CHAPTER 1

THE CURRENT ARRANGEMENTS

1. The terms of reference for this review require the Commonweath Grants
Commission (the Commission) to review the operation of the Local Government (Financial
Assistance) Act 1995. This chapter provides an overview of the arrangements under the
Act, acopy of which isat Attachment C.

COMPONENTSOF THE ACT

2. The Act has the following components:

Objects of the Act — which specify the purposes of the
Commonwedth in providing the financial assistance for loca
government (Section 3). These are to improve horizontal and vertica
equity, improve certainty of funding, improve performance and
improve services to Indigenous communities.

Goals of the Act — which are to increase transparency and
accountability of the States® in alocating the funds, and to promote
consistency in the methods used by the Local Government Grants
Commissions (LGGCs) (Section 3).

Two national pools of funds — General Purpose and Local Roads
grants? (Sections 9 and 12).

A mechanism for determining the annual increase in grants — to
determine the size of each pool (Sections 7 and 8). Unless the
Treasurer decides otherwise, the quantum of each pool is adjusted each
year in line with changes in the Consumer Price Index (CPI) and the
national population — that is, the pools are maintained in real per
capita terms. When the size of the pools are first calculated for a year,

1 In these working papers, references to * States' include the Northern Territory unless otherwise stated. Although
the ACT receives a share of assistance under the Act, it has no separate local government sector. This review
does not have any grant distribution implications for the ACT.

2 Asindicated in the report, this review has not involved any consideration of the grantsto local government under
the Roads to Recovery Program announced by the Prime Minister in November 2000.
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only expected values of the CPl and the national population are
known, so the size of the pools are based on expected values. The
grants actually paid to local governing bodies (LGBs)? in the particular
year reflect the estimated size of the pool for that year, plus an
adjustment if the actual size of the national funds pools for the
previous year is different from what was expected when the initial
calculations were done.

An interstate funds distribution mechanism — to distribute each
national pool of funds between the States (Sections 9 and 12). The
General Purpose pool is allocated on an equal per capita basis and the
Local Roads pool is alocated on an historical fixed shares basis.

An dligibility condition — to establish which bodies are LGBs and
therefore entitled to receive Commonwealth grants (Section 4(2)).

A set of National Principles — to guide the LGGCs in the
distribution of funds between LGBs in their State (Section 6). They
are formulated by the Commonwealth in consultation with the States
and local government and become disallowable instruments* under the
Act. The Act requires the National Principles for the distribution of
the genera purpose component to include a statement that the grants
should be distributed between LGBs on a horizontal equalisation basis,
but also ensures that all LGBs receive at least a minimum level of
funding based on their population.

Local Government Grants Commissions (LGGCs) — established
under State legidation for the primary purpose of determining the
grant allocations to LGBs in their State (Section 5).

A grant allocation process— to require LGGCs to alocate grants to
LGBs in accordance with the Nationa Principles and the Local
Government (Financial Assistance) Act 1995 (Sections 11 and 14).

A grant approval process — to ensure certain conditions placed on
the LGGC and the State have been met before grants are paid to a
State (Sections 11 and 14).

3 ‘Local governing bodies is the term used in the Act to define those bodies eligible for financial assistance
grants. It includes mainstream councils as well as other bodies established under or by State legislation, and
bodies declared to be local governing bodies by the Commonwealth Minister on the advice of the State Minister.

4 This means that once formulated by the Commonwealth Minister, they must be tabled in both Houses of
Parliament and lie before each house for 15 sitting days. After that time, if neither House has passed a motion to
disallow them, the National Principles comeinto force.
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A quarterly payment process — once grant alocations have been
approved for a State, to require the Commonwesalth to make equal
quarterly payments to the State, with the payments made around the
middle of each quarter (Sections 9 and 12).

State payment conditions and penalty provisons — to require the
States to pass on the quarterly payments to LGBs without undue delay
and without conditions, and in accordance with the allocations
approved by the Commonwealth. If the State fails to fulfil conditions
in the Act governing the payment of grants to LGBs, the State is
required to repay the funds to the Commonwealth (Section 15).

Transparency and accountability provisions — placed on the
Commonwealth and State Governments and the LGGCs. They
include:

- a requirement for the LGGCs to hold public meetings and to
accept submissions from LGBs in relation to their methods
(Sections 11 and 14);

- arequirement for the Commonwealth to provide annually to the
States the basis upon which the escalation of the grart pools has
been determined and the population estimates used to distribute the
Genera Purpose grant pool between States (Sections 8, 10 and 13);

- a requirement for the States to pass on to the Commonwealth
without amendment the grant alocations recommended by the
LGGCs (Section 11 and 14);

- arequirement for the States to provide to the Commonwealth after
the end of each financial year, an audited statement of payments
made to LGBs in that year (Section 15); and

- arequirement for the Commonwealth to table in Parliament an
annual report (the National Report) assessing the extent to which
the alocation of funds to LGBs has been on a full horizontal
equalisation basis, assessing the methods used by LGGCs and
assessing local government performance (Section 16).

A consultation requirement — to require the Commonwealth to
consult with the States and local government on the National
Principles, the National Report and the review of the Act (Sections 6,
16 and 17).

An Act review process— to require the Commonweslth to review the
operation of the Act by 30 June 2001 (Section 17).
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THE QUANTUM OF FUNDS

3. The calculation of the quantum of local government financial assistance
grants to be paid by the Commonwealth each year under the Act is:
current year grants = previous year grants” factor

Prior to 1 July 2000, the factor was calculated as:

current year State grants
factor = y g

previous year State grants

where the State grants are the sum of the financial assistance grants and the special revenue
assistance grants paid to the States by the Commonwealth in each relevant financial year.

4. Because of a real per capita guarantee given by the Commonwealth for the
State grants, the State grants in the current year were calculated as:

currentyear CPl , currentyear population

currentyear State grants= previousyear Sategrants’ : : :
previousyear CPl  previousyear population

where the CPI for the current year was for the March quarter of the current financial year
and the population for the current year was the estimate for 30 December of the year
immediately before the current financial year. For example, the CPI used for the 2000-01
grant year would be for the year ending with the March quarter 2001 and the population
used would be that at 30 December 1999.

5. In amendments that were necessary because of the New Tax System that
came into effect on 1 July 2000, the factor is now determined as:

current year CPI , current year population
previous year CPl  previous year population

factor =

which is effectively the same as the previous formula.

6. Complications arise with the application of these formulae because estimates
are required for both CPI and population before the start of the year, and the actual values
are not known until close to the end of the financia year. Inevitably, the estimates differ
from the actua value. Adjustments are made to the payments in the next financial year for
the difference between actual and estimates in the year just completed.

7. The Act provides the Federal Treasurer with a discretion to adjust the factor
up or down if the Treasurer considers there are special circumstances for doing so (Section
8 as amended with effect from 1 July 2000). In deciding whether to adjust the factor, the
Treasurer must have regard to the objects of the Act (Section 3) and ‘any other matters the
Treasurer thinks relevant’.
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INTERSTATE DISTRIBUTION

8. Once the quantum of the grants pools is known, the distribution of the grants
between States is straightforward. For the general purpose component, the States receive a
share based on their population share as at 30 December in the year before the financial year
to which the quantum relates (Section 9). For the loca roads component, each State
receives the Local Roads grants from the previous year escalated by the factor (Section 12).
This arrangement maintains the historical shares for the distribution of the Loca Roads
grants between States.

THE NATIONAL PRINCIPLES

9. The Commonwealth Minister, after consulting with State Ministers and
Loca Government Associations, must formulate National Principles (Section 6) to guide
the LGGCs in the development of their methods for allocating both the General Purpose and
the Local Roads grants. As explained earlier, these are introduced into the Parliament by
way of a disalowable instrument. Varying the Nationa Principles requires a similar
process of consultation and tabling of the instrument.

10.  The Act specifies two of the National Principles for the General Purpose
grants. They are that:

the alocation of funds must be on a full horizontal equalisation basis,
and

there must be a minimum grant for each LGB equa to its per capita
share of 30 per cent of the State’s allocation of Genera Purpose

grants.

11.  The Act defines full horizontal equalisation as an allocation of funds that
ensures that:

each LGB in a State is able to function, by reasonable effort, at a standard
not lower than the average standard of other LGBs in the State. It takes
account of differences in the expenditure required by those LGBs in the
performance of their functions and in their capacity to raise revenue.

12.  The Act gives no Principles for the Local Roads funding.
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The Current National Principles

13.  The current National Principles came into effect for the 1996-97 grant
distribution. It was intended that the application of common principles would ensure
(subject to some differences in the allocation methods of the LGGCs) that similar LGBs
would receive similar grants, at least in relative terms. The current principles are:

those applying to General Purpose funding:
Horizontal Equalisation;
Effort Neutrality;
Minimum Grant;
Other Grant Support; and
Aboriginal Peoples and Torres Strait 1slanders;
the one applying to Local Roads funding:
Identified Road Component.

14. A copy of the instrument for the current National Principles is at
Attachment D.

LGGCSAND THEIR METHODS

15. For al States except the ACT, one of the pre-conditions to receiving grants
under the Act is that they have an LGGC (Sections 11(2)(a) and 14(2)(a)). The ACT is not
required to have an LGGC (Section 5) as it has no separate local government sector.

16.  The Federal Minister may declare a body to be an LGGC for the purposes of
the Act (Section 5). Such declarations appear as notices published in the Commonwealth
Government Gazette. The body may be declared by the Minister if:

(i) thebody is established by alaw of the State;

(i1) the principale function of the body is to make recommendations to the
State Minister on local government grants; and

(i) the Minister is satisfied that the membership of the body includes at
least two people ‘who are or have been associated with local
government in the State, whether as members of a local governing
body or otherwise'.

17.  Where abody had been declared an LGGC under the 1986 Act, the 1995 Act
provided that a further declaration was not required (Section 22).
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18. Other pre-conditions to the State receiving grants are that the LGGC:
(i) has held public hearings in connection with its recommendations;

(i) accepts submissions from LGBs or Local Government Associations in
relation to its recommendations; and

(iii) operates according to the National Principles in arriving at its
recommendations.

19.  All LGGCs have a rolling program of public meetings with LGBs. They
also vist al LGBsin their State within a set period of between two and four years.

LGGCs Methods
20.  The National Principles require LGGCs to develop two separate models.

() Local Roads model. This should allocate the roads grants on the basis
of the relative needs of each LGB for expenditure on their loca roads,
and to preserve their local road assets. Relevant factors that are to be
used in the model to determine road needs include the length, type and
usage of roads. [Identified Road Component]

(i) General Purpose model. This model should allocate grants to
achieve, to the extent possible, a distribution consistent with full
horizontal equalisation. That is, the model should assess revenue
raising capacity and expenditure needs of all LGBs in the State. The
grants should be determined on the basis of the shortfal between
expenditure needs and revenue raising capacity for each LGB.
[Horizontal Equalisation]

21. In developing their General Purpose models, LGGCs are subject to three
additional requirements.

(i) The model must be constructed so that, to the extent possible, the
policies an LGB pursues should not influence the grant it receives
[Effort Neutrality]. This means that the revenue raising capacity and
expenditure needs for each LGB are calculated so that they exclude the
impact of factors which are within the control of the LGB. The LGB
can not, by its own policies, influence the size of its grant.

(i) When determining revenue raising capacity, al grants to an LGB,
whether from the Commonwealth or the State, and which can be used
to fund normal local government services, stould be included as a
revenue source available to the LGB [Other Grant Support].
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(iii) When determining expenditure need, the costs LGBs face in providing
their services should take into account the costs of providing services
to Indigenous people located within their boundaries [Aboriginal
Peoplesand Torres Strait 1dlanders].

22.  Inallocating the grants, the LGGC:
(i) determines the allocation of Local Roads grants;

(if) determinesan initial allocation of General Purpose grants based on the
revenue raising capacity and expenditure needs of LGBS;

(i) checks the initial General Purpose grants to ensure that each LGB
receives at least their population share of the grants, had 30 per cent of
the funding been allocated on a per capita basis— for those LGBs that
do not meet this test, their grants are increased up to the 30 per cent
level [Minimum Grant];

(iv) reduces grants to non-minimum grant LGBs so that only the tota
amount of funding is allocated — the grant is distributed to these
LGBs so that the allocation is, as far as possible, based on the principle
of horizontal equalisation; and

(V) rechecks the minimum grant condition at step (iii) to ensure that the
reduction of grants to LGBs in step (iv) has not resulted in other
LGBS grants going below the minimum grant.

THE ANNUAL APPROVAL AND PAYMENT CYCLE

Beforethe Start of the Financial Year

23. Before the Commonwealth budget is presented, the Treasurer makes a
determination of the estimated factor for the coming financia year (Section 7). Thisis done
in the context of the Budget preparation and the estimated factor is based upon Budget
estimates of:

the national population growth (in the 12 months to December of the
previous calendar year) — provided by the Commonwealth
Statistician; and

the Budget estimate of the growth of the CPI (using capital city CPI
over the 12 months to the March quarter of the coming financia year)
— provided by the Commonwealth Treasury.

24.  The Treasurer provides the Federal Minister with written notice of the
estimated factor, together with details of the basis on which the estimate has been made.
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25. The Federa Minister provides each State Treasurer with a copy of the
Treasurer’ s notice (Section 7) and a copy of the Statistician’s estimates of the population of
the State and of all States (Section 10).

26. For the Commonwealth Budget, an estimated final factor for the then current
financial year is also obtained using revised estimates of population and CPI growth. Using
this estimate, the estimated final entitlement for the current financial year for both the
General Purpose and Local Roads grants can be calculated. The estimated adjustment for
the current year for both components can then be calculated, along with the estimated State
entitlements for the coming financia year.

27. In June, the Statistician releases final estimates of

the population of each State for December in the calendar year
previous to the current financia year; and

the March quarter CPI.

28. Before 30 June, the Treasurer determines the final factor for the current
financial year. The Treasurer provides written notice of the factor and an explanation of the
factor to the Federal Minister. The Federal Minister then provides a copy of the
determination to State Treasurers.

29.  The estimated entitlement for both General Purpose (Section 9) and Local
Roads (Section 12) grants for the coming year can then be calculated, aong with the
adjustment to the General Purpose (Section 10) and Local Roads (Section 13) grants for the
then current year. From these, the actual cash payments and the estimated entitlement for
the States for the coming year can be calculated.

Early in the Financial Year
30. In July or August, the LGGCs have, for their State:

estimated General Purpose grants (Section 9 payments);

made actual adjustments to their General Purpose grants for the
previous year (Section 10 payments);

estimated Local Roads grants (Section 12 payments); and

made adjustments to their Local Roads grants for the previous year
(Section 13 payments).

31 LGGCs are required to allocate the Section 10 and Section 13 adjustments to
LGBs in the same proportions as the Section 9 and Section 12 payments paid to the LGBs
in the previous year (Section 15(a)).
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32. The LGGCs determine an allocation of the estimated General Purpose grant
entitlements and estimated Local Roads grant entitlements to LGBs in their State. These
allocations are required to be made in accordance with the Act and the National Principles
(Sections 11 and 14).

33. Each LGGC is required to provide to their State Minister, their
recommendations of the grant entitlements for General Purpose and Local Roads grants for
LGBsin their State (Sections 11 and 14).

34. The State Minister is required to forward these recommendations to the
Federal Minister (Sections 11 and 14).

35. If the requirements of the Act are satisfied, the Federal Minister can then
approve the allocation to the LGBs in the State (Sections 11 and 14). Under the Act, a State
is entitled to grant payments if:

thereis an LGGC in the State;

the LGGC has made recommendations with respect to the allocation of
grants among LGBs in the State;

the LGGC has held public hearings and accepted submissions in
respect of its recommendations;

the LGGC’'s recommendations are in accordance with the Nationd
Principles;

the State Minister has provided the Federal Minister with the proposed
grant allocations,

the Federa Minister is satisfied that the State has adopted the
recommendations of the LGGC; and

the State has alocated the funds to LGBs in accordance with the
approved allocation.

In August

36. Once all conditiors of the Act have been met®, the Commonwealth pays the
first quarterly instalment for the current year to each State. The State is then required to
make unconditional payments of the grants to LGBs without undue delay, and in
accordance with the approved allocation (Section 15).

5 One of the conditionsis that the first instalment cannot be paid before 15 August (Sections 9 and 12).

10
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In November, February and May

37.  On or after the 15th day of these months, the Commonwealth pays quarterly
instalments to the States. The State is then required to make unconditional payments of the
grants to LGBs, again without undue delay and in accordance with the approved allocation
(Section 15).

After the Financial Year

38.  Assoon as practicable after the financial year, the State Treasurer is required
to provide the Federal Minister with a statement setting out the payments made by the State
during the year, and the dates of those payments (Section 15(b)). The statement must be
accompanied by a certificate from the State Auditor-General certifying its content.

39.  The Federa Minister is required to have a report prepared (called the Local
Government National Report) as soon as practicable after the end of the financial year. This
report, which must be tabled in Parliament, must cover the operation of the Act in respect of
the previous financial year (Section 16) and include, amongst other things, an assessment by
the Minister, based on comparable national data, of:

the extent to which the grants have been made on a full horizontal
equalisation basis; and

the methods used by the LGGCs in making their recommendations.

11
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STATE LEGISLATION ESTABLISHING LGGCS

1. Under the Local Government (Financial Assistance) Act 1995, a State is not
entitled to a payment of financial assistance for local government purposes unless it has
established an LGGC (Sections 11 and 14). The Act also requires (Section 5) that, for a
body to be declared an LGGC, it must:

be established by alaw of the State;

have, as its principal function, the making of recommendations to the
State ‘with respect to the provision of financial assistance to local
governing bodies in the State’; and

have ‘at least two people who are or have been associated with local
government in the State, whether as members of a local governing
body or otherwise'.

2. The Act does not specify how the relationship between the State (or the State
Minister) and the LGGC might operate. The only reference to it is that before a State can
receive its grants, the Commonwealth Minister must be

‘satisfied that, in determining the manner in which the State proposes
to alocate the amount among local governing bodies in the State, the
State has adopted the recommendations of the Commission’ (Sections
11(2)(f) and 14(2)(e)).

3. This chapter examines how the LGGCs are established under the States
Acts. It also examines the arrangements under those Acts to identify aspects of the
relationship between the State Ministers and the LGGCs.

A COMPARISON OF STATE LEGISLATION

4, Some States have passed separate Acts that establish their LGGCs while
others have used their Local Government Act. A summary of the main legidative features
relating to each of the LGGCsisin Table 2-1.

5. Some of the important differences within the Acts are as follows.

12
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All States except Victoria and South Australia require a State
Government employee to be one of the Commissioners, often
appointed as the Deputy Chairman:

- in South Australia, the State Minister nominates one member and
in practice this has been a State officer.

All States except Victoria allow the State Minister to ask their LGGC
to reconsider the recommendations they make:

- inVictoria, the State Minister cannot intervene — the Act requires
the State Minister to advise the Commonweath Minister what
grants the LGGC has decided.

All States except New South Wales and Queensland require the State
Minister to accept the LGGC's recommendations or resubmitted
recommendations:

- in New South Wales, the State Minister decides the grants, taking
account of or accepting the LGGC’ s recommendations; and

- in Queendland, the State Minister decides the grants, but must take
into account the LGGC’s recommendations and comply with the
Commonwesalth Act.

In Western Australia, South Australia, Tasmania and the Northern
Territory, the State Local Government Association is involved in the
appointment of Commissioners:

- in South Australia, the Association nominates one Commissioner
and, with the State Minister, nominates the Chairman.

The requirement for a minimum grant is specified only in the
Victorian legidation, where it is called the ‘ as-of-right entitlement’.

In Tasmania, a member or employee of an LGB must resign before
they can become a Commissioner.

13
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Table 2-1 LGGCS LEGISLATION

NEW SOUTH WALES VICTORIA QUEENSLAND
What isthe Local Government Act Victoria Grants Commission  Local Government Act 1993
name of the 1993 [Part 11 and Act 1976 [Part 3]
State Act? Schedule 5]
What isthe Local Government Grants  Victoria Grants Commission Local Government Grants
name of the Commission Commission

Commission?

What arethe
functions of the
Commission?

How many

Commissioners?

Who appoints

Commissioner s?

How are
Commissioners
selected?

Torecommend to the State The LGGC decides the

Minister the grantsfor grantsfor LGBs.
LGBs. The State Minister can ask
To report on any matter the LGGC to inquire into
that the State Minister and report on any local
asks. government finance issue.
4 3
The State Governor The State Governor in
Council
The State Minister Not mentioned.

nominates three
Commissioners, one of
them being the
Chairman. The fourth
Commissioner isthe
Deputy Chairman and is
an officer of the
Department.

The LGGC recommends to
the State Minister the grants
for LGBs.

The State Minister can ask the
LGGC to advise on the
Finances of one or more
LGBs.

The State Governor in Council

Four of the Commissioners
must have knowledge of
local government, with one
of these being the Chairman.

14
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Table2-1 LGGCS' LEGISLATION (continued)
WESTERN SOUTH TASMANIA NORTHERN
AUSTRALIAN AUSTRALIA TERRITORY

Local Government
Grants Act 1978

Western Australian Local
Government Grants
Commission

The LGGC recommends
the grants for LGBs to
the State Minister.

The State Minister may
request the LGGC to
report on matters to do
with local government
finances.

The State Governor

The State Minister
nominates the
Chairman and three
other members.

The Deputy Chairman is
an officer of the
Department nominated
by the Permanent Head
of the Department and
approved by the State
Minister.

State Grants Commission Act
1976

South Australian Local
Government Grants
Commission Act
1992

South Australian Local
Government Grants

State Grants Commission

Commission

Torecommendtothe  The LGGC recommends the
State Minister the grantsfor LGBsto the
grantsfor LGBs. Treasurer.

To perform other
functions givento it
under the Act or by
the State Minister.

If asked by the State Minister,
the LGGC isto investigate
and report on non-compliance
of an LGB with the GST law.

The State Minister
may ask the LGGC
to inquire into and
report on local
government finance
matters.

The State Governor The State Governor

The State Minister and  The State Minister nominates to

the Local the Governor two people from
Government alist of four names submitted
Association jointly by the Local Government
nominate the Association, but if the
presiding member of Association does not nominate
the LGGC. them by the deadline, the

o Governor may appoint two
The State Minister and  people.
the Association each
nominate one of the

other two members.

The Secretary of the
Department nominates a
person who is an employee or
former employee of the
Department. The State
Minister must agree with the
person nominated by the
Secretary. If nooneis
nominated, the Under
Treasurer will be the member.

Local Government
Grants Commission
Act

Northern Territory
Grants Commission

The LGGC
recommends to the
Territory Minister the
grantsfor LGBs.

The Territory Minister
can ask the LGGC to
look at the finances
of LGBs.

The Territory Minister

The Territory Minister
appointsthree
Commissioners and
thefourth isthe Chief
Executive Officer of
the Agency, or hisor
her nominee.

15
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Table2-1 LGGCS LEGISLATION (continued)
NEW SOUTH WALES VICTORIA QUEENSLAND
Arethere At least two of thethree At least two members of the  If another Act says aperson

conditionson
the appointment
of

Commissioner s?

What istheterm
of officefor
Commissioner s?

What doesthe
Act say about
LGGC Staff?

What doesthe
Act say about
determining
grants
allocation?

Commissioners
nominated by the
Minister must be
familiar with local
government in New
South Wales. This can
be gained either asa
Member of an LGB or
in some other way.

Up to five years, with
possible
reappointments.

Not mentioned

Recommendations are to
comply with the
Commonwealth Act
and any principles
approved under that
Act.

LGGC areto have had an
association with local
government.

Up to five years, but may be
reappointed.

The LGGC can have a
secretary and other staff
needed to carry out its
functions.

LGBs must not get less than
the ‘ as-of-right
entitlement’.

In deciding grants, the
LGGC must ensure that
the grants are, asfar as
practicable, allocated on a
full horizontal equalisation
basis. The approach takes
into account differencesin
the funds L GBs need to
provide services and in the
capacity of LGBsto raise
revenue.

must devote all of their time
to ajob and the Act stopsthe
person from being employed
elsewhere, this does not stop
that person from being a
Commissioner.

Not longer than three years.

The Chief Executive of the
Department must give the
LGGC enough staff to allow
it to operate effectively.

The recommendations of the
LGGC are to comply with
the Commonwealth Act.

16



Sate Legislation Establishing LGGCs

Table2-1 LGGCS' LEGISLATION (continued)
WESTERN SOUTH TASMANIA NORTHERN
AUSTRALIA AUSTRALIA TERRITORY

For the three members
nominated by the State
Minister, oneis
selected from the
nominations of the
Local Government

Association of Western

Australia, another from
the nominations of the
Country Shire
Councils' Association
of Western Australia
and the third from the
nominations of the
Country Urban
Councils' Association.

Up to five years, but
Commissioners can be
reappointed.

Not mentioned.

Recommendations are to
comply with the
Commonwealth Act
and any principles
approved under that
Act.

Not mentioned.

Not exceeding five
years but eligible for
reappointment.

The LGGC has staff as
necessary. Staff are
employees of a
government
department, agency
or instrumentality.

The LGGC's
recommendations
must comply with
principles formulated
by the State and with
the Commonwealth
Act.

The LGGC may take
special needs of an
LGB into account.

The Chairman isto have
appropriate experience
in business or financial
or local government
matters.

The people nominated by
the Association must be
or have been associated
with local government in
the State.

A member or employee of
an LGB can be
nominated but they
cannot accept
appointment unless they
first resign from that
position.

The term cannot exceed
three years but the
Commissioners may be
reappointed.

An employee of the
Department can be the
Secretary of the LGGC
and may hold the
position while having a
position in the State
Public Service.

The grants determined by
the LGGC must be
consistent with the
Commonwealth Act.

The Territory Minister asks
the Local Government
Association to provide the
names of three peopleto
represent municipal LGBs
and three people to
represent community
government LGBs.

The Territory Minister then
appoints:

one person who represents
municipa LGBs; and

one person who represents
community government
LGBs.

The Territory Minister
appoints one
Commissioner asthe
Chairman.

Up to five years but they are
eligible for reappointment.

The LGGC may employ the
staff it needs, including
Territory public servants.

Asfar aspossible, the LGGC
isto ensure that the amount
recommendedtoan LGB is
enough to enable it ‘by
reasonable effort’ to
operate at a standard not
far below that of other
LGBs.

In making recommendations,
the LGGC may take into
account the special needs
or disabilities of an LGB.

17
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Table2-1 LGGCS LEGISLATIONS (continued)
NEW SOUTH VICTORIA QUEENSLAND
WALES
What arethe The State Minister may  Not mentioned. The State Minister may accept

power s of the State
Minister regarding
grant

recommendations?

What arethe
requirementsfor
reporting grant
recommendations?

ask the LGGC to
reconsider its
recommendations.

The State Minister
decides the grants
LGBsareto receive.
In doing this, the
Minister isto either
take account of or
accept the
recommendations of
the LGGC.

The State tellsthe
Commonwealth Minister
the grants the LGGC has
decided for each LGB.
Then, the State Minister
tells the Treasurer, each
member of State

Not mentioned.

Parliament and each LGB

of the grant amounts.

By 30 November, the LGGC

provides areport to the

State Minister. The report

describesthe LGGC's
activitiesfor the year
ending 31 August.

Within 30 days of the State
Minister receiving areport
from the LGGC, it must be

tabled in each House of
Parliament.

the LGGC's
recommendation or refer
them back for
reconsideration. The
Minister must give the
LGGC reasons for asking it
to reconsider its
recommendations.

In allocating the grants, the
State Minister must take into
account the LGGC's
recommendations and
comply with the
Commonwealth Act.

The Minister must table the
LGGC's recommendations
in the Legislative Assembly.
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Table2-1 LGGCS LEGISLATIONS (continued)
WESTERN SOUTH TASMANIA NORTHERN
AUSTRALIA AUSTRALIA TERRITORY
The State Minister may The State Minister The Treasurer may accept  The Territory Minister may
approve the LGGC's may approvethe the LGGC's accept the LGGC's
recommendations or LGGC's recommendations or recommendations or return

refer them back for
review. The Minister
must provide reasons
for asking the LGGC to
review its
recommendations.

The State Minister must
approve resubmitted
recommendations
without amendment.

After the State Minister
advisesthe
Commonwealth
Minister of the
recommendations, the
LGGC isto let LGBs
know their grants.

The Minister tables the
LGGC's annual report
in each House of
Parliament. It includes
details of the LGGC's
recommendations,
methods and activities
over the preceding
year.

recommendations or
refer them back for
reconsideration. The
State Minister must
givereasonsfor
returning the
recommendations.

The LGGC must
prepare areport by
30 September on its
activities during the
previous financial
year. The State
Minister must table
the report in each
House of Parliament.

may ask it to reconsider
them. The Minister
must provide reasons for
returning the
recommendations.

The Treasurer must accept

resubmitted
recommendations.

After accepting the

LGGC's
recommendations, the
Treasurer must table the
report in each House of
Parliament within 10
sitting days.

the report and ask the
LGGC toreconsider a
recommendation.

After accepting the LGGC’s

recommendations, the
Territory Minister will
table the report in the
Legislative Assembly
within six sitting days.
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Table2-1

LGGCS' LEGISLATION (continued)

NEW SOUTH WALES

VICTORIA

QUEENSLAND

Other relevant
provisions

The LGGC isto pay
LGBs the amounts
allocated to them,
without delay and
without conditions.

The LGGC can hold
hearings and make
inspections.

The LGGC may require
LGBsto provide
information to them.

LGBs and Local
Government
Associations may make
submissions to the
LGGC about the
grants.

The LGGC may require
LGBsto provide
information.

The LGGC may make
inspections, conduct
hearings, take evidence
and make investigations
relating to its functions.

The LGGC may inform itself
in the way that it considers
best.

The LGGC must accept and
consider submissions by
LGBs or Local Government
Associations.

The LGGC may hold
inquiries.
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Table2-1 LGGCS LEGISLATIONS (continued)
WESTERN SOUTH TASMANIA NORTHERN
AUSTRALIA AUSTRALIA TERRITORY
Commissioners are to The LGGC must pay The LGGC may hold The LGGC may conduct
have regard to the the approved grants inquiries and undertake inquiries and carry out
general interests of to LGBs without investigations. investigations.
lsc;;aé government in the delay. The LGGC can check the ~ LGBsareto provide
' Commissioners must compliance of LGBs information annually to the
The LGGC can carry out not benefit with GST law. LGGC.

inspections, conduct
hearings and take
evidence and make
investigationsin

relation to its functions.

TheLGGCistogive
LGBs and Local
Government
Associationsthe
opportunity to make
written submissions
about the grants.

The State will pay grants
to LGBsin line with
those approved under
the Act, promptly and
without conditions.

The State will review the
Act every fiveyears.

personally from
information they
obtain as
Commissioners.

The LGGC may hold
inquiries.
LGBs must supply

information
annually.

The LGGC may recommend
special grantsto LGBs.

The Territory Minister may
declare abody to bea
‘local governing body’.
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ELIGIBILITY FOR ASSISTANCE

1. Only organisations that are ‘local governing bodies' are eligible for financial
assistance grants under the Local Government (Financial Assistance) Act 1995. Section4
provides the definition of alocal governing body (L GB).

Local governing body means:

(@ aloca governing body established by or under a law of a State, other than a
body whose sole or principal function is to provide a particular service, such as

the supply of electricity or water; or

(b) a body declared by the Minister, on the advice of the relevant State Minister, by
notice published in the Gazette, to be alocal governing body for the purposes of
this Act.

Eligibility for Funding under Previous Legidation

2. The 1976 legidation first introduced the term ‘local governing bodies *.
Section3 of that legislation defined ‘local governing bodies in identical terms to those in
Section 4(2) of the current Act. That is, LGBs had to be ‘ established by or under alaw of a
State’ .

3. The decision to extend the digibility of bodies able to receive grants arose
from recommendations of the Self Inquiry. Its recommendations relating to the eligibility
for General Purpose grants included:

In respect of unincorporated areas, suitably representative community bodies should
be eligible for grants in exceptional cases subject to agreement between the
Commonwealth and the State government;

1 The 1973 legidlation used the term ‘local government authority’. This was defined as ‘an authority, established
by or under a law of a State, that is, in accordance with provision made by the regulations, a loca government
authority for the purposes of thisAct'.
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The Northern Territory Government should be encouraged in its efforts to integrate
Aboriginal local governments within the Territory’s local government system.
Appropriate adjustments to the level of funding should be made with the purpose of
ensuring that the new local governments are not financialy disadvantaged.

4. Eligibility of declared bodies first appeared in the Local Government
(Financial Assistance) Act 1986. The 1995 Act uses an identical definition for LGBs. The
1986 Act also required the review of that Act to examine the eligibility of declared LGBs
for assistance.

5. The 1994 Australian Urban and Regional Development Review (AURDR)
considered the issue of declared LGBs and said?:

It is reasonable to assume that where organisations such as land councils, ATSIC
and community governments find common ground, there will be increasing interest
in their being declared eligible for financial assistance grants. It is also possible that
regional organisationsin local government will also seek to be declared eligible.

The existing procedures for such a declaration are sound, recognising the position of
the creating authority which is the State or Territory in most cases.

Nevertheless, the Commonwealth, the States and the Northern Territory should
discuss jointly what principles might apply to granting eligibility status as local
governing bodies to land councils, ATSIC regiona councils or regional
organisations of local government.

6. We understand that no general principles have been developed under which
to assess the digibility to such bodies under the 1995 Act.

Current Situation

7. At June 2000, there were 690 LGBs established by or under a bw of the
State. A further 40 were declared LGBs.

8. The 690 LGBs established by or under the law of the State include
traditiona municipal and shire councils established under the State loca government
legislation, and other bodies. The other bodies are:

() in New South Wales:

the Lord Howe Idand Board — established under the Lord Howe
Island Act 1953;

2 Macklin, J 1994, Financing Local Government, Australian Urban and Regional Development Review
Discussion Paper 1, p104.
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(i1) in Queensland:

the Shires of Aurukun and Mornington Island — established under
the Local Government (Aboriginal Lands) Act 1978;

the 32 Deed of Grant in Trust (DOGIT) LGBs — established
under the Community Services (Aborigines) Act 1984; and

(iii) inthe Northern Territory:

32 Community Governments — established under the Northern
Territory Local Government Act; and

the special purpose town of Jabiru — established under the Jabiru
Town Development Act.

9. Table 31 shows the number of LGBs, including declared bodies, in each
State. Only New South Wales, Victoria, South Australia and the Northern Territory have
made use of the provision to declare bodies. In all cases except for Victoria, the declared
body is servicing communities in the unincorporated areas of a State. Table 32 lists the
declared bodies.

Table3-1 LOCAL GOVERNING BODIES BY STATE, JUNE 2000

L GBs established by Declared Total local Proportion of

State or under State law bodies governing bodies declared bodies
No. No. No. %

New South Wales 17¢ 2 180 11
Victoria 7€ 1 79 13
Queensland 15€ 0 156 0.0
Western Australia 14z 0 142 0.0
South Australia 6¢ 6 74 8.1
Tasmania s 0 29 0.0
Northern Territory 3 31 70 44.3
Total 69C 40 730 55

Source:  National Office of Local Government and 1998-99 L ocal Government National Report.
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Table 3-2 DECLARED LOCAL GOVERNING BODIESBY STATE, JUNE 2000

New South Wales Northern Territory
Tibooburra Village Aherrenge (Arunga) Minjilang
Silverton Village Ali Curung Nganmarriyanga (Palumpa)
Amoonguna Ntaria
Victoria Aputula Nyirripi
Docklands Areyonga Papunya
Galiwinku Peppimenarti
South Australia Gapuwiyak Ramingining
Anangu Pitjantatjara Gulin Gulin and Weemol Tennant Creek Remote
Gerard Community LGB Inc Ikuntji Umbakumba
MaralingaTjarutja Imanpa Urapuntja
Nepabunna Community LGB Katukatjara Walungurru
Outback Areas Community Trust  Kardu Numida Warruwi
Y alata Community LGB Northern Territory Roads Trust Willowra
Maningrida Yirrkala/Dhanbul
Milingimbi Yuelamu
Milyakburra

Source: National Office of Local Government.

10.  Currently, community LGBs — both Indigenous and non-Indigenous — are
the main types of declared bodies. There are 29 Indigenous community LGBs in the
Northern Territory and 5 in South Australia.

11.  Tibooburra and Silverton Villages are the only nortIndigenous community
LGBs to have been declared. These community LGBs are located in the unincorporated
area of New South Wales and provide services to populations totalling less than 200 people.
They were declared in 1998 and receive General Purpose grants but not Local Roads grants.

12. The other declared bodies are:

trusts providing services in unincorporated areas — the Outback Areas
Community Development Trust in South Austraia, the Northern
Territory Roads Trust® (managed by the Loca Government
Association of the Northern Territory), ard the Tennant Creek Remote
Trust Fund (managed by Tennant Creek LGB); and

the Docklands Authority in Victoria®.

3 There are roads on Aborigina land in the Northern Territory for which no LGB has responsibility. LGANT
administers a trust fund set up to maintain these roads. This Road Trust was declared an LGB for this purpose.
Each year, the Northern Territory LGGC allocates Local Roads grants to this trust fund. Up until 2000-01, the
Tennant Creek LGB administered a separate trust fund for roads on Aboriginal land near Tennant Creek. Local
Government Association of the Northern Territory now also administers these funds.

4 The Docklands Authority is established under Victorian legislation — the Docklands Authority Act 1991 — and
under this legislation has municipal functions. For this reason, a declaration may not have been required.
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13. Declared LGBs receive a very small share of the grants available nationally.
Table 3-3 shows that in 1999-2000, $6.2 million in grants or around 0.5 per cent of total
funding went to the declared LGBs. For those States with declared LGBs, the share of

grants going to these LGBs varies from 0.003 per cent in Victoria to 26 per cent in the
Northern Territory.

14. In 1999-2000, the declared bodies provided services to around 24 000
people or 0.13 per cent of the national population. On a per capita basis, they received on
average about $150 in Genera Purpose grants and $100 in Local Roads grants. This is
around three and five times the national per capita averages, respectively.

Table 3-3 FINANCIAL ASSISTANCE GRANTS TO DECLARED LOCAL
GOVERNING BODIES, 1999-2000

Number of Resident General Local Roads Total Share of
bodies  population Purpose grants grants total grants
State grants
No. No. ¢ $ $ %
New South Wales 2 182 56 05€ 0 56 056 0.01
Victoria 1 n.a 3 00C 6 000 9 000 0.0C
South Australia 6 8573 1192508 125 245 1317 748 145
Northern Territory 31 15607 2335544 2450194 4785738 26.5(
Total 40 24362 3587102 2581 439 6 168 542 0.49@
€] Proportion of funding for declared LGBs relative to funding for all States and Territoriesincluding the ACT.

Source:  1998-99 Loca Government National Report.

I ssues Raised in the Review

15. Vey few submissions to the review raised the isste of eigibility for the
grants or the arrangements for declaring LGBs.

16. The Centra Loca Government Region of South Australia asked the
Commission to consider the case for making regional bodies working with rura
communities eligible for assistance. Their submission contended that ‘these regional bodies
do not have access to funds to support their general activities ... apart from contributions
from their Member Councils, and this places a burden on small rural Councils in particular
which is not shared by their metropolitan counterparts'.

17. Redland Shire LGB in Queendand raised the specia needs of Indigenous
communities that have management responsibility for lands acquired in native title
determinations. It argued that under native title legidation, these communities would have

5 The per capita averages for 1999-2000 are $46.60 for General Purpose and $20.70 for Local Roads grants.
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a responsibility to undertake capacity building initiatives to support self-determination. It
suggested two alternative approaches to address the community’ s specia needs:

(i) theuse of disability factorsin LGGCs methods for LGBs affected; or

(i1) to fund the communities directly by making them eligible for financial
assistance grant funding.

18. Nhulunbuy is a mining town in the Northern Territory operating on a specia
purpose lease. The Nhulunbuy Corporation is a public company providing a range of local
government-type services for the community, and raising funds by imposing a rate-like
charge on residents. A partially elected town board advises the Corporation. The
Corporation believes it should be declared as an LGB but the Northern Territory
Government does not support this.

19. In their submission, the Corporation argues that:
(i) ether the Federal Government should decide eligibility; or

(i) legidation should explicitly allow for Corporations ‘who clearly do
carry out the functions of alocal government nature even though they
are a non-elected public company’ to be eligible.

In discussions in Darwin, representatives of the Northern Territory Government told the
Commission that the Territory receives a reduced royalty payment from the mining
company, recognising the costs to the mining company of providing municipal-type
services to the Nhulunbuy community.

20.  The submission from the Department of Transport and Regional Services
also commented on €igibility arrangements under the Act. It said that the current
arrangements appear appropriate and suggested the Commonwealth and the States should
consider establishing principles to apply for granting eligibility status. It also raised the
possibility of the Commonwealth having the reserve power to declare, or propose,
organisations eligible for assistance.
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THE NATIONAL REPORT

1. The Local Government (Financial Assistance) Act 1995 introduced a
requirement for the Federal Minister to have an annual report prepared on the operation of
the Act. This report has been produced covering each grant year from 1996-97 and is
referred to as the Local Government National Report. This chapter provides details of the
current status of the National Report.

2. The production of the National Report was one of the recommendations of
the Australian Urban and Regional Development Review (AURDR) of the 1986 Act.

Thereis clearly a need for uniform national reporting on the main features of
local government finance. A national reporting framework would enable the
Commonwesalth to monitor how grant funds are spent. It would alow the
Commonwealth, the States and loca government to compare outcomes
between similar LGBs in different States.

3. However, the reporting requirement introduced by the 1995 legislation goes
beyond reporting on grant outcomes. Under Section 16 of the Act, the Federal Minister
must have a report on the operation of the Act prepared ‘ as soon as practicable after 30 June
in each year’. Copies are then to be tabled in each House of Parliament. In practice, these
reports have been tabled within six months of the end of the financia year.

4, The Act aso requires the Minister to ensure that State Ministers and Local
Government Associations are consulted in connection with the preparation of the Report.
Each year, the State Ministers and the Local Government Associations have been asked for
and have provided materia for the Report.

1 Macklin, Jenny (ed) 1994, Financing Local Government: A Review of the Local Government (Financial
Assistance) Act 1986, Australian Urban and Regional Development Review Discussion Paper 2, p15.
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5. Section 16(3) of the Act requires that:

The report or one of the reports must include an assessment by the Minister
(based on comparable national data), in relation to the year, of:

(@ the extent (if any) to which the dlocation of funds for local
government purposes has been made on a full horizonta
equalisation basis as mentioned in paragraph 6(2)(a); and

(b) the methods used by the Loca Government Grants
Commissions in making their recommendations; and

(c¢) the performance by local governing bodies of their functions,
including:

(i) ther efficiency; and

(i) services provided by them to Aboriginal and Torres Strait
Islander communities.

6. During the House of Representatives second reading speech for the 1995
Act, it was said that:

The new nationa report will include information on the grants to individual
councils and categories of councils. It will report on state grants commission
methodologies in relation to both equalisation and local roads grants, on
achievement of horizontal equalisation amongst councils and on council
efficiency and effectiveness. The report will also provide information on the
operation of the act in relation to service delivery to Aboriginal and Torres
Strait Ilander communities.

| am sure that honourable members will ... recognise that local government
efficiency and effectiveness and service delivery to Aboriginal and Torres
Strait Islander communities are important and legitimate national priorities.

Reporting on services to Aboriginal and Torres Strait Islander communities
will not be a simple task. The Commonwealth does not hold most of the
information and we will need to work hard and co-operatively to ensure data
are comparable and meaningful.

7. The reporting task thus described in the second reading speech is very close
to the form that the National Reports have taken.
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LGGCs Methods and Grant Allocations

8. In relation to financial assistance grant alocations and LGGCs methods,
information in the 1998-99 National Report included:

an explanation of the grants distribution process, how grant pools are
calculated, how the funds are distributed between States and the basic
features of grants distribution methods within a State;

a statement of the key features for rating capacity, roads grants and
expenditure assessments of each of the LGGCs methods;

a comparison of average General Purpose grants per capita, by State
and by LGB classification,;

a comparison by State of the number of LGBs on minimum grants, the
share of the State population in minimum grant LGB areas, and the
share of the State General Purpose grants going to minimum grant
LGBs;

the impact of LGGCs' capping policies on grant outcomes,

an assessment from a Victoria Grants Commission review of the
LGGCs Loca Roads grant methods and the compliance of LGGCs
methods with the National Principle;

the National Principles;

descriptions provided by LGGCs of their methods for distributing
grants to LGBs;

a guide to differences in LGGCs methods, showing the impact on
grant outcomes and on the achievement of horizontal equalisation; and

details of grant alocations to each LGB (for both the current and
coming year, providing General Purpose, Local Roads and total
grants), plus some basic data on each L GB.

9. The task of assessing the achievement of horizontal equalisation is difficult
as there is no objective basis for assessing this. For instance, if an aternative but slightly
different distribution of funds for a State is proposed, it is not possible to say with any
certainty which distribution is closer to achieving the horizontal equalisation ideal. There
may be some subjective assessments of the distributions that could be made. The minimum
grant requirement also complicates this issue as it limits the extent to which horizontal
equalisation can be achieved within a State.
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10.  Although one goa of the Act is to encourage consistency in methods across
States, demonstrating that different outcomes are achieved across States does not identify
which of the methods comes closer to meeting the requirements of the National Principles.
One State may have different outcomes compared to al other States but these outcomes
may align better with the National Principles.

Local Government Efficiency

11.  There has been limited success in using comparable national data to assess
the efficiency of LGBs.

12. LGGCs do not consider the efficiency of LGBs when alocating grants.
They alocate grants based on an average level of efficiency for a service in the State. This
means that LGBs that are more efficient than average are able to provide more services
from available revenue (or have lower rate imposts) and the less efficient are able to provide
fewer services (or have higher rate imposts). Thus, efficient LGBs were already rewarded
for their improved performance.

13. Following the AURDR, the Loca Government Ministers agreed to jointly
pursue a Benchmarking and Efficiency Program. The program included three strategies for
increasing LGBs efficiency and effectiveness, one of which was to measure the
performance of LGBs by using performance indicators.?

14. In 1997, the Industry Commission (now the Productivity Commission) was
asked to review the value and feasibility of developing national performance indicators for
local government. It concluded that a nationally consistent approach to performance
indicators was not warranted but that there would be considerable benefit to the community
by improving existing State and Territory performance measurement systems®. It aso
concluded that although national performance indicators would facilitate reporting by the
Minister on local government’s performance, this requirement could be met by providing
information and analysis on:

() the application of the National Competition Policy to locd
governmert;

(i) progress by the States in improving the use of performance indicators;
(iii) developments in areas such as competitive tendering and contracting,

the increased use of service charters and measures of customer
satisfaction, and changes in the structure of local government.

2 The other strategies were to encourage LGBs to adopt continuous improvement techniques such as process
benchmarking, and to examine innovations that had the potential of providing significant gainsin efficiency.
3 Industry Commission 1997, Performance Measures for LGBs. Improving local government performance

indicators, AGPS, Melbourne, October.
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15. In reporting on LGBs performance, subsequent National Reports have
tended to focus on these issues. For instance, the 1998-99 National Report provided
summaries of:

State progress with developing key performance indicator systems for
local government;

State progress with microeconomic reform, including National
Competition Policy, competitive tendering and contracting and
structura reform;

LGBs and their innovations that received the Federa Government’s
National Awards for Innovation in Local Government in 1999;

approaches to improving planning and development systems;
the community satisfaction measurement program in Victoria; and

examples of leading practice in local government.

Servicesto I ndigenous Communities

16.  Although assessing the performance of loca government in providing
service to Indigenous communities was recognised by the Commonwealth Minister in the
second reading speech for the 1995 Act as ‘not being a simple task’, this reporting
requirement was supported by resolutions passed at the Local Government Ministers
Conference (LGMC). At the 1995 LGMC, Ministers resolved to report annualy on
progress by LGBs in meeting the needs of Indigenous communities.

17.  These reports have been published in the National Report, together with the
outcomes of projects seeking to improve services to Indigenous communities funded under
the Commonwealth’s Local Government Development Program. The Commission heard
nothing to indicate that the National Report has had any substantial impact on levels of loca
government services provided to Indigenous communities.
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