (Our Country on Paper) was launched. This is an
online, interactive map that comprehensively documents traditional Aboriginal place names
in central Perth to record and preserve traditional knowledge.

In 2019-20, the Western Australia Local Government Association (WALGA) hosted
the Building Positive Partnerships with Aboriginal Communities Forum to assist local
governments to develop strong, ongoing relationships with local Aboriginal communities that
recognise shared cultural heritage, build community capacity and celebrate success.
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WALGA facilitates the WA Local Government Reconciliation Network which brings together
WA local government officers working in reconciliation and Aboriginal projects and whose
purpose is to share peer-to-peer advice and learnings, offer support and encouragement,
explore opportunities for partnership and collaboration between local governments, and
coordinate meetings and events.

WALGA also hosted a webinar to highlight how the use of Aboriginal language and place
names assists with promoting broader community awareness of Aboriginal history and
culture, and to look at the significant role local government can play in this area.

In addition, in partnership with the Department of Planning, Lands and Heritage, WALGA
hosted a webinar on the new Aboriginal heritage legislation for Western Australia in
March 2020. The webinar provided an opportunity to update local governments on the
new legislation and seek feedback on support requirements to assist with compliance.

In South Australia during 2019-20, the LGASA worked with Reconciliation SA to deliver a
Local Truth Telling Workshop for Elected Members and council staff.

The Municipal Services program for Aboriginal lands is now administered by the Office of
Local Government, SA Attorney-General’'s Department. Over 2019-20, $2.9 million (ex GST)
was provided to deliver municipal services.

Of the 17 service providers funded, 4 are local councils or a similar body, including:

e Berri Barmera Council for services to the Gerard Aboriginal community

e the District Council of Yorke Peninsula for services to the Point Pearce Aboriginal
community

e the District Council of Coober Pedy for services to the Umoona Aboriginal community

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

During 2019-20, councils in Tasmania continued to undertake a range of activities to support
local Aboriginal communities, including through reduced rents on the use of premises.

The Northern Territory Government reported that in 2019-20 the Minister for Local
Government, Housing and Community Development approved the establishment of a new
local authority for Robinson River. The primary role of local authorities is to offer community
members living in regional and remote communities a stronger local voice and input on
service delivery outcomes for their respective communities.

Grant funding of $5.472 million was allocated across the nine regional councils, to assist
with funding priority projects as identified by their respective local authorities, with a

further $7.9 million under the Indigenous Jobs Development Fund 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 councils.

Department officers in the Community Development Team worked with all regional councils
to support effective regulation and governance, and the development of targeted plans
within each region for governance capability development ahead of the commencement of
the new Local Government Act 2019.

The Local Government Association of the Northern Territory (LGANT) reported that most
Aboriginal communities are located within Regional Council (RC) areas. In addition to

the services offered by all local governments to communities in the NT, Regional Councils
provide a range of additional community services and programs to remote communities.
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This is enabled either through contractual arrangements with NT and Commonwealth
agencies for service provision or community program funding obtained through
Commonwealth and NT funding programs.

Grant monies from Commonwealth and NT Government funding programs enable RCs to
offer remote communities a range of local community programming. The regional and shire
councils are the largest employer of Aboriginal people in regional and remote areas with
60 to 80 per cent of the workforce made up of Aboriginal people. These councils receive in
excess of 90 per cent of their revenues from government grants.

In the Australian Capital Territory, the final report of the Our Booris, Our Way Review was
presented to the Minister for Children, Youth and Families, Ms Rachel Stephen-Smith at the
ACT Legislative Assembly on 17 December 2019, marking the end of the first phase of that
Review. Minister Stephen-Smith approved an interim Implementation Oversight Committee
that monitored the progress of recommendations. The Government agreed to an initial 15
interim recommendations. These were immediate opportunities for learning and change,
and these have been accepted or agreed in principle and are either being implemented or
comprehensively considered in line with other related reforms or initiatives.

The Office for Aboriginal and Torres Strait Islander Affairs (OATSIA) worked closely with
Gugan Gulwan Youth Aboriginal Corporation in 2019-20 to identify suitable accommodation
options, through a feasibility study, to meet its ongoing needs to deliver the range of services
for Aboriginal and Torres Strait Islander young people and families. The final feasibility report
was provided to the Government and the Gugan Gulwan Board.

In 2019-20, a number of initiatives were undertaken by the ACT Government to progress
its commitment to support, partner and resource the Aboriginal and Torres Strait Islander
community to improve responses to domestic and family violence in the community.
These included:

e the creation of an Aboriginal Project Officer in the Office of the Coordinator-General for
Family Safety

e the tabling in the ACT Legislative Assembly of a Ministerial Statement of Commitment to
address issues in the We Don’t Shoot Our Wounded and Share What You Know reports

e the commencement of start-up resourcing for the Aboriginal and Torres Strait Islander
Reference Group of the Domestic Violence Prevention Council to assist with their
community consultation, and prioritisation and design of immediate actions to address
issues in the We Don’t Shoot Our Wounded and Share What You Know reports.

The Australian Local Government Association (ALGA) reported that while local
governments have general responsibilities for the provision of local services and
infrastructure to all Australians including Aboriginal and Torres Strait Islanders?, generally
the Commonwealth and states and territories have the primary responsibility for the
provision (and funding) of government services and infrastructure to Indigenous people and
Indigenous communities, particularly remote Indigenous communities.

A National Partnership Agreement on Remote Indigenous Housing with the NT Government
committed $110 million each year for four years from 2018-19. However, ALGA remains
concerned that the continuation of this Agreement is not assured across all jurisdictions and
has called for this critical partnership agreement to be renewed with adequate funding and
long-term certainty.

1 Broadly by definition, councils have a responsibility for the provision of local government services and infrastructure
in Indigenous communities, but this is limited to the extent that they are empowered and resourced by state and
territory governments.
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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 (the Federal Minister) 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 the 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

B. 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
Federal Minister, in formulating the National Principles, to have regard to the need

to ensure that general purpose 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. These submissions remain unchanged save for the standardisation
of headings and minor edits to achieve consistency.

The Act requires that the relevant State or 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 Financial Assistance
Grants for 2019-20

The New South Wales Local Government Grants Commission’s (the Commission) distribution
methodology of the financial assistance (FA) grants has been under review since 2013.

As a result, in 2018-19 the Commission 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 grant are
distributed on the basis of principles developed in consultation with local government and
are consistent with the National Principles of the Local Government (Financial Assistance)
Act 1995 (Cth).

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 is the second year of a transition period to the revised model. The transition has
been entered into to smooth the impact of changing grant outcomes. The current transition
approach is to apply a 5 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 six 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:
No. 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 and 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 operational
costs, using selected items from the Net Cost of Services data reported by councils,
averaged over five years.

e 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 of special submissions.
Following the review, there have been no individual cases of discretionary disabilities except
for councils eligible for the relative disability allowance. However, the Commission does
research issues raised by councils and tests the data, for example, the Socio-Economic Index
For Areas (Australian Bureau of Statistics), before making a determination.
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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

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 who 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. As part of
the Commission’s review, property values were tested and found to have a strong statistical
relationship as a proxy for revenue-raising capacity. 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 average value and multiplies the result by a state average 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 Neutrality Principle).
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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
principles provide that ‘revenue allowances may be discounted to achieve equilibrium with
the expenditure allowances’ (see the section headed ‘Principles’ 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 it 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 that 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 grant 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.
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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 Neutrality Principle). Similarly,
losses are not considered either. Further, the review of the model found no significant
statistical relationship between charges and fees and costs to councils.

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.

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 former NSW Premier, the Hon. Mike Baird MP, and the former
Minister for Local Government, the Hon. 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 former New South Wales roads authority. The formula uses councils’ proportions

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.
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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

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-

(Ncx 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
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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

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.
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Principles

General purpose (equalisation) component

These principles, consistent with the National Principles of the Local Government
(Financial Assistance) Act 1995 (Cth), are 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 Local Government (Financial Assistance)
Act 1995 (Cth) — 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.

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.

6. 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, to 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 ared’
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.
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4. Local road grant in urban areas
Funds will be allocated as follows:

a. 5 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 as follows:

a. 7 per cent distributed to individual councils on the basis of bridge length
b. 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.

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 2019-20
from that used in 2018-19

The NSW methodology for distributing funding in 2019-20 has not essentially changed
from that used in 2018-19. However, the model is in transition following the introduction of
revisions and improvements to the current methodology in 2018-19.

The New South Wales Local Government Grants Commission (the Commission) remains
committed to delivering improved, fairer grant outcomes for more relatively disadvantaged,
smaller rural communities. This strategy has been in place since 2013-14. 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,
visiting councils. In addition, the Commission has remained concerned about the ongoing
impact of the National Principle providing 30 per cent per capita minimum grant for the
general purpose component. 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.
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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. Progressing out of the transition
has been caught up in unforeseen external factors, predominantly the downturn of the
global economy and the flow on effects on the overall level of Financial Assistance Grants,
and more recent impacts of the COVID-19 pandemic. However, the Commission remains
committed to resuming previous limits on movements to the general purpose component

to individual councils, which includes releasing the lower limit to -5 per cent on the previous
year’s grant.

In January 2016, the Office of Local Government (OLG) engaged an independent consultant
(the 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, streamline and modernise 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 were 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

e s consistent with NSW Government Financial Assistance Grants allocation policy

e isrobust, statistically verifiable and auditable

e uses best practice financial modelling principles

e istransparent and publishable.

In 2018-19, 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 introduced for councils with the greatest relative disadvantage.
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Figure 8  Overview of New South Wales Funding Allocation Model

Financial Assistance Grants

Revised Added

Relative
Disability
Allowance

Expenditure
Allowance

Until then, 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 2016-17, 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.
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Table 16 Former Disability Factor Matr

64

Expenditure Function
(Or Categories)

Administration

Aged Persons’ Services

Cemeteries

Children's Services

Community Services

Fire Control and Emergency

Services

Services

& Flood Control

Control

Isolation allowance

Sealed

Unsealed

Sealed

Unsealed

1

2 | Aerodromes

3
4 | Animal Control

5
6
7

9

10 | Health and safety

11 | Libraries

12 | Planning and Building

13 | Recreation

14 | Stormwater Drainage

15 | Street and Gutter cleaning

16 | Street Lighting

17 | Noxious Plants and Pest

18

19 | Pensioner Rebate allowance

20 | Local Roads — Urban

21 | Local Roads — Non-Urban

22 | Local Roads — Non-Urban

23 | Local Bridges — Urban

24 | Local Bridges — Non-Urban

25 | Local Bridges — Non-Urban

l Disability Measures of Materiality ]

l Disability Measures Tested by EY l

Current Disability Measures
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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 applied to the allowance formula (not what individual councils actually spend).

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,
Recreation Education footpaths safety,
and  Admin and and and healthand  Housing
Cost adjustors 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, topography 0.5991
and drainage index
Aboriginal and Torres 0.1201
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 was introduced in 2018-19 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 available) has again 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. One and a half million dollars is applied
using the isolation allowance formula, and the remaining $3.5 million is divided (based on
the number of eligible councils) into $2.688 million for unsealed local roads and $812,000
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 diluted in the scaling and adjusting processes.
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Finally, the capping on upper and lower limits to changes for the year-on-year general
purpose component has been adjusted during the transition to the revised model.

This helps smooth changes to grant outcomes and 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 to +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 5 per cent. As the relative disability allowance is applied
after scaling and adjustments, some councils eligible for the allowance received higher than
the 5 per cent increase limit. The only other councils receiving more than 4 per cent were
minimum grant councils with high population increases including The Council of the City of
Sydney, with a percentage increase of 5.4 per cent.

Developments in relation to the use of long-term financial and asset
management plans for 2019-20

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 Government continues to provide oversight and support for councils developing and
implementing Long-term Financial and Asset Management Plans to improve their financial
sustainability. The Office of Local Government updated its IP&R guidance material for release
early in the 2021-22 year.

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.

The Auditor-General’'s Report on Local Government 2020 noted that the increase in councils
undertaking early close procedures, allowing issues and risks to be addressed early in

the financial audit process. This included completing infrastructure, property, plant and
equipment valuations and performing fair valuation assessments before 30 June.

The Office of Local Government is continuing to work with and support councils to improve
their financial performance, reporting and systems to ensure they are best placed to be able
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 a council’s operations.

Actions to develop and implement comparative performance
measures for 2019-20

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

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.
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Throughout 2019-20, the Office of Local Government 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.

In September 2019, the NSW Government launched the Your Council website which draws
on data already collected by the Office of Local Government (OLG) from NSW councils and
other agencies and presents it in an easy-to-understand and user-friendly way. It will be
updated annually as new data becomes available.

The Your Council website provides comprehensive statistics on the operations of NSW
councils and the data for each council is also benchmarked against the average for like
councils so ratepayers can compare how their council is performing.

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 ways to improve the accessibility of the usefulness
of this information.

Reforms undertaken during 2019-20

In these reporting periods, 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.

In 2019-20, the OLG implemented reforms to strengthen and support the local government
sector, particularly in responding to the challenges of the COVID-19 pandemic. The NSW
Government also progressed longer-term reforms by:

e starting a review and reform of impounding laws in NSW

e progressing the Government’s response to the Independent Pricing and Regulatory
Tribunal’s (IPART's) review of the local government rating system

e introducing reforms to modernise and improve local government elections

e commencing consultation on a new, mandatory, risk management and internal audit
framework for NSW councils

e developing comprehensive guidelines to help councils comply with the new regulatory
requirement to webcast council meetings

e commencing consultation on payments to councillors for superannuation.

Initiatives undertaken and services provided by local government to
Aboriginal and Torres Strait Islander communities for 2019-20

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.
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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 initiative of the Office of Local Government, NSW Aboriginal Land
Council, Aboriginal Affairs NSW, the 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: 2019-20 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
(Cth) (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 grant funding 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 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 $8.510 billion.
Under the Commission’s methodology, the gross standardised expenditure in the allocation
model for 2019-20 therefore also equals $8.510 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 and

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 below.
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Table 18 Victoria’s major cost drivers and average expenditures

Average expenditure

Expenditure function Major cost driver per unit ($)
Governance Modified population 64.10
Family and community services Population 137.63
Aged and disabled services Population >60 plus disability pensioners 351.04
plus Carer Allowance recipients
Recreation and culture Modified population 299.02
Waste management Number of dwellings 354.33
Traffic and street management Modified population 134.04
Environment Modified population 67.57
Business and economic services Modified population 165.77

For five expenditure functions, a modified 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 50 per cent of above average rates of vacant dwellings 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 50 per cent of above average rates of vacant dwellings
on census night. Councils with a population of less than 15,000 are deemed to have a
population of 15,000.

e For the Recreation and Culture, and Traffic and Street Management, functions, actual
populations are adjusted upwards to reflect 50 per cent of above average rates of vacant
dwellings on census night.

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 2019-20 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; 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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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 below.

Table 19 Victoria’s average grant revenue

Average grants

Expenditure function Major cost driver per unit ($)
Governance Modified population 4.46
Family and community services Population 37.40
Aged and disabled services Population > 60 plus disability pensioners 175.58
plus Carer Allowance recipients
Recreation and culture Modified population 6.49
Waste management Number of dwellings 0.81
Traffic and street management Modified population 2.80
Environment Modified population 0.78
Business and economic services Modified population 0.70

Net standardised expenditure (for each function)

Diagrammatically, the calculation of net standardised expenditure for each expenditure
function is as follows.

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

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 in the section on cost modifiers further
below, this incorporates a number of cost modifiers (similar to cost adjustors) to take account
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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 below.

Table 20  Victorian property classes — average rates

Total average Total rate revenue
Category valuations ($ billion) ($ billion) Average rate
Residential 1,360.000 4.088 0.00306
Commercial/industrial/other 248.235 0.931 0.00375
Farm 77.695 0.288 0.00371

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 2017-18) 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 16.80 Nil

Family and community services Population 11.01 Socio-economic
Aged and disabled services Population > 60 plus 37.48 Household income

disability pensioners
plus Carer Allowance

recipients

Recreation and culture Population 22.75 Nil

Waste management Number of dwellings 29.82 Nil

Traffic and street management Population 9.75 Valuations (per cent
commercial)

Environment Population 1.11 Nil

Business and economic services Population 38.55 Tourism and value of
development

Local roads and bridges Population 2.03 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 grant movements

The Commission has applied the following constraints to movements in general purpose
grants for 2019-20:

e no limit on increases in grant outcomes

e no council will receive a general purpose grant decrease of more than 5.0 per cent.

Methodology changes
For 2019-20, the Commission decided to

e change the way part-time residents (non-residents) are calculated for each municipality
and broaden the recognition given to the impact of part-time residents on councils’
relative expenditure needs through a change to the major cost driver used for the
Recreation and Culture, and Traffic and Street Management functions

e provide greater recognition to the cost impact of relatively highly dispersed populations
in service delivery through an increase in the weighting applied to the population
dispersion cost adjustor from 10 per cent to 20 per cent for the Family and Community
Services expenditure function, offset by a reduction in the weighting of the population
under-six-years cost adjustor for that function

e increase the minimum population (to 15,000) for those councils with a population of less
than 7,500 for the Environment, and Business and Economic Services, functions.
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Minimum grant

The available general purpose grants funding for Victorian councils represents, on average,
$70.52 per head of population (using ABS population estimates as at 30 June 2018).

The minimum grant national distribution principle requires that no council may receive a
general purpose grant that is less than 30 per cent of the per capita average (or $21.15

for 2019-20).

Without the application of this principle, general purpose grants for 2019-20 for 16 councils
— Banyule, Bayside, Boroondara, Darebin, Glen Eira, Hobsons Bay, Kingston, Manningham,
Melbourne, Monash, Moonee Valley, Mornington Peninsula, Port Phillip, Stonnington,
Whitehorse and Yarra, would have been below the $21.15 per capita level.

Estimated allocations 2019-20

A summary of the changes in estimated general purpose grant allocations from 2018-19 to
2019-20 is shown below.

Table 22 Victorian changes in estimated general purpose grant allocations
from 2018-19 to 2019-20

Change in general purpose grant Number of councils
Increases of more than 10 per cent 1
Increases up to 10 per cent 71
No change 0
Decrease of <—5.0 per cent 6
Decrease of —5.0 per cent (lower limit) 1
Total 79

Natural disaster assistance

The Commission provides funds, from the general purpose grants funding, to councils which
have incurred expenditure resulting from natural disasters. Grants of up to $35,000 per
council per eligible event are provided to assist with repairs and restoration work.

Twenty-three grants to 18 councils were allocated for 2019-20, totalling $761,618.
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Natural disaster assistance grants provided from the 2019-20 allocation are as follows.

Table 23 Victorian natural disaster assistance grants

Natural disaster assistance

for 2019-20 Type of disaster No. of grants Amount ($)
Alpine (S) Storms 1 $31,228
Ararat (RC) Storms and Floods 1 $35,000
Ballarat (C) Floods and Storms 1 $28,117
Benalla (RC) Storms 1 $35,000
Corangamite (S) Storms and Floods 1 of each $70,000
Storms and Bushfire
Greater Bendigo (C) Storms and Floods 1 $35,000
Greater Geelong (C) Storms 1 $35,000
Hindmarsh (S) Storms and Floods 1 $33,507
Macedon Ranges (S) Storms and Floods 2 $62,237
Mildura (RC) Storms and Floods 2 $70,000
Moyne (S) Storm and Bushfire 1 $35,000
Nillumbik (S) Storms and Floods 2 $46,529
Northern Grampians (S) Storms and Floods 1 $35,000
Southern Grampians (S) Storms and Floods 1 $35,000
Surf Coast (S) Storms and Floods 1 $35,000
Wangaratta (RC) Storms and Floods 1 $35,000
West Wimmera (S) Storms and Floods 1 $35,000
Yarra Ranges (S) Storms and Floods 2 $70,000
Total 23 $761,618
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Methodology for local roads grants

The Commission’s formula for allocating local roads grants is based on each council’s road
length (for all surface types) and traffic volumes, using average annual preservation costs
for given traffic volume ranges. The methodology also includes a series of cost modifiers
for freight loading, climate, materials, sub-grade conditions and strategic routes and takes
account of the deck area of bridges on local roads.

This formula is designed to reflect the relative needs of Victorian councils in relation to
local roads funding in accordance with the National Principle relating to the allocation of
local roads funding.

Road and traffic volume data

The allocation of local roads grants for 2019-20 was based on road length and traffic
volume data reported by all councils for the 12 months to June 2018.

Similar to previous years, councils were asked to categorise their local road networks
according to nine broad traffic volume ranges — four for urban roads and five for rural roads.

Victorian councils reported a total of 131,801 kilometres of local roads as at 30 June 2018, an
increase of 361 kilometres, or 0.3 per cent more than the length reported 12 months earlier.

Where significant changes were made to the data previously provided, councils were

asked to verify those data changes and, in some instances, provide additional supporting
documentation. In two cases where, after additional consultation with the councils
concerned, the Commission was not able to be satisfied with the veracity of their local roads
data changes, the proposed changes were not accepted by the Commission.

Variations were as follows.

Table 24 Variations in Victoria’s local road length

Change in length of local roads Number of councils
Increase of more than 5.0 per cent 1
Increase of 1.0 per cent to 5.0 per cent 8
Increase of up to 1.0 per cent 36
No change 21
Decrease of up to —1.0 per cent 9
Decrease of —1.0 per cent to —5.0 per cent 4
Total 79

Asset preservation costs

Average annual preservation costs for each traffic volume range are used in the allocation
model to reflect the cost of local road maintenance and renewal.

The asset preservation costs used in the 2019-20 allocations were unchanged from the
previous year and are as follows.
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Table 25  Victorian asset preservation costs

Local road type Daily traffic volume range Annual asset preservation cost $/km
Urban <500 7,200
500-<1,000 9,800
1,000-<5,000 13,200
5,000+ 21,400
Rural Natural surface 700
<100 5,000
100-<500 10,400
500-<1,000 11,600
1,000+ 13,200
Timber bridge $200/square metre
Concrete bridge $120/square metre

Cost modifiers

The Commission’s formula for allocating local roads grants is designed to reflect the relative
needs of Victorian councils in relation to local roads funding in accordance with the National
Principle relating to the allocation of local roads funding.

The allocation model uses a series of five cost modifiers to reflect differences in
circumstances between councils in relation to:

e the relative volume of freight carried on local roads in each council

e climate

e the availability of road-making materials

e sub-grade conditions

e strategic routes.

Cost modifiers are applied to the average annual preservation costs for each traffic volume
range for each council to reflect the level of need of the council relative to others. Relatively

high cost modifiers add to the network cost calculated for each council, and so increase its
local roads grant outcome.

No changes were made to the cost modifiers for the 2019-20 allocation. However, the freight
cost modifier was recalculated using data from the 2016 census.

Grant calculation

The Commission calculates a total network cost for each council’s local roads. This
represents the relative annual costs faced by the council in maintaining its local road and
bridge networks, based on average annual preservation costs and taking account of local
conditions, using cost modifiers.

The network cost is calculated using traffic volume data for each council, standard asset
preservation costs for each traffic volume range and cost modifiers for freight carriage,
climate, materials availability, sub-grade conditions and strategic route lengths. The deck
area of bridges on local roads is included in the network cost at a rate of $120 per square
metre for concrete bridges and $200 per square metre for timber bridges.
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Mathematically, the calculation of the network cost for a single traffic volume range for a
council can be illustrated as follows.

Asset
preservation Overall cost Network
cost for modifier* cost
category

Length of

local roads in
category

* Overall cost modifier is calculated by multiplying the cost modifier for freight, climate, materials, reactive
sub-grades and strategic routes.

The actual local roads grant is then determined by applying the available funds in proportion
to each council’s calculated network cost.
Limits to grant movements

No constraints were applied to increases or decreases in local roads grants for the
2019-20 allocations.

Entitlements 2019-20

In general, where a significant change occurred in a council’s local roads grant for 2019-20,
this was due to a combination of:

e significant changes in traffic volume data supplied by the council to the Commission
and/or

e the impact of removing the constraints on grant movements.

A summary of the changes in estimated local roads grant entitlements from 2018-19 to
2019-20 is shown in the table below.

Table 26 Victorian changes in estimated local roads grant entitlements

Change in local roads grant Number of councils
Increase of 10.0 per cent 2
Increase of 5.0 per cent to 10.0 per cent 8
Increases of 0.0 per cent to 5.0 per cent 67
No change 0
Decreases 2
Total 79

Developments in the use of long-term financial and asset
management plans by local government

Fair Go Rates System

Following the introduction of the Fair Go Rates System (FGRS) from 1 July 2016, an annual
cap is applied to rate rises by Victorian councils. The rate cap percentage is set annually

by the Victorian Minister for Local Government following consideration of advice received
from the Essential Services Commission (ESC). The FGRS policy aims to ensure council rates
remain sustainable while keeping the cost of living down for Victorians. Local governments
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have therefore continued to focus on maximising value for money while also budgeting and
planning for long term financial sustainability. The following caps were applied:

e 2016-17 financial year 2.50 per cent
e 2017-18 financial year 2.00 per cent
e 2018-19 financial year 2.25 per cent
e 2019-20 financial year 2.50 per cent.

The Act provides for a council to make application to the ESC to set a higher cap based on
local circumstances and needs. The application can be for single or multiple years. The ESC
assesses each application on its merits.

For the 2019-20 financial year the ESC received and assessed two higher cap applications.
One application was for a single year while the other was for the three years to 2021-22.
The ESC approved both applications; however, the multi-year application was only approved
for the two financial years ending 2020-21. Two previously approved multi-year applications
also continued into 2019-20.

In November 2019 the ESC released its annual report on council rate cap compliance.
The report found that for 2019-20 all Victorian councils complied with the FGRS.

Finance and Accounting Support Team (FAST)

The local government Finance and Accounting Support Team (FAST) program was
announced in 2016-17. The program was funded for four years to help improve the financial
sustainability of rural and regional councils and concluded on 30 June 2020.

Rural and regional councils face a range of well-established challenges in managing their
large asset bases and providing services to dispersed communities. Financial sustainability
risks in these organisations are compounded by challenges in attracting, retaining and
resourcing appropriately skilled staff.

The FAST program helped to address this by aiming to build capability within councils and by
supporting development of plans, processes, documents and projects that support effective
and sustainable management.

An independent program evaluation was conducted in early 2020 and included findings and
recommendations for future programs.

Rural and Regional Councils Sustainability Program

In 2016, the Victorian Government commissioned a report into rural and regional council
sustainability. The report was undertaken by consultants KPMG and involved a number of
council and community-based workshops across the State.

In December 2017, the Rural and Regional Councils Sustainability Reform Program report
was released. This report provided the documentary evidence of the enablers and inhibitors
to financial and operational sustainability.

This report proposed addressing financial and operational sustainability through three key
reform themes:

e State local government alliance, (sustainable service delivery and funding models)

e Operational transformation, (Regional service delivery, a modern digital strategy and
small shire stabilisation)
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e Stronger local governance, (building local capacity and innovative community
engagement).

In response to this report and following extensive engagement with the sector, the Victorian
Government 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.

Throughout 2019-20, the four regional groupings made progress with the refinement
of scope, costs and risks to improve the accuracy of their business case estimates. This
progress took place amongst extreme bushfire activity and recovery from January 2020
and the declaration of a State of Emergency in Victoria on 16 March 2020 from the
COVID-19 pandemic.

Long-term financial planning

Victorian councils are responsible for managing over $110 billion in infrastructure and
assets, which impacts their finances significantly. Robust asset management practices and
responsible strategic financial planning are therefore required to ensure councils maintain
and renew these long-lived assets appropriately to remain financially sustainable over the
long term.

The Local Government Act 2020 introduced legislative requirements for all Victorian councils
to develop and adopt a 10-year Financial Plan and a 10-year Asset Plan. Both plans

must be subject to community engagement including deliberative engagement practices.

An extensive program of co-design is intended to support councils in the development of
their strategic financial and asset management plans.

Actions to develop and implement comparative performance
measures between local government bodies

Local Government Performance Reporting Framework and the Know Your
Council website

In 2019, the Local Government Performance Reporting Framework collected its fifth year

of sector performance data from all Victorian councils. Established in November 2015 and
launched by the Victorian Minister for Local Government, the framework and 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, supported by Victoria’s Local Government Performance Reporting Framework
(LGPRF), requires all Victorian councils to annually collect and report their data against 59
performance indicators across 11 different service areas, including finance, roads, waste
collection and libraries. The framework also includes a checklist of 24 items considered
essential for supporting good governance and management in local government.
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On 2 December 2019, the 2018-19 data was released publicly with 6,300 users visiting the
site in the first 72 hours. As well as comparing councils, users can view trend data in addition
to reading commentary from council explaining the context of their performance results.

The Know Your Council website has shown to be a popular resource across a varied
audience, including:

e several other jurisdictions around Australia and overseas, which have shown interest in
developing a similar resource
e media outlets, using the data and council commentary for news articles

e the public with over 1.4 million users visiting the site since it was launched.

Local government reform activities including deregulation and
legislative changes

Legislative reform

In 2019-20, the Victorian Government extended on its previous work in the legislative reform
of local government. On 13 November the new Local Government Bill was introduced to
Parliament. The Local Government Act 2020 received royal assent on 24 March 2020.

The new Local Government Act 2020 is the most ambitious reform to the local government
sector in over 30 years. The Act will improve local government democracy, accountability
and service delivery for all Victorians and is intended to create a legislative environment that
embraces innovation, modern business practices and microeconomic reform.

The Local Government Act 2020 is being proclaimed in four stages:

e Stage 1 -6 April 2020
e Stage 2 -1 May 2020
e Stage 3 — 24 October 2020
e Stage 4 -1 July 2021

The Local Government Act 1989 will be progressively repealed.

The Local Government Act 2020 is a principles-based Act, removing unnecessary regulatory
and legislative prescription. The commencement of Stages 1 and 2 has introduced the
principles of:

e community engagement — to ensure all Victorians have the opportunity to engage with
their council on the future of their community

¢ financial management — to ensure that councils undertake responsible spending and
investment that ensures financial, social and environmental sustainability

e public transparency — to ensure high levels of accountability and trust and enable fully
informed engagement in t