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Executive Summary

SGS Economics and Planning has prepared this analysis to support ALGA in its
submission to the Inquiry into Local Government Sustainability.

This paper quantifies the instances and implications of local government finances
at risk through the lens of conventional financial performance indicators, the
degree of vertical fiscal imbalance, uneven service access across Australia, and the
influence of the Commonwealth on spending decisions at the state and local
government level.

Key findings include:
Financial sustainability

In 2021-22, over a quarter of all Australian councils assessed in this report
experienced low financial sustainability. These councils only met one or none
of the conventional tests of financial sustainability out of three indicators.
These indicators are: an operating surplus ratio of between 0-10%, a debt
service ratio of <60%, and an asset sustainability ratio of >90%.

Between 2016-17 and 2021-22, the highest proportions of councils by
jurisdiction experiencing low financial sustainability was in Tasmania (66%) and
Queensland (39%).

A significant proportion of councils also cannot properly maintain assets due to
revenue constraints. Cumulative asset maintenance shortfalls therefore worsen
over time.

Compound annual growth in Australian local government expenditure was 2.4
per cent, compared to a 2.6 per cent compound annual growth in the
Consumer Price Index over the same period. This represents a cut in real terms,
as growth lags inflation.

This is leading to potential trade-offs and/or budget reallocations between core
services, with the Northern Territory, South Australia, and other jurisdictions reducing
spending on General Public Services and Social Protection over the last decade.

Vertical fiscal imbalance

Many councils are highly dependent on grants from other tiers of government.

Long-term growth in local governments’ own-source revenue has stagnated relative
to state and Commonwealth revenue growth. This is compounded by rate pegging
and capping in Victoria and New South Wales.

There are many instances of state governments shifting services to councils without
commensurate resourcing.

Uneven service access across Australia

Service and infrastructure access across Australia is not equal. Even between capital
cities, there is a disparity in access to services. This has implications for equitable
outcomes in community wellbeing.

The value of Financial Assistance (FA) Grants as a proportion of Commonwealth
Government outlays, Commonwealth taxation revenue, Gross Domestic Product has
shrunk over time.

Financial barriers to local decision-making

The number and value of state and Commonwealth programs involving tied funding
to councils has grown over recent decades.

The competitive nature of state and Commonwealth programs also makes tied grant
funding difficult to access for many local communities. This weakens the effectiveness
of grants as a revenue source for local government.



A $7 billion boost to national Gross Domestic Product from improving
financial sustainability in local government

Greater local government financial sustainability would boost productivity, Gross Domestic Product (GDP), employment and tax revenues. Productivity gains would arise
from a range of efficiencies. This includes:

saved vehicle operating and accident costs on better maintained roads,
health cost savings as communities make greater use of appropriately equipped and programmed open spaces,
saved time and costs for development proponents as councils deal with their applications expeditiously, and

savings in recruitment and training costs in councils as they will be better able to offer career pathways.

This research has modelled the economic benefits from these efficiencies. This modelling suggests that:
A S1 billion dollar investment in local government road maintenance will deliver a $3.5 billion increase in real GDP.
$250 million invested in better supply and curation of parks and gardens will result in a $900 million GDP boost

Efficient design of regulatory processes within councils can yield an annual benefit of $1.6 million. If realized across Australia’s 537 councils, this would increase GDP
by $1.7 billion.

Increased block transfers of funds from Commonwealth and states to local government can save $235.64 million in administrative costs and increase GDP by
$300 million each year.

Increase retention of local government workers can save up to $424.5 million in administration costs and boost GDP by $S600 million each year.



Financial sustainability



Indicators of financial sustainability

There are three key indicators of financial sustainability in the
Australian local government sector:

Operating surplus ratio: A measure of councils’ financial
health. A positive ratio indicates that the council generates
more revenue (excluding grants and other contributions) than
operational expenditure. A negative ratio indicates that
operational expenditure exceeds revenue.

Debt service ratio: A measure of the proportion of councils’
general income used to repay financial liabilities. If financial
liabilities account for a significant portion of operating revenue,
a council will have limited capacity to increase loan borrowings
and may experience stress in servicing existing debt.

Asset sustainability ratio: A measure of whether assets are
being renewed and replaced in an optimal way, relative to
depreciation. A ratio below 100 per cent could indicate
underinvestment and lead to higher costs in the future.

Generally, councils are considered ‘financially unsustainable” if they
have experienced an operating deficit for several years, a relatively
high net financial liabilities ratio, and are without a clear plan to
address these matters.

Councils must report their financial performance to their
jurisdiction’s audit department each financial year. Where available,
it has been used by SGS to generate a headline assessment of local
governments’ financial sustainability. Northern Territory and South
Australia are excluded from the analysis due to a lack of easily
accessible data.

FINANCIAL SUSTAINABILITY INDICATORS: CALCULATION AND THRESHOLDS BY JURISDICTION

Juris- . . . . . Assessment of financial
. Operating surplus Debt service ratio Asset sustainability ratio e
diction sustainability

NSW

VIC

aLb

WA

TAS

Net operating result
divided by operating
revenue (excl. grants and
contributions).

Target: 0 - 10%.

Net operating result
divided by operating
revenue (excl. grants and
contributions).

Target: 0 - 10%.

Net operating result
divided by operating
revenue (excl. grants and
contributions).

Target: 0 - 10%.

Net operating result
divided by operating
revenue (excl. grants and
contributions).

Target: 0 - 10%.

Net operating result
divided by operating
revenue (excl. grants and
contributions).

Target: 0 - 10%.

Cost of debt service
divided by operating
revenue (excluding grants
and contributions) .

Target: 0 - 20%.

Total liabilities less
current assets, divided by
operating revenue.

Target: < 60%.

Total liabilities less
current assets, divided by
operating revenue.

Target: < 60%.

Data unavailable.

Total liabilities less
current assets, divided by
operating revenue.

Target: < 60%.

Capital expenses on
replacement of assets
(renewals), divided by

depreciation expenses.

Target: > 100%.
Capital expenses on
replacement of assets
(renewals), divided by

depreciation expenses.

Target: > 100%.
Capital expenses on
replacement of assets
(renewals), divided by

depreciation expenses.

Target: > 90%.

Capital expenses on
replacement of assets
(renewals), divided by

depreciation expenses.

Target: > 90%.

High: Meets all 3 targets.

Medium: Meets 2 of 3
targets.

Low: Meets one or none
of 3 targets.
High: Meets all 3 targets.

Medium: Meets 2 of 3
targets.

Low: Meets one or none
of 3 targets.
High: Meets all 3 targets.

Medium: Meets 2 of 3
targets.

Low: Meets one or none
of 3 targets.

High: Financial Health
Indicator (FHI) >= 70

Medium: FHI >= 50
Low: FHI < 50

High: Meets all 3 targets.

Medium: Meets 2 of 3
targets.

Low: Meets one or none
of 3 targets.

Notes: The WA Government provides a Financial Health Indicator (FHI) for each local council. Targets by indicator have been sourced for
each jurisdiction where publicly available. Sources: YourCouncil NSW; Victorian Audit Office; Queensland Audit Office; Tasmania

Government; WA MyCouncil.



https://councilsinfocus.sa.gov.au/about_the_data/council_financial_performance
https://www.yourcouncil.nsw.gov.au/nsw-overview/finances/
https://www.audit.vic.gov.au/dashboards/results-2022-23-audits-local-government
https://www.qao.qld.gov.au/reports-resources/reports-parliament/local-government-2022
https://www.dpac.tas.gov.au/divisions/local_government/measuring_tasmanian_local_government_performance
https://www.dpac.tas.gov.au/divisions/local_government/measuring_tasmanian_local_government_performance
https://www.mycouncil.wa.gov.au/Council/CompareAllCouncil

Without financial assistance grants and other contributions, a significant proportion
of councils would not meet conventional tests of financial sustainability

The operating surplus ratio indicates the extent to which revenues SHARE OF COUNCILS NOT MEETING OPERATING SURPLUS TARGET BY REMOTENESS CATEGORY, 2021-22

raised cover operational expenses. It is the total continuing operating

revenue (excluding capital grants and contributions) minus operating NSW 48% 25% B
expenses, as a proportion of total continuing operating revenue.

Councils should try to maintain a positive operating surplus ratio Vic e S _
because grant funding certainty and continuity is not always
guaranteed. 4t e %
There were 268 councils nationally who did not meet the target
operating surplus ratio of 0 to 10 per cent in 2021-22. A jurisdictional WA 85% '5.%-
breakdown is as follows: 87 councils in Western Australia, 64 councils
in New South Wales, 46 councils in Victoria, 44 councils in TAS 67% 15% —
Queensland, 27 councils in Tasmania.

National 64% 16% [N

Rural councils are disproportionately affected by the inability to
generate sufficient operating income above operating expenditure.
64 per cent of all councils nationally who did not achieve a target
operating surplus ratio in 2021-22 were rural councils (171 councils). Rural  m Urban Regional ~ m Urban and Urban Fringe

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

87 councils in Western Australia did not meet this target in 2021-22, Source: SGS Economics and Planning (2024).
of which 74 (85%) were rural councils. In Queensland, the share of
Rural councils not meeting this target was 75% (33 of 44 councils).

The average operating surplus ratio for councils considered in this
analysis was -1.8 per cent. This signals financial stress at the sector
scale.



Asset sustainability ratio

. There were 167 councils nationally who did not meet the SHARE OF COUNCILS NOT MEETING ASSET SUSTAINABILITY TARGET BY REMOTENESS CATEGORY, 2021-22

target asset sustainability ratio (>90 per cent) in 2021-
22. This comprised 67 councils in New South Wales, 57

councils in Queensland, 23 councils in Victoria, and 20
councils in Tasmania.
. Rural councils are over-represented in this analysis. This
is due to their limited financial flexibility from smaller
rate bases and large infrastructure assets. 44 per cent of QLb 58% _
all councils who did not meet this target were rural

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Rural mUrban Regional mUrban and Urban Fringe

Source: SGS Economics and Planning (2024).



Debt service ratio

. Based on available data, 11 councils nationally did not SHARE OF COUNCILS NOT MEETING DEBT SERVICING TARGET BY REMOTENESS CATEGORY, 2021-22

meet debt servicing targets in 2021-22. This comprises 5
New South Wales councils, 3 Queensland councils, 2 NSW 40%
Tasmanian councils, and 1 Victorian council.

. This provides evidence that the majority of councils are VIC
financially responsible and have sufficient operating
income to service debt obligations.

QLD

. 1 Victorian council had a debt service ratio of over 100

percent.
. For Queensland councils who did not meet debt service

ratio targets, their debt service ratios ranged from 67 to _

National 27% s S

125 per cent.

. For Tasmanian councils who did not meet debt service 0% 10%  20%  30%  40%  50%  60% 70%  80%  90%  100%

ratio targets, their debt service ratios ranged from 61 to
74 per cent,

Rural ™ Urban Regional m Urban and Urban Fringe

Source: SGS Economics and Planning (2024).
. Note: The New South Wales councils who did not meet

targets reported no debt. The benchmark is greater than
0 per cent and less than 20 per cent.



https://www.yourcouncil.nsw.gov.au/nsw-overview/finances/
https://www.yourcouncil.nsw.gov.au/nsw-overview/finances/

% OF COUNCILS BY CATEGORY OF FINANCIAL SUSTAINABILITY, 2021-22

Over a quarter of all Australian
councils experienced low financial
sustainability in 2021-22 o o =

QLb

NSW 25% 32%

Consolidating national performance on the three financial
stability indicators shows that:

. 27 per cent of all councils considered had low financial
o 0% 20% 40% 60% 80% 100%
sustainability in 2021-22.

High ™ Medium M Low
. Tasmania had the highest proportion of councils (66 per

cent) with low financial sustainability, followed by Note: Western Australia is excluded from this consolidated analysis as asset sustainability
Queensland (43 per cent) and New South Wales (32 per ratio data is not available.
cent) (see chart at top right),.

% OF COUNCILS BY CATEGORY OF FINANCIAL SUSTAINABILITY AND REMOTENESS, 2021-22

Overall, financial sustainability in Australian local government .

. . . ura 26% 26%
did not differ markedly by remoteness. Approximately half of all
councils, regardless of remoteness, had moderate financial

inability. The remaini i i
sustainability. . e rema mng couhcns are.roughly evenly spht Urban Regional 9% 6%
between the high and low financial sustainability categories.
0% 20% 40% 60% 80% 100%

High ® Medium M Low

Source: SGS Econemics and Planning (2024).



Many councils have consistently fallen short of financial sustainability targets

over the past five years

Assessing the operating surplus ratio and asset
sustainability ratio*as a five-year average provides
additional insight into council financial sustainability.

On average over the past five years:

Tasmania had the highest proportion of councils (66
per cent) with low financial sustainability. These
were councils that met at most one of three
indicator targets.

Thirty nine per cent of Queensland councils had low
financial sustainability over the past five years. This

is less than the forty three per cent of councils with
low financial sustainability in 2021-22.

Comparing the five-year average to 2021-22 results shows
that Victoria had the highest proportion of councils shift
into the band of low financial sustainability.

*Debt service ratio is best used as a point-in-time ratio. Only the most
recent year of data for councils is used for the purposes of this
assessment.

% OF COUNCILS NOT MEETING FINANCIAL SUSTAINABILITY TARGETS OVER 5-YEAR PERIOD

-_

% councils not
meeting
Jurisdiction operating

% councils not

meeting asset
sustainability
ratio targets

9% councils by category of financial sustainability
surplus ratio
targets

NSW 45% 60% 20% 52% 28%
VIC 37% 22% 56% 29% 15%
QLb 64% 53% 18% 43% 39%
TAS 97% 72% 0% 34% 66%

Source: SGS Economics and Planning (2024). Data for Northern Territory and South Australia is not available, per
earlier analysis. Western Australia is excluded from this consolidated analysis as asset sustainability ratio data is not
available. *The ‘High’ category of financial sustainability includes councils whose five-year average performance on
the operating surplus and asset sustainability ratios met target and whose most recent performance on the debt
service ratio met target.
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A significant proportion of councils cannot
properly maintain aSSGtS due tO revenue AVERAGE ASSET MAINTENANCE RATIO BY REGIONAL AREA, NSW (2013-2022)

120
. = 115
constraints g 1
o
5 105
o
Australian councils managed over worth of non-financial assets in g 100
. . =
2022-23. Councils should aim to renew assets at a rate equal to or greater than © 95
. . . . . v 90
depreciation. Spending on asset renewal is not keeping pace with the rate of S g
asset deterioration for a significant number of councils. The cumulative impacts S g0
. . e +
of these renewal gaps are significant. Q75
(%]
Based ilable data for 2020-21 s
ased on available data for -21:
< 2, 2, < 2. % % < 2, 2,
S S S U T FYC P
50.8 per cent of councils in New South Wales (65 councils) reported that o v $ ¢ - ¢ 9 4 s <
their required asset maintenance expenditure in that year was greater Urban Regional Rural  emm=Urban and Urban Fringe
than their actual asset maintenance expenditure. This suggests that many Source: NSW Office of Local Government.

councils do not have the funding to meet their asset maintenance

requirements each year.
TOTAL ASSET RENEWAL GAP, VICTORIA (2017-2021)

While rural and urban councils have generally met this target over the

years, urban regional councils have consistently fallen short over the past izgg
decade. The figure at top right shows the average asset maintenance ratio 1,400
across all New South Wales councils by regional classification. A ratio equal 1,200 s
to or greater than 100 per cent indicates that sufficient funds are being © 1,000
directed towards asset maintenance and renewal. S 800
=
Victorian local governments reported a total asset renewal gap of $470 o jgg
million in 2020-21, and a cumulative total asset renewal gap of $1.84 200
billion between 2016-17 and 2020-21 (graph at bottom right). 0
Depreciation can be considered a proxy for the funding required to renew 2016-17 2017-28 201819 2019-20 202021
assets each year. Depreciation greater than renewal expenditure indicates Renewal Gap  emmmmRenewal Depreciation

a shortfall in capital maintenance.
Source:


https://www.abs.gov.au/statistics/economy/government/government-finance-statistics-annual/latest-release
https://www.mav.asn.au/__data/assets/pdf_file/0006/32469/FinPro-MAV-State-of-Local-Government-Finances-Report-Oct-2022.pdf

Asset maintenance shortfalls risk becoming worse as cumulative renewal
gaps grow each year

Asset maintenance expenditure has fallen as a proportion of local Asset maintenance expenditure in Tasmania has fallen from 59 per cent of local
government taxation revenue in New South Wales since 2018-19. government taxation revenue in 2017-18 to only 37 per cent in 2021-22.
ASSET EXPENDITURE AS % OF LOCAL GOVERNMENT TAXATION REVENUE, NSW (2014-2022) ASSET EXPENDITURE AS % OF LOCAL GOVERNMENT TAXATION REVENUE, TASMANIA (2016-22)
500 70% -
6,000 50% x 450 I 5:“
S 3 60% 5
v 400 o
5,000 A0% 5 ®
X 350 50% ©
4,000 8 " v 3
. 30% 2 3 5 300 a0% 2 §
S 3,00 29 = 250 29
= ©
E 2o S - & 20 /\_/\__ o :‘_
- 2,000 o [0}
/ 0 3 120 20% o
1,000 0% g 100 2
g 1% =
< 50
0 0%
0 0%
< . . = . . < . .
0{,3 077\ 0\’@ Q’@ OQ Q’dg 0{9 Q’Q 0‘)\7\ 201516 2016-17 2017-18 201819 2019-20 2020-21 2021-22
7, e g N3N o o % < 5
e Taxation revenue (LHS) e A\sset expenditure (LHS) e R 3ti0 (RHS)
T3 xation revenue (LHS) e A\s set expenditure (LHS) e R ati0 (RHS)
Source: SGS Economics and Planning (2024), NSW Office of Local Government; ABS Government Source: SGS Economics and Planning (2024), Tasmanian Local Government Consolidated Data Collection; ABS Government

Finance Statistics. Finance Statistics.



Local governments’ growth in per
capita expenditure lags that of
other tiers of government

Councils make good use of the limited funds available to them.
Local governments’ per capita expenditure has grown at a slower
pace over the last two decades than in state and Commonwealth
governments. Between 2002-03 and 2022-23 local government
expenditure doubled form $887 per capita to $1,801 — a multiple of
2.03, compared to a multiple of 2.4 for state and 2.36 for
Commonwealth governments.

Local government also has the lowest compound annual growth
rate of per capita government expenditure of all three tiers. This
comes as councils experience ongoing pressures to expand the
range and community access to services.

Local government consistently has higher levels of community trust
than the State and Commonwealth Governments (Stoker et al,
2018). Trust is, in part, linked to the quality and reliability of
government services delivered. Local government has maintained
high satisfaction levels with slow growth in resources.

GOVERNMENTS’ PER CAPITA EXPENDITURE, 2002-03 TO 2022-23

__$30,000
$25,000
$20,000
$15,000

$10,000 /

$5,000

Government per capita expenditure (%

50
SE
P &

S
v

Commonwealth per capita expenditure == State per capita expenditure
e | 0cal per capita expenditure

Source: SGS Economics and Planning (2024), ABS Government Finance Statistics.

GOVERNMENT EXPENDITURE PER CAPITA & ESTIMATED RESIDENT POPULATION,
2003-04 TO 2022-23

9%

8%

7%

o /\_\

5% S
4%

3%

2%

1 /

0%

CAGR (%)

e AUS ERP Commonwealth per capita expenditure

= State per capita expenditure = | 0cal per capita expenditure

Source: SGS Economics and Planning (2024), ABS Government Finance Statistics.
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https://www.democracy2025.gov.au/documents/Democracy2025-report1.pdf
https://www.democracy2025.gov.au/documents/Democracy2025-report1.pdf

Financial pressures place core and valued services at risk

Local government is under financial pressure. This pressure has far-reaching impacts on both councils and communities. The following examples shed light on pressures
stemming from the inadequacy and inflexibility of funding, state and federal funding arrangements that are no longer fit for purpose, cost shifting, rate capping and rate

pegging.

New South Wales

Georges River Council has experienced reported projected operating and cash flow deficits. These were worsened by *
" due to the COVID-19 pandemic. Georges River Council also faces a longer-term trend of growth in operating expenditure that

exceeds growth in operating income.

Impacts: Since 2016-17, Georges River Council has to manage financial pressures. Publicly reported impacts
highlight voluntary redundancies and the removal of staff benefits between 2016 and 2019. In 2020-21, Georges River Council reported a
, including of the ‘new skate park, public art program, synthetic fields program, San Souci Bathers Pavilion construction, and Hurstville Civic Precinct

development’.

To improve long-term financial sustainability, Georges River Council successfully applied for a Special Variation (SV) and Minimum Rate Application from 2021-22.
Without the SV, however, the council had contemplated *

" Although the SV was approved on this occasion, this illustrates that councils must resort to deferring, reducing, or
deleting capital projects and services, which impacts community outcomes.

. The program supported the ongoing prosperity of mining communities in regional NSW
by providing vital infrastructure, economic opportunities, and positive social outcomes.

Impacts: At least 26 regional councils have benefitted as grant recipients since 2012. Discontinuing this funding will make it harder for councils to deliver new
community infrastructure and services, economic opportunities, infrastructure upgrades, tourism projects, sports facility upgrades, walking and cycling tracks, main

street beautification projects, improvements to amenity and public spaces, targeted skills development programs, community events and more.
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https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Attachment-8-Extraordinary-Council-Meeting-Agenda-08-Feb-2021.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Attachment-8-Extraordinary-Council-Meeting-Agenda-08-Feb-2021.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Attachment-8-Extraordinary-Council-Meeting-Agenda-08-Feb-2021.PDF
https://www.georgesriver.nsw.gov.au/StGeorge/media/Documents/Council/Publications/GRC-DELIVERY-AND-OPS-PLAN-2020_21_FINALV3_low-res-FOR-WEB(2).pdf
https://www.georgesriver.nsw.gov.au/StGeorge/media/Documents/Council/Publications/GRC-DELIVERY-AND-OPS-PLAN-2020_21_FINALV3_low-res-FOR-WEB(2).pdf
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Attachment-8-Extraordinary-Council-Meeting-Agenda-08-Feb-2021.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Attachment-8-Extraordinary-Council-Meeting-Agenda-08-Feb-2021.PDF
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Attachment-8-Extraordinary-Council-Meeting-Agenda-08-Feb-2021.PDF
https://www.abc.net.au/news/2023-09-26/resources-for-regions-scrapped-nsw-state-budget-new-trust-fund/102901512

Financial pressures place core and valued services at risk

New South Wales (cont’d)

The New South Wales Government cut public library funding by

in 2018-19. New South Wales already has a
compared to other jurisdictions

Impacts: Reducing library funding impacts the diversity of community programs on offer, events and meeting spaces, digital access, a community hub, and
administration support hubs. See also: example of impacts to City of Greater Geelong’s libraries.

Rate pegging imposes significant challenges to councils’ ability to fund infrastructure and services. Warren Shire Council noted that

Impacts: In

empirical analysis found that rate capping reduced council budgets for aged care and disability services (in metropolitan,
regional and rural councils) and reduced expenditure on family and community services in urban councils.

Victoria

Cost shifting, specifically the transfer of service responsibilities to local government (e.g. the Victorian Government’s year-old Kindergarten Reform Agenda) without
corresponding state government funding is another source of financial pressure for many councils. Some council-run childcare centres have been running at

for some time. Capital grants provided to local government to build new facilities often do not include ongoing operational funding for the
maintenance of the facility over time. Councils are often left to find these resources from within their existing budgets.

Impacts: Many councils are reconsidering their future role as a service provider, given the infrastructure gaps and the compared
to when these services are delivered by the private and the not-for profit sectors. Knox City Council will from January 2025,

citing that local government funding has not kept up with the cost of providing many of the services provides on behalf of state and federal governments.
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https://meetings.cityofsydney.nsw.gov.au/ieDecisionDetails.aspx?Id=531
https://www.smh.com.au/national/nsw/renew-our-libraries-campaign-councils-plea-for-funding-crisis-fix-20180731-p4zukp.html
https://www.smh.com.au/national/nsw/renew-our-libraries-campaign-councils-plea-for-funding-crisis-fix-20180731-p4zukp.html
https://www.parliament.nsw.gov.au/lcdocs/submissions/85456/0030%20Warren%20Shire%20Council.pdf
https://www.parliament.nsw.gov.au/lcdocs/submissions/85456/0030%20Warren%20Shire%20Council.pdf
https://www.parliament.nsw.gov.au/lcdocs/submissions/85456/0030%20Warren%20Shire%20Council.pdf
https://policyandpoliticsblog.com/2021/03/31/what-happens-when-policymakers-limit-increases-in-property-taxes/
https://www.abc.net.au/news/2023-10-13/victorian-councils-closing-childcare-centres/102966894
https://lgiu.org/briefing/victorian-kindergarten-reforms-and-demands-on-the-sector/
https://www.knox.vic.gov.au/whats-happening/news/kindergarten-reforms-prompt-big-changes-knox

Financial pressures place core and valued services at risk

Victoria (cont’d)
The federal

In 2022, the City of Port Phillip was among 23 Victorian councils that have either withdrawn or are in the process of
, Where councils receive money to provide services based on the number of people needing

government’s aged care reforms will
support, to a consumer-directed or ‘packaged’ model where funding is based on individual need and provider(s) of choice. The City of Port Phillip estimates that
. a threefold increase to current costs.

keeping its in-home aged care service would require a new delivery model costing
Impacts: Withdrawal of aged care services (domestic assistance, personal care, shopping assistance, property maintenance), with services to be outsourced to a
private provider. While an exit from the service may be a positive outcome for councils who no longer need to fund it, short-term implications include the
redundancy of council staff and the costs of ensuring a smooth transition of service for affected residents. Moreover, the withdrawal of aged care services in remote

localities has significant impacts if neither non-governmental organisations nor private operators are present to fill the service gap. Some councils therefore

continue to provide the service at a loss or at the expense of maintaining other assets or cutting other services.
Disparity in proportionate state and local government contributions towards library projects. For example, Victorian government has provided via a
Living Libraries Grant to the Biyal-A-Armstrong Creek library, compared to $20.36 million contributed by the City of Greater Geelong. In 2023-24, shortfalls in the

City of Greater Geelong’s draft budget led to plans to close library branches in Geelong West, Highton, and Barwon Heads.

Impacts: An agreement was reached in May 2023 that would see the libraries remain open. Nonetheless, service impacts include a
in Armstrong Creek.

across the local network and an approximate

Queensland
Limited council budgets to attract qualified early childhood educators in outback areas, leading to the inability to recruit staff. This compounds longstanding staffing

challenges in the childcare sector, particularly in regional areas.
that had operated for over 15 years. Despite an extensive waiting list

Impacts: In January 2023, Longreach Regional Council
for the service, financial pressures and the inability to offer more competitive remuneration meant that the council was unable to attract staff.
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https://www.agedcareinsite.com.au/2024/02/vic-council-axes-in-home-aged-care-services/
https://www.lgnsw.org.au/common/Uploaded%20files/Ageing/LGNSW_Beyond_Aged_Care_Reform_Final_v2_pdf.pdf
https://www.theage.com.au/national/victoria/frightening-council-looks-to-axe-in-home-aged-care-services-20240220-p5f6ci.html
https://timesnewsgroup.com.au/geelongtimes/news/key-milestones-completed-at-biyal-a-armstrong-creek-library/
https://www.theage.com.au/national/victoria/writing-on-the-wall-libraries-spared-the-axe-but-opening-hours-slashed-20230519-p5d9mn.html
https://www.theage.com.au/national/victoria/writing-on-the-wall-libraries-spared-the-axe-but-opening-hours-slashed-20230519-p5d9mn.html
https://www.abc.net.au/news/2023-01-12/travelling-bush-childcare-cut-amid-staff-shortage/101841976

Financial pressures place core and valued services at risk

South Australia
Funding cuts to the in 2016 forced local councils to rethink scope and scale of program delivery.

Impacts: The OPAL program was initially planned to run for five years, but was later reduced to three. This restricted the scope of the program evaluation to only
involved in the program. This resulted in a missed opportunity to comprehensively study the effect of the OPAL program in modifying rates

of childhood obesity.
Northern Territory
Funding freeze to youth programs, meaning they are set at 2014 levels and have depreciated in value.

Impacts: In March 2023, it was reported that several federally funded youth programs ran by the MacDonnell Regional Council would be

Rising costs have made delivery financially unviable. These programs regularly serviced approximately 1,500 young people. In Australia, youth and recreation
programs have had a . Community consultation also demonstrates that youth
and family mentoring programs . Cancelling these services would undermine the progress made in a community-driven approach to

civic and social development.
Tasmania

West Coast Council lost a variety of as a result of funding cuts from the Federal government. In 2016, funding was significantly reduced from $3.9
million to $1.4 million.

Impacts: Availability of General Practitioners, diabetes educators, mental health professionals and optometrists. The is
well documented, with consequential impacts to population health.

Western Australia

Internal financial constraints and the economic impacts resulting from COVID-19, funding was forced to be cut from a wide variety of community-oriented ‘non-
essential services’ across the in 2020.

Impacts: Cancellation of regular community events, including outdoor family concerts and senior Christmas luncheons. This impacts sense of community, social
cohesion and overall wellbeing.
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https://www.indaily.com.au/news/local/2016/12/21/sas-35m-childhood-anti-obesity-program-to-be-abandoned
https://www.indaily.com.au/news/local/2016/12/21/sas-35m-childhood-anti-obesity-program-to-be-abandoned
https://alicespringsnews.com.au/2023/03/23/closing-bush-youth-programs-may-move-people-to-alice/
https://www.crh.org.au/administrator/components/com_jresearch/files/publications/youth-development-programs-in-central-australian-aboriginal-communities-a-review-of-the-literature-lopes-j-flouris-a-lindeman-ma.pdf
https://www.hallscreek.wa.gov.au/repository/libraries/id:21ai12hft1cxby8qvwzx/hierarchy/Olabud/Olabud%20Doogethu%20Co%20Design%20Report%20Online%20PDF.pdf
https://www.westcoast.tas.gov.au/news/mediareleases/media-release-pages/impact-of-health-cuts-hits-west-coast
https://www.racp.edu.au/news-and-events/media-releases/physicians-say-workforce-shortages-must-be-addressed-to-support-tasmania-s-most-vulnerable-patients
https://www.kwinana.wa.gov.au/council/news/2020/october/tough-budget-means-events-cancelled-in-kwinana

Local government spending on education, environmental protection, and
public order and safety has grown the fastest over the past decade

Analysis of local government spending per capita by service type AUSTRALIAN LG SPENDING PER CAPITA (SM) BY SERVICE TYPE, 2013-14 AND 2022-23
shows significant variation across portfolios

’ Service type 2013-14 spending 2022-23 spending Compound annual
However, proportionate expenditure by service has remained per capita ($m) per capita ($m) growthrate

stable between 2013-14 and 2022-23. Economic affairs 0.3%
Compound annual growth in Australian local government Education 45 69 4.8%
expenditure was 2.4 per cent, compared to a 2.6 per cent ) )
. Environmental Protection 1,175 1,662 3.9%
compound annual growth in the over the
same period. This represents a cut in real terms as growth lags General public services 2,441 3,084 2.6%
inflation. Health 147 163 1.2%
Housing and community amenities 1,120 1,335 2.0%
Public order and safety 261 361 3.7%
Recreation, culture and religion 1,660 2,128 2.8%
Social Protection 536 565 0.6%
Transport 2,193 2,617 2.0%
Total 10,148 12,567 2.4%

Source: SGS Economics and Planning (2024), ABS (2013-22). Service types are based on the Classification of
the Functions of Government ( ), an Australian application of an international classification that
supports the reporting of government expenses according to the purpose for which the funds are used.


https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-australia/latest-release
https://www.budget.nsw.gov.au/sites/default/files/2023-09/2023-24_01_Budget-Paper-No-2-Agency_Financial_Statements_Chapter-1-Performance-of-Service.pdf

Declines in local government spending indicate service re-prioritisation

There were significant proportionate declines in local LARGEST PROPORTIONATE DECLINES IN PER CAPITA SPENDING BY SERVICE ($), 2013-14 AND 2022-23
government spending between 2013-14 and 2022-23:

In the Northern Territory, local government spending on
Economic affairs declined by 39.5 per cent (or -S57 per
capita). Spending on Health declined by 23.1 per cent (- NT Economic affairs 1441 87.1 -57.0 -39.5%
S4.7 per capita) while spending on Recreation, culture,

and religion declined by 5.4 per cent (-$13.4 per capita). NT Health 208 15.8 4.7 -23.1%
In South Australia, local government spending on SA General public services 1028 se.7 -11.8 -11.6%
General pubh; services declined by 11.6 per cent, or - ald Social Protection 121 11.0 11 -9.0%
$11.9 per capita.

NT Recreation, culture and religion 2470 2336 -13.4 -5.4%

In dollar terms, Queensland, Tasmania, and Victoria also
recorded slight declines in Social Protection spending: - NT Education 16.5 15.8 -0.6 -3.8%
$1.1,-50.8, and -$3.1 per capita respectively. For

Queensland, however, the proportionate decline in
Social Protection spending between 2013-14 and 2022- TAS Social Protection 40.8 40.1 -0.8 -1.9%
23 represents a 9 per cent decline overall.

VIC Social Protection 163.4 160.2 -3.1 -1.9%

Source: SGS Economics and Planning (2024), ABS (2013-22). Service types are based on the Classification of the
Functions of Government (COEOG-A), an Australian application of an international classification that supports the
reporting of government expenses according to the purpose for which the funds are used.


https://www.budget.nsw.gov.au/sites/default/files/2023-09/2023-24_01_Budget-Paper-No-2-Agency_Financial_Statements_Chapter-1-Performance-of-Service.pdf

Impacts of more sustainable
local government finances



Local government financial sustainability and Australia’s macro-economic

performance

This report reveals a long-term trend of adverse financial pressures in the local

government sector. The implications are varied across Australia, though an overall
theme emerges of impacts to the coverage, quality, and continuation of core and

valued services and infrastructure.

This section considers the potential benefits that would flow from effective
funding of local government. Effective funding would allow councils to deliver
policies and programs that are tailored and respond directly to local needs.

The Centre of Policy Studies at Victoria University used Computable General
Equilibrium modelling to test five scenarios developed by SGS and ALGA. These
scenarios test the macroeconomic impact of a more financially sustainable local
government. The five scenarios span improved:

roads maintenance,

maintenance and programming of public open space,
efficiency in regulatory services,

efficiency in intergovernmental financial relations, and
workforce attraction and retention.

For each of scenario, the modelling simulated the impacts to Gross Domestic
Product (GDP) from reduced local government financial pressures compared to a
base case where local government finance remains unchanged. More detail on
the scenarios is provided at Appendix A.

Greater local government financial sustainability would boost productivity and

therefore GDP, employment and tax revenues. Productivity gains would arise
from a range of efficiencies. This includes:

saved vehicle operating and accident costs on better maintained roads,

health cost savings as communities make greater use of appropriately
equipped and programmed open spaces,

saved time and costs for development proponents as councils deal with
their applications expeditiously, and

savings in recruitment and training costs in councils as they will be better
able to offer career pathways.

The CGE modelling traces the impacts of these efficiencies through the
economy. It factors in the switching of resources/spending from other sectors
of the economy, or other spheres of government, to enable local government
to work within a more sustainable financial framework. It calculates a net
impact on GDP and related macroeconomic performance indicators.

The combined effect of the 5 scenarios is estimated at a GDP boost of more
than S7 billion in a typical year. A ‘typical year’ is nominally 10 years after the
commencement of the reforms to provide local government with greater
financial sustainability. This allows for a transition period during which the
productivity gains and cost savings discussed above would gradually take
effect in the economy.
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A $7 billion GDP boost from improving financial sustainability in local government

Placing local government on a more sustainable financial footing would increase Gross Domestic Product (GDP) by at least $7 billion each year. Targeted investments in local
government service delivery provide positive economic outcomes.

A S1 billion dollar investment in local government road maintenance will deliver a $3.5 billion increase in real GDP.

$250 million invested in better supply and curation of parks and gardens will result in a $0.9 billion GDP boost.

Efficient design of regulatory processes within Councils can yield an annual benefit of $1.6 million. If realised across Australia’s 537 councils, this would increase GDP by $1.7
billion.

Increased block transfers of funds from Commonwealth and States to local government can save $235.64 million in administrative costs and increase GDP by $300 million
each year.

Increase retention of local government workers can save up to $424.5 million in administration costs and boost GDP by $S600 million each year.

Collectively these reforms and actions can increase Australia’s national GDP by $7 billion per year from a Federal Government investment of $1.75 billion. The $1.7 billion
annual investment is comparable to the additional tax revenue that the Commonwealth would generate from improving local government financial sustainability. Improving the
financial sustainability of local government would largely pay for itself.

Detail about the specific scenarios is at Appendix A.
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Vertical fiscal imbalance
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https://www.yourcouncil.nsw.gov.au/nsw-overview/finances/

Growth in local governments’ own source revenue has lagged revenue growth in
other levels of government

Over the medium medium (5 year average) and long-term (10 year average) local government revenue growth is slower than other tiers of government. State and
Commonwealth government revenue recorded some of largest annual increases in revenue between 2021 and 2022. Rates are a major source of local government
revenue. Other sources include the sale of goods and services and developer contributions.

In New South Wales and Victoria, local governments do not have full freedom to raise their own source revenue to meet local needs, due to the system of rate
pegging and rate capping. This is despite the evidence that citizens generally have greater trust in their local councils compared to other governments that are

making resource allocation decisions on their behalf.

INTERGOVERNMENTAL COMPARISON OF REVENUE GROWTH, 2014-23

et Average annual
2013 2014 2015 2016 2017 2018 2020 2021 2023 -
9.9% 4.8% | 5.4% 4.4% 5.1% 3.9% 6.4% @ -0.1% @ 2.7% 4.6% 6.2%
State 6.4% 6.2% = 5.5% 7.3% 3.1% 2.9% 27% | -1.0% @ 7.3% | 14.7% | 4.8% 52% 54%
Cwth 10.2% | 3.9% 1.3% 3.6% 5.2% 9.6% 6.5%  -1.7% 7.1% @ 143% @ 12.3% 8.0% 6.2%

Source: SGS Economics and Planning (2024), ABS (2023).
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There is growing evidence that state governments are shifting services to
councils without commensurate resourcing

) o COST SHIFTING TO NSW LOCAL GOVERNMENT BY COUNCIL CLASSIFICATION
Local Government NSW’s latest report highlights a $1.36

billion cost shift to councils in 2021-22. While metropolitan councils Total cost shift (5m) Cost shift per ratepayer ($)

face the highest amount of cost shifting, ratepayers of large rural councils

) ] ] Metropolitan 638.3 456.6
experience the highest cost shift per ratepayer.
Metropolitan Fringe 213.0 420.9
e ) e Regional Town/Cit 416.5 434.6
In , cost shifting was estimated at $360 million in 2020-21, a & /City
378 per cent increase from the $47 million estimated in 2001-02. South Large Rural 85.8 490.1
Australia’s first Cost of Compliance Survey (2024) is underway, while
Rural 10.3 $590.8

instances of cost shifting in other states and territories have been

Source: LGNSW (2023).

Cost shifting arises in a range of ways. Examples include changes to emergency service contributions and to the waste levy, forced rates exemptions, additional regulatory
functions under legislation that are administered by councils, axing or inadequately funding services (e.g. library subsidies, flood mitigation program, road safety funding
program), councils having to provide pensioner rebates, and councils providing services as a provider of last resort to fill service gaps. Other areas of cost shifting include a road
reclassification program which increased the amount of roads for councils to maintain, and the state government requiring a transfer of revenue generated from council-
managed crown reserves.
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https://lgnsw.org.au/common/Uploaded%20files/Cost_Shifting/ML_Report-LGNSW-Annual_Cost_Shifting.pdf
https://cdn.intelligencebank.com/au/share/g11L/ZBN14/LOl7D/original/LGAQ+Cost+Shifting+Report
https://www.aph.gov.au/parliamentary_business/committees/house_of_representatives_committees?url=efpa/localgovt/report.htm
https://www.aph.gov.au/parliamentary_business/committees/house_of_representatives_committees?url=efpa/localgovt/report.htm

Horizontal fiscal equalisation



Improving local government financial sustainability would help to address
uneven access to services across Australia

LIBRARY ACCESS IN AUSTRALIA, 2024 e proviniy
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https://classic.austlii.edu.au/au/journals/ComJlLocGov/2008/7.html
https://classic.austlii.edu.au/au/journals/ComJlLocGov/2008/7.html
https://classic.austlii.edu.au/au/journals/ComJlLocGov/2008/7.html
https://alga.com.au/app/uploads/LG-Workforce-Skills-and-Capability-Survey-National-Report.pdf
https://alga.com.au/app/uploads/LG-Workforce-Skills-and-Capability-Survey-National-Report.pdf
https://alia.org.au/Web/Web/About-Us/About-Libraries.aspx
https://data.aurin.org.au/dataset/osm-osm-points-of-interest-2020-na
https://www.slv.vic.gov.au/sites/default/files/Libraries-work.pdf
https://www.slv.vic.gov.au/sites/default/files/Libraries-work.pdf

A financially stable local government is better equipped to

provide important community services

There are benefits to the wider community when local governments
are supported to deliver services without financial disruption. For
example, Australia’s public libraries

than
any other institution’. In Victoria, has estimated a net
annual benefit (i.e. benefits less costs) of $234.7 million in health and
wellbeing benefits.

Wider benefits can only be sustained and enhanced if councils are
financially supported to maintain and modernise library infrastructure
(physical and digital) and to hire librarians and other staff. Some
libraries staff are trained social workers, and many libraries offer a
range of services for new migrants or disengaged youths.

Libraries work best when they are a readily accessible neighbourhood
service ( ). Local government funding constraints mean that
large numbers of Australians do not have reasonable access to
important services libraries provide.

The charts at right display the percentage of each state or territory’s
population located near a library. They highlight that a spatial divide
persists within capital city areas. For example, 83 per cent of Greater
Sydney’s population are located within one kilometre of a library
service. Greater Melbourne follows at 73 per cent. In contrast, only 44
per cent of Greater Hobart’s population are located within one
kilometre of a library.
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Source: SGS Economics and Planning (2024). Charts show the proportion of population in the Greater Capital
City Area or Rest of State region residing within a given distance (metres) to a library.
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https://www.education.gov.au/system/files/2023-10/Friends%20of%20Libraries%20Australia%20%28clean%29.pdf
https://www.education.gov.au/system/files/2023-10/Friends%20of%20Libraries%20Australia%20%28clean%29.pdf
https://sgsep.com.au/assets/main/SGS-Economics-and-Planning_The-Health-and-Wellbeing-Benefits-of-Public-Libraries-Across-Victoria.pdf
https://www.slv.vic.gov.au/sites/default/files/Libraries-work.pdf

The proportion of national taxes allocated to local government has shrunk

over time

The value of FA Grants as a share of total Commonwealth government expenses
has declined from approximately 0.8 per cent to 0.4 per cent between 1999-00
and 2022-23.

FA GRANTS AS SHARE OF COMMONWEALTH OUTLAY, 2000-23
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Source: SGS Economics and Planning (2024), ABS Government Finance Statistics
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There has been a decline in the value of FA Grants from 0.19 per cent of
national Gross Domestic Product (GDP) in 2000 to 0.13 per cent of national GDP
in 2023.

FA GRANTS AS SHARE OF NATIONAL GDP, 2000-23
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Source: SGS Economics and Planning (2024), ABS Government Finance Statistics
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Proportion (%)

The proportion of national taxes allocated to local government has shrunk

over time (cont’d)

There has been a long-term decline in the share of FA Grants as a proportion of
Commonwealth government taxation revenue. FA Grants represented 0.83 per
cent of Commonwealth taxation revenue in 2000. They declined to 0.62 per
cent by 2008. The share has further dropped to range between 0.53 and 0.58
per cent over the past 5 years.

FA GRANTS AS SHARE OF COMMONWEALTH TAXATION REVENUE, 2000-23
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Source: SGS Economics and Planning (2024), ABS Government Finance Statistics

The growth of FA Grants has considerable variability including significant decreases
in some periods. In contrast, GDP and Commonwealth taxation revenue exhibit a
more stable trend over time. Over the last 20 years, CTR and GDP have
experienced an average compound annual growth rate of 6 per cent, compared to
4 per cent for FA Grants.

The volatility of transfers and declining amount is concerning. Volatility impedes
the ability of councils to plan for infrastructure provision and maintenance. This
can impact on the vital infrastructure services local government provides.

AVERAGE COMPOUND ANNUAL GROWTH IN CTR, GDP, AND FA GRANTS, 2000-23

18%
16%
14%
12%
10%

8%

6%

4% \ — / N

2%

0%

Compound average annual growth (%)

-2%

P IF T F I FTTF I TGN F S ¥
AR S S SRS S SIS SRS S S S R R S R GR  R I  R  LA
FA Grant e GDP CTR

Source: SGS Economics and Planning (2024), ABS Government Finance Statistics 33



Financial barriers to local
decision-making



State and Commonwealth programs involving tied funding to councils are not
always tailored to council needs

There is no standardised reporting of tied grant funding to local government. A desktop review of tied funding to local governments shows that councils consistently
undergo competitive tendering processes involving the development of businesses cases and/or demonstration of co-contributions to access funding for necessary
services and infrastructure. This model of funding allocation is not conducive to longer-term planning by councils on objectives that have been agreed by the
community as the highest priority.

This process of grant funding is inequitable. Some councils will not have the financial means to co-contribute or the ability to prepare compelling business cases
which are selected from a competitive tendering process. The process of writing the grant application can take from 20 to 30 hours for smaller grants up to 50-100
hours for longer grants, adding to local government resource pressures.

Description Grant value Total Commonwealth spend
. Local governments can apply for grants to improve $25,000 to $2.5 million to successful | $100 million over 3 years 2024-27
2024 Community Energy Upgrades Fund (CEUF) energy efficiency. applicants (co-funding of 50%) ($33.3 million per annum)
5182 million ($91 million per annum,
2022 Strengthemng I_.ocal Government For pr.o.Jec.ts that reduce risk of bushfires and build local $150,000 per financial year, per LGA base.d op funding available for
Partnerships (Vic Gov) capability in emergency management applications of up to 24 months
duration.)
Funding to support regional councils to deliver
Since 2016 | Works for Queensland (W4Q) infrastructure, planmng,. mamtgnance and capa@hty $1.5 million S1.1 b|H|on. (592 million per annum,
development for essential services and economic averaged since 2016)
development
. . Build facilities to support healthy and liveable - . -
2015 Growing Suburbs Fund (Vic) communities in fast growing suburbs Grants of up to $2 million. 5425 million ($53 million per annum)
Funding and delivery of high-priority infrastructure
Since 2011 Restart NSW projects that improve economic growth and S4 million to $3,400 million. 52.47 billion (5190 million per annum)

productivity

Source: Compiled by SGS Economics and Planning (2024).


https://www.parliament.nsw.gov.au/lcdocs/submissions/85578/0106%20Wollongong%20City%20Council.pdf
https://www.parliament.nsw.gov.au/lcdocs/submissions/85578/0106%20Wollongong%20City%20Council.pdf
https://bigrigs.com.au/2024/05/15/roads-to-recovery-program-funding-to-increase-to-1-billion-a-year/
https://www.environment.vic.gov.au/__data/assets/pdf_file/0039/695379/Strengthening-local-government-partnerships-grant-application-guidelines-2024.pdf
https://www.environment.vic.gov.au/__data/assets/pdf_file/0039/695379/Strengthening-local-government-partnerships-grant-application-guidelines-2024.pdf
https://www.environment.vic.gov.au/__data/assets/pdf_file/0039/695379/Strengthening-local-government-partnerships-grant-application-guidelines-2024.pdf
https://www.statedevelopment.qld.gov.au/local-government/for-councils/grants/current-programs/works-for-queensland-program
https://www.localgovernment.vic.gov.au/dev/projects-landing-page/growing-suburbs-fund
https://www.infrastructure.nsw.gov.au/restart-nsw/about/

The amount of Commonwealth tied grant funding to state and local
governments is growing

There is a growing tendency for the Commonwealth to influence TIED GRANT FUNDING ($B) FROM COMMONWEALTH TO STATE AND LOCAL GOVERNMENTS, 2013-23

the spending decisions of other tiers of government. 140

This is problematic for local government for two reasons. First,
compared to block funding, councils are less able to align 120

resources with community priorities. Second, councils may face an
unwanted additional cost burden from compliance and reporting
requirements.
The chart at right illustrates growth in total tied grant funding from :
the Commonwealth to state and local governments. It shows a
clear trend to increased tied grant funding. .
It is not possible to disaggregate the respective state and local
government amounts, based on publicly available information.
2

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Total tied funding (Sh)
= N 0 §
o o o

o

o

Source: SGS Economics and Planning (2024), ABS Government Finance Statistics (2024). Amounts are GST
exclusive. Amounts are calculated from Commonwealth grant expenses to other tiers of government, less
the FA Grant amount for each year.



Tied grant funding is difficult to access due to competitive state and
Commonwealth programs

Tied funding to local governments is ad hoc and not consistently reported. SGS has compiled the following list from a desktop review.

Variable funding amounts from year to year suggest that funding is allocated on an as-needed basis. This indicates reactive rather than proactive action on councils’ financial
pressures. The majority of grants are competitively tendered, if not a closed application. Often, these applications are resource intensive for smaller local governments and
heavily oversubscribed. The timing of competitive grant rounds may also influence the selection of ‘shovel-ready’ projects. Where tied grants require a co-contribution of up
to 50 per cent of grant value, this could create inequities as some councils may not be in a financial position to meet grant eligibility requirements.

. . Investment into regional, rural and remote $500,000 to S5 million for planning and -
2024 Regional Precincts and areas to grow economies and servin development. $5 million to $50 million for Open grant process for 5400 million allocated over three
Partnership Program (rPPP) g & . P ' eligible areas. years (2023-24 to 2025-26)
communities delivery.
. ) . ) $20,000 to $10 million. Co-contribution of . L
2022 Building Better Regions Fund Create jobs, quve economl.c.growth and build 50% except for remote and very remote C(.)mpetl.tlve application $1.38 billion
stronger regional communities . I . with project plan.
areas which has a contribution ratio of 3:1
L . Support community and sporting
Priority Community ) . - . . - -
2022 infrastructure, open space improvement and | $1 billion over 5 years funding pool. Closed non-competitive. S1 billion (5200 million per annum)
Infrastructure Program -
other priorities.
2021 Preparlng Austrahan Funding to |mproye the resilience of Up to $10 million C(.)mpetl.tlve application S600 million, of which $257 million
Communities Program communities against natural hazard with project plan. was spent
2018 Regional Growth Fund Trahsforma‘FlonaI Iong.—term economic growth $10 million to $25 million. CgmpetlFlve application $272.2 million ($54.4 million per
projects which create jobs. with business case. annum)
. - Grants to community organisations and local . s
Since Stronger Communities ; . Invited to apply by local $181 million under Rounds 1-8 of
2016 Programme (SCP) gov.ernmer.\ts for small capital prOJ.e.cts that $2,500 to $20,000 Federal MP. the SCP
deliver social benefits to communities.
National Stronger Regions
2015 Fupd: SubsequentlY the Fund.mve.s.tment foreconomm growth and $20,000 to $10 million. C(.)mpetl.tlve application $1 billion over five years
Building Better Regions Fund sustainability of regions. with project plan.
from 2016.
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https://lgnsw.org.au/common/Uploaded%20files/Submissions/2020/LGNSW_Submission_to_Inquiry_into_NSW_Government_grant_programs.pdf
https://www.sport.nsw.gov.au/grants/multi-sport-community-facility-fund

International comparisons of
local government funding



In England, financial challenges have led some councils to declare bankruptcy

The financial challenges described earlier in this report are not unique to Australian local governments. Similar financial challenges have led
since 2020. Other councils have warned of similar risks arising from . This illustrates the risks to
the Australian local government sector if they are not supported to withstand rising cost pressures and other barriers to long-term financial sustainability.

English councils are experiencing:

* Declines in the value of grant funding from central government. Central government grants were and local
governments have been unable to meet the difference via local income sources.

* Barriers to planning for the future due to successive rounds of competitive and short-term funding. As with the large volumes of competitive State and
Commonwealth funding rounds in Australia, English local authorities bear the burden of " with no guarantee of funding success.

* Barriers to revenue raising capacity. Similar to the Australian sector, local property taxes represent a large share of revenue. At the same time, annual increases
are subject to central caps and higher charges are only permissible through a local referendum. in 2015-16, however the proposal
to raise council tax was unsuccessful. Other revenue sources are ‘peripheral” and include levies for transport and community infrastructure.

* Inadequate mechanisms for local needs assessment. In England, the system for determining transfers is entirely top-down, based on a central government
assessment of how to share a total allocated fund for local government across different local authorities. Needs assessment in the United Kingdom has been
suspended since 2013. This system was designed to include regular ‘resets’, where needs would be reassessed, although these have not taken place. Meanwhile,
the UK Government launched a ‘fair funding review’ in 2016, but this has not progressed beyond a consultation in 2018. The fair funding review would have
reassessed a range of indicators of local need and taken decisions about the relative weighting of those indicators.

. These are to:
* Reinstate and rework a system of annual needs assessment (thereby improving councils’ flexibility in funding allocations),
* Promote an equitable funding system that has mechanisms to redistribute taxes from central government to councils, and also between councils,
* Establish a standing commission that handles financial negotiations between governments and local authorities, and

* Assign a fixed proportion of national revenue to local authorities based on a needs assessment.
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https://theconversation.com/four-reforms-to-stop-english-councils-from-going-bankrupt-221894
https://theconversation.com/four-reforms-to-stop-english-councils-from-going-bankrupt-221894
https://www.room151.co.uk/treasury/more-councils-heading-for-section-114-notices-fears-wokings-interim-director-of-finance/
https://lgiu.org/wp-content/uploads/2023/06/The-limitations-of-local-government-finance-in-England-A-system-wide-perspective.pdf
https://lgiu.org/wp-content/uploads/2023/06/The-limitations-of-local-government-finance-in-England-A-system-wide-perspective.pdf
https://researchbriefings.files.parliament.uk/documents/SN05682/SN05682.pdf
https://theconversation.com/four-reforms-to-stop-english-councils-from-going-bankrupt-221894

Lessons from Germany on local, needs-based assessment

Key features of the German system of needs-based assessment

In Germany, the distribution of funds from state to local governments is based on two
key indicators: fiscal capacity and fiscal need. Fiscal capacity is a measure of how much
revenue a local government can raise themselves with local taxation. Fiscal need is a
measure of the amount of funding the local government needs to fulfil their duties.

There are laws that provide safeguards around the distribution process. For example,
there are laws that dictate the proportion of state taxes that must be given to local
governments, while other laws ensure that similar councils receive equitable treatment
by the state level.

If fiscal capacity exceeds fiscal need, then the council does not receive equalisation
grants. However, if fiscal need exceeds fiscal capacity, then the council receives grants to
compensate for the funding shortfall. The effect is that local governments with lower
revenues ‘ "It also
improves the resilience of councils to weather unexpected revenue shocks, therefore
enabling councils to provide a steadier flow of services.

The assessment of fiscal need often begins with an examination of a council’s
population. While for determining requirements, the
assessment also typically accounts for differences in spending requirements based on
geography (e.g. urban, regional, and rural areas), population age profile, trends in
population growth or decline, the number of schoolchildren, the number of roads, the
size of a territory, and others ( ).

A needs-based assessment system helps to ensure that councils have
adequate finance to deliver services to their communities and to
deliver these equitably across the nation.

There is as legislation assigns
revenues to state (Lander) and the federal governments in line with
their respective requirements. There are several key lessons for
Australia:

* Design a comprehensive and transparent method for determining
the fiscal capacity (calculated from council’s municipal revenue from
joint taxes and standardised revenue from property and local
business taxes) and fiscal need (a measure of budget requirements
per resident),

* Determine fiscal need and capacity using robust evidence and
indicators,

* (Calculate fiscal need having regard to the true costs of councils’
operations,

* Give municipal financing processes legal recognition, rather than
relying on executive decisions (as in England). This means that
unfounded mandates may be legally challenged (

).
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https://www.ifo.de/DocDL/dicereport108-forum3.pdf
https://lgiu.org/wp-content/uploads/2021/07/A-system-wide-perspective-of-local-government-finance-in-Germany.pdf
https://www.reformgestaltung.de/fileadmin/user_upload/Dokumente/GIZ_Standard_A4_hoch_EN_kommunFinanzausgl_web.pdf
https://www.cgc.gov.au/sites/default/files/2022-04/Research%20Paper%203%20-%20International%20comparison%20of%20fiscal%20equalisation.pdf
https://www.reformgestaltung.de/fileadmin/user_upload/Dokumente/GIZ_Standard_A4_hoch_EN_kommunFinanzausgl_web.pdf
https://www.reformgestaltung.de/fileadmin/user_upload/Dokumente/GIZ_Standard_A4_hoch_EN_kommunFinanzausgl_web.pdf

Lessons from Germany on local, needs-based assessment (cont’d)

Benefits of the needs-based assessment system

An effective needs-based assessment system has several benefits. First, it empowers local decision-making by councils. Funding certainty means that councils have more
control over how they plan and what they plan for in the long-term. Second, the system of equalisation grants reduces inequities between councils and the types of services
and infrastructure they provide to their communities. Third, the grants support councils facing revenue shocks.

In contrast, there is no needs-based assessment system in England. Councils are not guaranteed additional funding above and beyond the amount estimated to fulfil their
statutory obligations. In fact, they are not even guaranteed the level of funding needed to meet their duties, hence the rising number of councils issuing effective bankruptcy
notices. This diminishes their local decision-making capacity because they are unable to go beyond centrally set statutory requirements.

What institutional arrangements are needed to facilitate these decisions?

In Germany, municipal associations play a key role in the design and implementation of financial equalisation laws ( ). They do so informally, as
lobbying agencies, or formally as part of a consultation process. In many cases, municipalities will be guaranteed representat|on for decisions relevant to local government.
In the German state of Brandenburg, adequate financing of municipal tasks is enshrined in the

‘In order to promote local self-government and to protect their interests, municipalities have the right to form associations. The State Government must maintain
contact with these associations and cooperate with them in the preparation of laws, legal ordinances and administrative requlations that directly affect the interests
of municipalities. The committees of the State Parliament should hear the views of the associations of municipalities when discussing draft laws.”

In addition to the various levels of German government, the courts also play a significant role. Municipalities are entitled to challenge decisions under state law. State-level
audit bodies may also be involved to ensure the regulation of budgets or to evaluate performance against minimum standards.

How is the scope of local government services determined?
In Germany, the principle of subsidiarity means that all services should be provided at the lowest possible level of government, unless there is a specific reason to move

them up. The duties of local governments are outlined in state law ( ). These duties are a foundation for determining fiscal redistribution and are monitored by
several agencies at the federal and state levels.

In Australia, the principle of subsidiarity is similarly regarded as ‘intrinsic to the efficient and effective allocation of responsibilities in a federal system ( ). While
local government services in Australia typically include services and infrastructure related to , and
many others, there is no prescribed list. Indeed, has resulted in many Australian councils being required to provide an increasing range of services. In England,

the default assumption is that the central government performs most tasks. It is up to the discretion of politicians what powers and responsibilities are passed on to local
government.
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https://www.reformgestaltung.de/fileadmin/user_upload/Dokumente/GIZ_Standard_A4_hoch_EN_kommunFinanzausgl_web.pdf
https://bravors.brandenburg.de/gesetze/bbgkverf
https://www.bertelsmann-stiftung.de/fileadmin/files/Projekte/79_Nachhaltige_Finanzen/Local_Public_Finance_in_Europe_CountryReports_final4.pdf
https://classic.austlii.edu.au/au/journals/SGSocUphAUCon/2017/12.pdf
https://www.parliament.nsw.gov.au/about/Pages/The-Roles-and-Responsibilities-of-Federal-State-a.aspx
https://lgnsw.org.au/Public/Public/Advocacy/Cost-shifting.aspx

Appendix A

CGE model inputs



A $7 billion GDP boost from improving financial sustainability in local government

Placing local government on a more sustainable financial footing would increase GDP by at least $7 billion each year. Targeted investments in local government service delivery

provides positive economic outcomes. These benefits are felt across the country.

NATIONAL AND STATE REAL GROSS STATE PRODUCT, ABSOLUTE CHANGES FROM BASELINE ($M, 2024 PRICES)

| ved o | ved publi 3.1 ved f 5.1 ved kf
1: Improved roa 2: Improved public open mproved capacity for 4. Increased block transfers mproved workforce
maintenance space regulatory services retention

VIC
QLD
SA
WA
TAS
NT
ACT
National

1,057.8
665.0
716.4
198.3
755.3
47.4

55.6
66.7
3,546.3

260.0
191.2
158.9
45.5
165.8
13.1
11.3
14.4
858.7

300.0
193.9
402.4
50.4
678.6
5.5
26.5
-12.0
1,670.9

96.2
77.6
58.6
14.8
77.2
3.9
3.2
-0.8
330.7

177.9
139.3
115.3
30.0
139.6
7.8
7.7
11
619.8

Source: Centre of Policy Studies, Victoria University (2024). Note: State totals do not add exactly to national totals due to the assumptions and/or parameters applied at different geographic scales to reflect regional interactions.
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Scenario 1 - Improved ability to finance roads maintenance

Hypothesis

Improved LG maintenance of roads
would generate benefits in avoided
accidents, lower vehicle operating

costs, and travel time savings.

Literature

For every additional GBP£1 spent
on direct road maintenance works,
a benefit of GBP£2.70
(discounted) is derived in reduced
user costs.

Annual injection of $1 billion from
federal government to make up
shortfall in funding for
maintenance of local roads.
Austroads have published a Cost
Benefit Analysis on the costs of
maintaining road surfaces, bridges
and associated navigational
infrastructure (signs etc),
indicating a benefit cost ratio of

Notes

For the sake of conservatism, SGS
proposes to apply a benefit cost ratio
of 4.0:1 for road maintenance. This is
roughly the midpoint between the
cited UK and Austroads studies.

CGE inputs

Annual national investment of
$1billion in maintenance of
local government roads.

Each $1billion investment will
yield $300 million per annum for
30 years in saved user travel
costs (67%) and saved safety
costs (33%).

Therefore by year 10, a ‘typical’
year, a $3 billion saving in user
costs is expected.
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https://assets.publishing.service.gov.uk/media/5a80afeae5274a2e8ab51971/highways-maintenance-benefits-summary.pdf
https://grattan.edu.au/wp-content/uploads/2023/11/Potholes-and-Pitfalls-How-to-fix-local-roads-Grattan-Report.pdf
file:///sgspl.local/DFS/Company/01%20Projects/2024/20240139%20ALGA%20-%20Aus%20LG%20long-term%20financial%20sustainability/Analysis/CGE%20modelling
file:///sgspl.local/DFS/Company/01%20Projects/2024/20240139%20ALGA%20-%20Aus%20LG%20long-term%20financial%20sustainability/Analysis/CGE%20modelling

Scenario 2 - Improved ability to finance open space

Hypothesis

Improving the financial capacity of
local government will lead to the better
maintenance of open spaces. This
would result in a healthier population,
enabling more productive workers and
producing cost savings for the public
healthcare system. Additionally, more
open space would serve to mitigate
the urban heat island effect.

Literature

$1.13in avoided public health
costs for every additional km of
walking.

SGS estimated in 2021 that
recreational walking in NSW,
supported by parkland and public
realm assets generated an annual
benefit of $25.6 billion in leisure

and health benefits (unpublished).

Notes

SGS proposes to apply an annual
benefit of $1.5 billion from better
supply and maintenance of parks and
gardens arising from greater financial
sustainability in local government.

This figure is the estimated uplift in
annual leisure and health benefits in
NSW based on an increase in
recreational walking from 43.4% of the
15+ population to 46%, the latter
being the figure for Victoria.

While other states would also benefit,
we have ignored this for the sake of
conservatism in the modelling.

CGE inputs

Annual benefit of $1.5 billion
comprising unpriced leisure

value (56%) and health cost

savings (44%).

$0.7 billion in health cost
savings is estimated from the
improved provision and
maintenance of open space.

This benefit is generated at an
annual resource cost of $350
million.
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https://www.planning.nsw.gov.au/sites/default/files/2023-10/framework-valuing-green-infrastructure-public-spaces.pdf
https://www.planning.nsw.gov.au/sites/default/files/2023-10/framework-valuing-green-infrastructure-public-spaces.pdf

Scenario 3 — Improved ability to perform regulatory services

Hypothesis

Improved capacity for LGs to perform
regulatory services in planning and
building would lead to the improved
operational efficiencies.

Literature

SGS research (2023,
unpublished) shows that more
efficient design of regulatory
processes within Councils (in
respect of development
assessment) would yield annual
benefits of $1.6 million,
comprising a mix of holding cost
savings for proponents and
various workforce benefits for
Councils.

This benefit was gained through
a facilitated process of human
centred design of regulatory
processes, and would not
require ongoing funding.

Notes

CGE inputs

Annual benefit of $859 million
(537 councils x $1.6 million),
comprising holding cost savings
for development proponents
(87%) and miscellaneous other
benefits including improved
customer satisfaction (13%).
This benefit is assumed to be
generated at zero additional
resource cost. It would be
funded via efficiency gains in
redistributing tax raising from
Commonwealth and State to
local government.
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Scenario 4 — Increase block transfers of Commonwealth and State funding to

local government

Hypothesis

Increased block transfers of funds
from Commonwealth and States to
LGs would increase LG productivity
through cost savings in
administrative overhead.

Literature

In 2022-23 (ABS Government Finance
Statistics):

$5,891 million estimated tied
funding from State to local
governments nationally (sum of
State grant expenses to LG, less
FAG funding),

$133,614 million estimated tied
funding from Cth to State and
local government nationally
(sum of Cth to State and LG, less
FAG funding. Includes Cth grants
to state), and

Average admin cost of 4c per
dollar of grant funding.

Notes

Between 2014-15 and 2022-23, the

ABS’ Government Finance
Statistics reported a ‘nil or
rounded to zero’ in grant expenses
from Commonwealth to local
governments.

On this basis and for the sake of
conservatism we have assumed
$5,891 million in tied funding to
local governments from State and
Commonwealth.

CGE inputs

Annual administrative cost
saving of $235.64 million.
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https://www.anao.gov.au/work/performance-audit/efficiency-australia-councils-admin-grants
https://www.anao.gov.au/work/performance-audit/efficiency-australia-councils-admin-grants

Scenario 5 - Improved rates of workforce attraction and retention

Hypothesis

Improved finances would increase
LGs’ success in workforce attraction
and retention and lead to avoided
costs in employee turnover.

Literature

Average council worker salary of
$100k per year.

Cost of replacing an employee is
1.5 times annual salary.

5,660 unplanned departures
form the workforce (pro-rated
from the 1,855 ‘unplanned’
departures from 97 of Australia’s
296 rural local governments who
responded to 2022 LG workforce
survey).

Assume 50% resign due to the
impacts of an organisation’s
financial pressures (lack of
resources to fulfil job
requirements; inability to hire to
expand team capacity).

Notes

CGE inputs

Efficiency saving of $424.5
million / year ($100k * 1.5 * 0.5 *
$5,660 workers).
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https://www.9news.com.au/national/victoria-local-government-the-hefty-salaries-of-victorian-workers-revealed/ef369ee9-a6f0-4d3b-98f1-51968fce6d22
https://www.ahri.com.au/ahri-assist/recruitment-and-retention/retention/the-role-of-hr-in-improving-retention

