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Disclaimer  
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having access to this final report undertake responsibility for assessing the relevance and 

accuracy of its content.  

 

South Australian Productivity Commission 
GPO Box 2343 
Adelaide South Australia 5001 
AUSTRALIA  
 

Telephone:  08 8226 7828 
Email:   sapc@sa.gov.au  
Website:  www.sapc.sa.gov.au   
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About the South Australian Productivity 

Commission  

The Commission provides the South Australian Government with independent advice on 

facilitating productivity growth, unlocking new economic opportunities, supporting job creation 

and removing existing regulatory barriers.  

The Premier and Cabinet Circular PC046 sets out the objectives and functions of the Commission; 

how inquiries are referred to the Commission, undertaken and reported on; and how the 

Commission and public sector agencies work together. 

The Commission was established to assist the government to: 

i. improve the rate of economic growth and the productivity of the South Australian 
economy in order to achieve higher living standards for South Australians;  

ii. improve the accessibility, efficiency and quality of services delivered or funded by 
government;  

iii. improve South Australiaôs competitiveness for private sector investment;  
iv. reduce the cost of regulation;  
v. facilitate structural economic changes while minimising the social and economic 

hardship that may result from those changes;  
vi. take into account the interests of industries, employees, consumers and the 

community;  
vii. increase employment;  
viii. promote regional development; and 
ix. develop South Australia in a way that is ecologically sustainable. 

 

The Commission is supported by the Office of the South Australian Productivity Commission 

(OSAPC). The Chair of the Commission also serves as the Chief Executive of the OSAPC. 

For more information on the Commission, including Premier and Cabinet Circular PC046, visit the 

website at www.sapc.sa.gov.au. 

Disclosure  

The Commissioners have declared to the South Australian Government all personal interests that 

could have a bearing on current and future work.  The Commissioners confirm their belief that 

they have no personal conflicts in regard to this inquiry.  
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Key Messages  

The Commission was tasked to provide advice to councils on improving efficiency and creating 

capacity to pass on cost reductions to rate payers and to make recommendations to the state 

government on actions to cut local government costs and enhance financial accountability.  

Total operating expenditure for the local government sector grew faster than inflation over the 

decade to 2017-18 with th e fastest growth recorded for employee costs and materials, contracts 

and other costs. Wages and a changing skill mix appear to have been a significant cost driver. 

Key drivers of council expenditure growth have been growth in the volume, scope and quality  of 

both mandated (or legislated) and non -mandated services, explained, in part by population 

growth. Other cost drivers of less significance include compliance costs and cost shifting by other 

levels of government.  

Analysis of council efficiency, while constrained by data limitations, indicated that compared with 

each other, most councils achieved high levels of relative efficiency and that further significant 

improvements were possible. 

Enhancing the capacity of councils for sound decision making is key to containing cost growth 

and increasing efficiency. This includes decisions on what services to deliver, how to deliver them 

and how to manage cost pressures and allocate efficiency dividends between more and better 

services or rate reductions. 

Proposed reforms require complementary action by the South Australian Government and local 

government sector. 

To support improved council decision making, efficiency and engagement with the community, 

the Commission recommends the state government establish an information framework to be 

codesigned with councils and that would also underpin a proposed annual ñState of the Sectorò 

report by the Local Government Association of South Australia (LGASA). 

Use of the framework for performance comparisons by councils to guide continuous 

improvement will be strengthened through documentation of service standards and scheduled 

programs of service reviews. Councils will require new skills, analytical tools and a culture that 

supports innovation. 

Legislative change to develop model templates for council annual reports, long term financial and 

asset management plans is aimed at enhancing financial accountability and improving decisions.  

Management of employee costs will be assisted by legislative reform to enable groups of councils 

to negotiate enterprise bargaining agreements, coupled with increased council industrial relations 

capabilities. 

Improved council procurement policies and practices, supported by access to state government 

contracts and procurement training, and greater use of council resource sharing arrangements 

will offer further cost savings and efficiency gains.  

There are three key pillars which, if adopted by councils, will create a lean system that restrains 

costs and promotes efficiency and effectiveness: financial accountability, engaged rate payers 

and informed councils. 
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Executive Summary  

1.  The task  

The Commissionôs task was to: 

¶ understand the cost base and cost drivers of councils in South Australia; 

¶ develop and analyse measures of local government efficiency; 

¶ identify mechanisms and indicators for use by local government to improve efficiency 

over time;  

¶ provide advice on possible options to guide and assist councils to improve efficiency and 

create capacity to pass on cost reductions to rate payers; and 

¶ provide recommendations to the South Australian Government on actions to lower local 

government costs and enhance local government financial accountability. 

In doing this task, the Commission was to have regard to the changing service expectations of 

communities and the long-term financial sustainability of councils. 

The Commissionôs advice will contribute to the development of a broader plan by the South 

Australian Government for reforming local government in South Australia, comprising:  

¶ stronger council member capacity and better conduct;  

¶ efficient and transparent local government representation ; 

¶ lowering costs and enhanced financial accountability in local government (to which this 

inquiry is contributing independent advice regarding determinants of  costs, options to 

lower council costs and how to ensure lower costs flow through to ratepayers) ; and 

¶ simpler regulation. 

The drivers of revenue, including the setting of rates, are outside the Commissionôs terms of 

reference, except to the extent that rev enue sources are tied, that is, when they carry an 

obligation to be spent on specific programs, services or assets.   

2.  The Commissionôs approach 

The Commission analysed trends in council costs, the drivers of those costs and efficiency in the 

local government sector over the period 2008 -09 to 2017-18. This work was complemented by 

wide consultation with councils and other key stakeholders, including receipt of written 

submissions. These consultations, and an examination of recent reforms in South Australia and 

other jurisdictions, helped to inform the Commissionôs recommendations to the South Australian 

Government and complementary advice to councils. 

In developing recommendations and advice, the Commission was guided by legislative 

arrangements governing the operation of councils, reflecting the principle that South Australian 

councils are primarily accountable to their communities in carrying out their roles and functions. 

The Commission has also considered the very important role of councils in creating the  

environments in which ratepayers live and work and their proximity to the community.  

3.  Costs: trends and drivers  

Analysis of data provided to the Commission found that council operating expenditure has grown 

at a faster rate than indicators of changes in prices. Total operating expenses by all councils 

rose, on average, by 4.2 per cent per annum between 2008-09 and 2017-18.                           
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In comparison, the consumer price index (CPI) rose by 2.1 per cent and the local government 

price index (LGPI) by 2.6 per cent per annum. 

The Commission analysed councilsô operating expenditure from two perspectives: the 

expenditure by service area categories such as waste and transport; and the key aggregate cost 

components of: employee costs; materials, contracts and other costs; and depreciation which 

respectively accounted for 35 per cent, 41 per cent and 23 per cent of  total sector operating 

expenditure in 2017-18. 

These proportions of spending by expenditure category and by cost components have not 

changed materially since 2008-09.  

Major cost components  

Total sector growth in materials, contracts and other expenditure , averaging 4.0 per cent per 

annum over the decade to 2017-18, reflects growth in the volume, scope and quality of services 

provided by councils. Growth in population and property numbers, while low, is likely to have 

caused some of this growth. 

Total sector expenditure on employee costs increased slightly faster at 4.5 per cent per annum 

and reflects relatively high growth in SA local government sector average weekly earnings of 4.5 

per cent per annum compared to 3.0 per cent for the state as whole (as est imated by the 

Australian Bureau of Statistics). 

The rise in depreciation costs, which averaged 4.5 per cent per annum, has largely been driven 

by growth in the stock of council assets.  

Finance costs have been negligible and falling over the decade as councils have tended to 

finance their operations using internal funds, or equity, rather than debt.  

Service expenditure categories  

More than half of councilsô operating expenditure is devoted to transport, recreation, other 

environment and waste management. Analysis of operating expenditure by fourteen service 

categories indicates that the mix of services delivered has not changed significantly over the last 

seven years.  

Feedback from councils drew out an important distinction between what the Commission has 

termed mandated functions, where the state or other government requires local government to 

provide that function by statute, and non -mandated functions where ultimately local government 

decides whether or not to provide the functions.  

The Commission heard that expenditure growth was influenced by a number of factors not fully 

within council control: mandated requirements by the state and Australian governments (both 

unfunded and partially funded); population growth and density; and size and location of coun cils.    

While services mandated by the state government are relatively small in number, they accounted 

for 46 per cent of sector operating expenditure in 2017 -18. Mandated services consistently 

accounted for a higher proportion of operating expenditure fo r rural councils, at close to 60 per 

cent, compared to 40 per cent for urban councils, reflecting the relative importance of the 

transport function, mainly roads.   
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Major c ost drivers  

Councils have varying degrees of control over factors which influence their cost. Some are 

externally determined, including, for example, the broader regulatory environment or population 

growth, which drives up demand for services. Other factors, such as the prices councils pay for 

labour and other inputs, are influenced by councilôs industrial relations arrangements and 

procurement practices.  

Cost-shifting, regulatory compliance costs and the expansion of mandated responsibilities under 

state legislation were identified by councils as cost drivers over which they have limit ed control. 

On the basis of available evidence, the Commission finds these factors have contributed to 

council cost pressures. While the Commission was unable to quantify the impact on council costs 

it considers that, based on available evidence, their impact has been relatively small in recent 

years during the period examined.  

The Commission notes that while councils frequently pointed to cost-shifting as a factor, that is, 

a requirement to deliver a function without sufficient resources being provided to  do so, it is 

important to distinguish it from cost sharing where local government has the option to accept 

tied funding with ongoing commitments. In such circumstances, councils may decide to bring 

forward future planned expenditure to exploit funding opp ortunities: this is clearly not, in the 

Commissionôs view, cost shifting. 

Cost drivers that are more strongly controlled by councils include decisions on which non-

mandated services to deliver and how to deliver them. Council decisions on scale, scope and 

quality standards, for both mandated and non -mandated services and choice of technologies and 

business processes which affect costs and efficiency. A number of councils submitted that wider 

scope and higher quality of services, in response to community demand, have been significant 

contributors to growth in expenditure . 

Councils have a significant influence over their employee cost expenditure through decisions on 

staffing, and related decisions on in-house delivery of services versus outsourcing, and their 

negotiation of enterprise bargaining agreements (EBAs). Similarly, councils directly influence 

their materials, contracts and other costs through their decisions on procurement policies and 

practices. Industrial relations and procurement practices have been identified by the Commission 

as important areas of reform to help contain cost growth for these two major categories of 

council expenditure. 

The majority of councils linked growth in employee cost expenditure to  the current industrial 

relations arrangements. Many councils, particularly in rural areas, also cited difficulties in 

attracting and retaining skilled staff as contributing to labour cost pressures.  

A number of factors were identified by councils as likely to put upw ard pressure on procurement 

costs: lack of ability to attract and retain qualified or experienced procurement staff, especially 

the case in rural councils, a lack of training opportunities for procurement staff, and processes 

that place excessive red-tape requirements on contractors and suppliers. 

Complicated tender documents were also seen as increasing the costs of procurement and over-

prescription of outcomes in tendering reducing the potential for innovation from tenderers.  

Opportunities to aggregate procurement among councils were viewed as an effective method of 

lowering costs to councils. However aggregated procurement was not seen as always 

appropriate by councils where they have different requirements as well as a desire to support 

local businesses. 
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In addition to the benefits of aggregated procurement among councils, many councils suggested 

opportunities to obtain greater bargaining power and economies of scale through access to state 

government contracts and pricing.  

Many councils include a óbuy localô provision in their procurement policy to give weighting to local 

businesses when tendering for goods and services. This requirement means the pricing is likely 

to be less cost effective and this cost burden is borne by local communities.  

Action to restrain  costs  

The Commissionôs analysis of cost drivers has been constrained by a lack of data, particularly 

with respect to outputs and service standards. On the evidence available, including consultation 

with councils, the Commission concluded that increases in the volume, scope and quality of 

services have been significant drivers of the sectorôs expenditure over the last decade. This is 

true of both mandated (or legislated) and non -mandated services and is likely to be strongly 

influenced by decision making at the local level.   

This includes decisions about what services to provide and how to provide them . It also includes 

decisions on how to improve performance over time, contain expenditure growth and use 

efficiency dividends to lower rates or provide more and/or better services.  

The Commission considers that enhancing councilsô capacity for sound, well-informed decision 

making will improve their performance over time, lift efficiency and financial sustainability and 

create capacity to pass on the benefits of cost reductions to ratepayers.  

The Commission notes that, as a rule,  better information on council inputs and outputs and 

analytical tools will deepen understanding of cost drivers and the capacity to manage their 

impacts. This will help to clarif y, for councils and their ratepayers, the trade-offs between more 

or better services and higher expenditures, as well as improving transparency and accountability. 

In short, this contributes to better decision making. The Commission observed many councils are 

making efforts to improve their understanding of their costs and cost drivers.  

Clarify the service mandate  

In the case of services mandated by legislation, the Commission accepts that councils have no 

control over what services are required. That said, they retain a considerable degree of local 

autonomy over how they deliver such mandated services and the choice of service standards.  

Mandated services are comparatively small in number but accounted for 46 per cent of the 

sectorôs operating expenditure in 2017-18, and a larger proportion for rural and remote councils. 

Councilsô decision making on the scope, volume and quality of the services ï both mandated and 

non-mandated ï that they provide in their communities could benefit from additional guidance i n 

the Local Government Act. The Commission has formed the view that limited and targeted 

amendments to sections 6, 7 and 8 of the LG Act ï which outline councilsô principal roles, 

functions and the principles that should inform their decision  making ï could usefully make 

explicit that there are different ways that councils can undertake functions in the LG Act, without 

being necessarily directly involved in service delivery.   

Alternatives to direct service provision that councils could consider include roles such as, 

advocate, facilitator or part -funder. Section 7, in particular, would benefit from greater clarity in 

relation to the different ways in which a council can develop and implement the functions 

contemplated in the LG Act.          
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Workforce  

The Commission considers that difficulties in recruiting and retaining skilled labour and 

deficiencies in education and training systems have exacerbated labour cost pressures, 

particularly in rural areas. These issues are not just a problem in local government but also 

impact other sectors, particularly in rural areas.  

There are opportunities for councils to engage with training organisations and state and 

Australian governments to improve the training and skills of council staff. There are further 

opportuniti es for groups of councils to share skilled labour, especially in rural areas. 

A sector-wide approach to workforce development which complements and utilises South 

Australian and Australian Government initiatives is likely to be more effective than separate 

competing individual council efforts to address skill gaps. 

Industrial relations  

Notwithstanding the diversity of views in the sector, the current industrial relations environment 

has also been highlighted by councils as an obstacle to achieving greater efficiencies and 

containing growth in employee costs in the sector.  

It is characterised by high transactions costs and, for a significant proportion of councils, and an 

imbalance in the negotiating power and requisite skills between councils and unions, especially 

for some smaller councils. The resulting differences between councils in EBA outcomes have the 

potential to limit councilsô capacity to undertake resource sharing and joint ventures by creating 

differences in salaries and conditions. This point appears to relate to differences in pay levels, 

rather than the rates of increases in pay.  

Given the significant contribution made by employee costs to councilsô total operating 

expenditure, the Commission sees merit in limited reform of the industrial relat ions environment 

to provide for councils to group together to bargain more effectively and lower transaction costs. 

This could be achieved by enabling groups of councils to negotiate EBAs, thereby facilitating 

outcomes that more appropriately reflect local  circumstances. 

The establishment of a ócommunity of practiceô whereby councils can share information about 

effective tools, methods and approaches to enterprise bargaining would further assist in 

managing employee costs in the sector. 

The Commission notes that both the Australian Workersô Union (AWU) and the Australian 

Services Union (ASU), which together represent a significant proportion of the local government 

workforce, have expressed qualified support for limited industrial relations reform, including  the 

formation of groups of councils for the purpose of enterprise bargaining.  

The Commission notes that this reform will require amendments to the applicable legislation, 

potentially including both the Fair Work Act 1994 and the Local Government Act.  

Pro curement  

There are varying degrees of sophistication in procurement among councils in South Australia 

which may have implications for efficiency. Many of the issues experienced by councils were also 

observed by the Commission, during its separate inquiry into state government procurement, to 

be shared by state agencies including limited expertise and training, red tape costs, risk aversion, 

barriers to innovation and poor contract management.  
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There are opportunities to achieve savings through aggregated procurement among councils, 

especially with a regional focus, or for sharing procurement expertise across a number of 

councils. 

Many councils procure in thin markets, where there is a limited number of suppliers. 

Collaborative procurement activities by councils can relieve pressure on costs. The Commission 

notes that meeting local preferences is important to many councils, and as a result aggregated 

procurement and cross council contracts are not always appropriate. The Commission considers 

the increased costs of procurement, and the burden on the rest of the community, should be 

assessed and made transparent in the application of this policy. 

The use of model documents offers cost savings to councils through streamlined processes and 

assisting non-specialist procurement staff. Standardised templates for procurement documents 

across councils also reduce costs for suppliers, particularly where suppliers are seeking contracts 

across multiple councils.  

Smaller councils often do not have dedicated procurement teams to develop, improve and 

update policies, procedures and templates. There is merit in the sector, through the Local 

Government Association of South Australia (LGASA) developing a model procurement policy and 

regularly reviewing both the model policy and associated guidelines and templates to assist 

councils to maintain up-to-date, best practice procurement policies and practices. 

Resource sharing  

The Commission was informed of a variety of resource sharing arrangements in which many 

councils are engaged, ranging from informal sharing of staff and equipment, to the 

establishment of subsidiaries to deliver services. Resource sharing activities, in some 

circumstances, have been demonstrated by councils to be an effective mechanism for cost 

savings and/or service improvements.  

Many councils said that resource sharing by councils can deliver efficiency gains and there were 

further opportunities for cost saving through resource sharing. Some councils identified potential 

barriers, including differing priorities, d ifferences in IT systems and HR policies, geographical 

distances and additional overhead costs. 

To capitalise on the potential for resource sharing to deliver cost savings the Commission 

proposes that the local government sector, through the LGASA, develop and provide advice on 

options for resource sharing and develop skills and systems to enable joint arrangements. 

4. Efficiency and continuous improvement  

An analysis of efficiency and productivity in the local government sector was undertaken using 

data over the period 2008-09 to 2017-18. It showed that most SA councils achieved a high level 

of relative efficiency when compared to all SA councils; technical efficiency remained relatively 

constant; and measured total factor productivity fell by an average of 0.8 per cent a year.  Based 

on consultations and considering the technical limitations of the methodology  (Data Envelopment 

Analysis (DEA)), the Commission concludes that the declining trend in measured productivity is 

most likely to be largely attributa ble to the unmeasured changes in scope, quality and volume of 

council services provided. 

The findings of the efficiency analysis highlight the importance of concerted and consistent 

sector-wide efforts to measure efficiency and related aspects of performance. Analysis of council 

efficiency and productivity is an important starting point in improving business processes and 
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management decisions aimed at lifting efficiency across the local government sector. These 

improvements will create the capacity to pass on the benefits of cost reductions to ratepayers.  

The Commission notes that recent reforms in the local government sector have focussed on 

shaping the relationship between state and local government and lifting the financial 

sustainability of the sector.   

Performance comparisons  

In its consideration of mechanisms which the sector could use to improve performance over 

time, the Commission makes an important distinction between performance comparisons 

between councils relevant to informing communities and triggering further investigation, and 

benchmarking relevant to management, for which detailed and specific information is required.  

Most councils engage in some form of performance monitoring, and many are engaged in 

collaborative benchmarking projects with other councils, some of which demonstrated the 

potential to yield high returns to participating councils in terms of cost savings or capacity 

improvements. The Commission found the specific example of the project between the City of 

Charles Sturt, City of Marion and the City of Port Adelaide Enfield very informative.   

Such benchmarking places substantial demands on councilsô resources, including existing 

databases, reporting systems and workforce skill sets and needs to be justified by an expectation 

of significant improvements in efficiency and savings that repay the effort . An expansion of 

benchmarking between groups of councils will require: councils to develop their workforces to 

manage data collection and analysis; and a matching upgrade of information systems. 

All councils can benefit from access to a shared data set, collected in a consistent fashion and 

designed in a way which is relevant to their decision making. None of them has the incentive to 

manage the design and operations of the whole project. There is a case then for the group as a 

whole to collaborate to do so in cooperation and with leadership from the state government. Th e 

results of the efficiency analysis also highlight the value of collaborative efforts to identify 

continuous improvement opportunities, as well as the importance of council input into the design 

of a suitable framework and choice of indicators.   

The Commission considers a sector-wide performance comparison framework would be an 

important tool to inform the South Australian community about the performance of its councils 

and to inform councils about their relative performance.  Reliable, comparable information is a 

foundation of evidence-based decision making. Access to online comparative information on all 

councils will improve transparency and accountability.  

The Commission sees particular value in comparative performance information that better 

informs council choices on what services to provide and how to provide them. The purpose of 

this comparative information is to h ighlight performance gaps among councils. This information 

will also assist councils in identifying peers with which to conduct detailed benchmarking to drive 

continuous performance. 

There are significant potential benefits to the state government, includi ng increased transparency 

and accountability of local government, access to more timely information on council 

performance and developments, and enhanced evidence-based engagement with the local 

government sector. It will also be an important tool to infor m the South Australian community 

about the performance of its councils.  
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The Commission therefore proposes that a sector-wide comparative information framework be 

established, and that reference be made to the framework and its purpose in legislation.  

Setti ng performance comparisons in a wider context  

The Commission notes that performance comparisons are set in a broader historical context of 

the reforms to the local government sector, including financial sustainability, asset management 

and business planning. There are several indicators of council performance, especially in the area 

of financial sustainability. Councils are required to report some of these indicators in their annual 

reports, business plans, budgets, long term financial plans and infrastructure and asset 

management plans as part of their legislated planning and reporting requirements. A sensible 

approach would integrate these indicators with the infrastructure of comparative performance 

measures to provide a complete set of measures for councils and their communities. 

While a common data set would be developed, there are different audiences for the use of the 

data. Some users are managers of councils, who might use the data to interrogate their 

operations and identify opportunities for improvement. These efforts could involve various forms 

of benchmarking. Also important is messaging to communities, to give them a sense of the 

trade-offs involved in decision making about services provisions. 

Participation by councils  

As noted, councils can benefit from participating in a sector -wide comparative performance 

framework. The participation of all councils is important to its success. Benefits to councils 

include access to better quality data to inform decision making and guide continuous 

improvement, as well as to inform communications with rate payers and the state government.   

In terms of implementing a sector -wide performance reporting framework, the Commission 

concluded there is broad, but not unanimous, support for an approach which allow s for design 

and testing of the framework and sufficient time for councils to build analytical capacity and 

capability and minimise additional administrative costs. That said, there were differences in view 

about what should be included and concerns about how such a task might be approached. 

The LGASA is the obvious body to lead the work on behalf of the local government sector to 

establish a broad information framework to enable high level comparisons of performance. An 

economy of design will be important in reducing the cost and reporting burden on councils.  

Data integrity to underpin comparisons  

To promote confidence in the framework, state and local governments will need to consider data 

integrity measures to ensure data are of an appropriate quality.  

The Commission concludes that the South Australian Government has an important leadership 

role in enabling the comparative framework and ensuring the integrity of the data. In the 

approach proposed by the Commission, the Minister for Local Government would endorse the 

framework developed jointly by his department and the LGASA. As part of ongoing data integrity 

measures, the role of council audit committees could be expanded to include an assessment of 

the data quality.  

While the data from the South Austral ian Local Government Grants Commission (SALGGC) is a 

starting point, additional information as well as further guidelines and training relating to the 

treatment of expenditure are required. That will help improve data integrity. An ability to 

disaggregate the materials, contract and other expenditure category given its significance and 
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incorporate additional workforce data will be important. Additional controls and processes will 

contribute to accuracy, comparability, consistency and timeliness of data.  

Reporting  

With respect to reporting on the framework, t he Commission proposes that the LGASA produce 

an annual ñState of the Sectorò report for the Minister that, among other things, would capture 

sector-wide performance. In addition, the Commission proposes that council annual reporting 

include performance reporting. 

Performance reporting complements the information provided in other areas by councils and 

adds to an understanding of that information. The Commission is therefore proposing that 

performance data reporting be integrated with other material.  

Good quality long term financial and infrastructure and asset management plans play an 

important role in improving not only efficiency but also accountability and transparency of council 

activities. The Commission has observed that the quality of these plans across the sector is 

variable and that in some cases, up to date plans are not available on council websites. The 

Commission is of the view that current regulations do not provide sufficient guidance to co uncils 

on preparing good quality plans, and that there is value in establishing minimum standards 

embodied in templates to guide preparation of these plans, similar to those for council financial 

statements. This would support informed decision making as well as providing consistent data for 

the sector wide information infrastructure.  

The Commission also recognises the importance of minimising increases in costs to councils 

associated with any increase in reporting requirements.  

5.  Governance, accountability and transparency  

The Commission, as part of its terms of reference, was required to consider recommendations on 

actions the South Australian government could take to enhance local government financial 

accountability. 

Scope and clarity of loc al government role  

South Australiaôs legislative framework recognises local government as a separate and legitimate 

sphere of government and also provides councils with a high degree of autonomy to act as 

decision makers in their communities. While this is especially important in relation to non -

mandated services, where councilsô discretionary authority is greatest, it is also important when 

councils consider the scope and quality of service provision for mandatory services. 

The Commission notes that the very general nature in which councilsô functions as defined in the 

LG Act has helped to enable an expansion in the non-mandatory services provided by councils, 

thereby having a significant effect on costs and efficiency in the sector.  

Several councils emphasised that the stateôs legislative and governance environment, while 

granting local government considerable autonomy, has also facilitated a generally unfunded 

transfer of regulatory and service responsibilities by the state government.  

Some councils have argued that costs and responsibilities have increased substantially as a direct 

result of legislation assigning responsibilities to the sector, along with statutory fees and charges 

that are set by the state government, but which do not always cover council sô costs. Councils 

have consistently argued that many of the responsibilities transferred or assigned under 

legislation involve a form of cost shifting.  
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The Commission accepts that ócost shiftingô accurately describes situations where the higher level 

of government removes or reduces a previously agreed cost sharing arrangement. This can leave 

councils with service delivery or regulatory responsibilities without sufficient funding to cover the 

ongoing costs of delivering the function. In such situations, it  would be appropriate for the state 

government, as the higher level of government mandating the provision of a service by councils, 

to review its legislated fees and charges on a regular and formal basis. That said, the 

Commission takes the view that the term ócost sharingô, not cost shifting, is a more accurate 

description of the division of delivery and funding responsibilities where local government has 

chosen to accept tied and time-limited funding.  

Several councils consider that the LG Act, particularly the principles in section 8, place an 

obligation on councils to be responsive to community preferences and expectations beyond 

considerations of efficiency and subsidiarity. 

The current legislative framework does not always provide clear or sufficient gu idance on the 

respective responsibilities of the two spheres of government, especially where functions or 

responsibilities might overlap. A clear and consistent division of responsibilities between state 

and local governments underpins an efficient allocation of resources between them. This, and 

legislative clarity regarding mandatory service provision by councils, would assist councilsô 

understanding of the boundaries around their autonomy and would provide a stronger 

foundation for council decision making and resource management.  

This also provides a means for resolving debates about cost-shifting and gives councils a 

consistent basis on which to engage more effectively with their communities regarding their 

plans and performance with respect to the scope and quality of facilities and services. That also 

includes the use of any dividends from efficiency improvements. 

Service standards  

Documented service standards are an accountability measure and provide information to 

communities on what they can expect f rom their council.   

Adopting documented service standards will not in itself reduce costs to councils, however it can 

provide opportunities for improved governance and decision making. By better understanding the 

impact on costs of councilôs decisions on service standards, a council can better align service 

provision to community expectations and outcomes.  

Definition and measurement of service standards will enable councils to make informed decisions 

regarding expenditure and to understand and communicate to ratepayers choices and trade-offs 

between quality or level of service and costs. Higher spending councils will be in a better position 

to explain to ratepayers and the South Australian Government where this is a result of 

community demands for higher service standards, for instance. 

The Commission notes that while some councils have not adopted formal service standards, 

others have well documented and defined service standards and formal reporting against them. 

The Commission heard that most councils conduct regular service reviews. 

While many councils supported the idea of benchmarking themselves against documented 

service levels as a way of improving efficiency, some smaller councils were concerned about 

additional administrative and financial burdens that requirements for increased service reviews or 

documentation of service standards would place on them. 
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There is value in the sector developing a ómodel service standardsô template to increase 

comparability of service standards across councils, as well as to reduce the costs to councils of 

developing their own. Importantly, the introduction of documented m odel service standards will 

help to enable performance comparisons between councils on service delivery. This will also aid 

in developing the ability of ratepayers and elected members to develop órules of thumbô about 

the relationships between service quality and costs of provision.  

While the development of required long  term financial plans and infrastructure and asset 

management plans involves decisions on the level of services, these are not generally explicitly 

documented. A small number of councils document service standards and report against them. 

Such information is highly relevant to the design of the suite of comparative performance 

measures discussed in the preceding section. 

The Commission acknowledges that achieving direct comparability across the sector will be 

challenging, given differences in definitions of services and their scope, but there is value in 

having documented service standards irrespective of their ease of comparability. The 

Commissionôs preferred approach is to encourage councils to adopt documented service 

standards, rather than to prescribe any particular form of service standards.   

Given that around half of council expenditure is on services mandated by the state, but with 

discretion over how these services are provided and to what standard, there is value in additional 

guidance from the South Australian Government about minimum expected service standards for 

mandatory services. Determining a minimum service standard in consultation with the local 

government sector, would assist councils in service planning delivery, communicating with 

ratepayers and possibly improve the relationship between councils and the South Australian 

Government. 

Data integrity, performance and financial accountability  

In relation to councilsô compliance with their statutory reporting and accountability obligations, 

the Commission notes councilsô consistently expressed views that no independent body, including 

the Auditor-General, has found evidence that the sectorôs compliance standards fail to meet the 

legislated requirements.  

The Commission accepts that councilsô accountability to their communities could also be usefully 

enhanced by seeking ways to improve the public consultation processes that are currently 

required under section 50 of the LG Act. Enhanced public consultation could be utilised to 

facilitate deeper engagement with ratepayers and increase communitiesô ability to become more 

ódemandingô customers of local government. The Commission expects that the indicator 

framework that it has proposed  will assist in achieving this outcome. 

The Commission considers that any expansion of the current external auditing requirements 

would focus, as a first priority, on certifying the integrity of the data that will form the 

performance comparison framework. This is because the overall quality of councilsô data will 

affect both the quality of council decision making and the usefulness of the proposed sector wide 

comparison framework. There is a balance to be reached between appropriate oversight and the 

costs of compliance, The Commission considers that an appropriate first step to ensure ongoing 

data integrity is through an expansion of the functions of councilsô audit committees.  

Incorporating information already gathered by councils as part of their admini strative and 

financial planning and reporting obligations will strengthen the value of the broad performance 

information framework to be developed with only minimal increases in councilsô reporting burden 
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and compliance costs. Adapting and expanding existing audit mechanisms will also contribute to 

increasing the efficiency, at minimal additional cost, of implementing the framework.  

Framework for council decision making  

The thrust of the South Australian approach to the role of councils is to treat them as 

accountable to their own communities. The framework that the Commission seeks to develop is 

expected to contribute to that goal. In addition, councils as a group attrac t regular attention 

from the media and other interests in the community. The information framework recommended 

here will assist councils to tell their story to their ratepayers and the wider community.  

Consideration of the cost drivers and the institution al framework for council decision making has 

led the Commission to the view that there are three key pillars which, if adopted by councils, will 

create a lean system that contains costs and promotes efficiency and effectiveness: 

Å financial accountability - including a demonstrated commitment to financial sustainability;  

Å engaged rate payers ï informed by documented service standards and comparison across 

councils about the trade-offs between more/better services and lower rates; and  

Å informed councils ï able to access a system for comparisons of performance across 

councils and over time. 
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Recommendations to the South Australian 

Government and advice to Councils  

The Commission has been asked to provide advice on possible options to guide and assist 

councils to improve efficiency and create capacity to pass on cost reductions to ratepayers, and 

to provide recommendations on actions by the South Australian Government to lower local 

government costs and enhance local government financial accountability. There is significant 

complementarity between the Commissionôs recommendations to the South Australian 

Government and its advice to councils. In this section the Commission presents both 

recommendations and advice, grouped under the four themes of : information for improved 

decision making; managing cost pressures; efficiency and continuous improvement; and 

governance, accountability and transparency. Some recommendations and advice relate to more 

than one theme but have been placed where they are m ost relevant.  

Information for improved decision making  

Recommendations to the South Australian Government  

Recommendation 1 

To support council efficiency improvement, financial accountability and engagement with 

communities and the state government, the Commission recommends that the South Australian 

Government establish a broad information framework, with a range of indicators published 

online, to enable high level comparisons of councils, including with themselves over time, for the 

purposes of providing:  

a) councils with information to support decision  making and continuous improvement;  

b) communities and ratepayers with consistent information about their council performance 

and productivity, including comparisons with appropriate councils; and 

c) state and Australian governments with information to allow better informed engagement 

with local government and decisions which affect local government. 

 

Recommendation 2  

To optimise the value to councils, ratepayers and the government of the information framework , 

the Commission recommends that the South Australian Government codesign the framework 

with the Local Government Association of South Australia (LGASA) for endorsement by the 

Minister for Local Government, taking account of the principles of:   

a) drawing from existing datasets and reports in the first instance ; 

b) minimising additional reporting burden on councils and possibly replacing some existing 

reporting requirements; 

c) achieving high data integrity through common definitions and concepts; and 

d) enabling comparisons across councils. 

 

Recommendation 3  

To optimise the value of the framework to councils, ratepayers and government, the Commission 

recommends the South Australian Government codesign with the LGASA a suite of indicators for 

all councils that p rovides comparative information on costs, output levels for key services and 
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measures of efficiency, effectiveness and financial performance as well as characteristics of 

councils which affect and explain council differences on these measures.  

Recommendat ion 4 

To optimise confidence in the ongoing quality, integrity and management of the information 

framework the Commission recommends that the South Australian Government locates the 

ongoing management of the information framework and website in an appropri ately independent 

body. 

Advice to councils  

Advice 1  

To guide and assist improvements in efficiency and create capacity to pass on cost reductions to 

rate payers, the Commission proposes that the LGASA, on behalf of and in conjunction with the 

local government sector,  

a) work with the South Australian Government to establish a sector wide comparative 

performance indicator framework that enables comparisons between councils and over 

time to assist decision making by council leaders and to inform communities; and 

b) compile and provide to the Minister for Local Government an annual óState of the Sectorô 

report on sector-wide performance. 

Managing cost pressures  

Mandatory Services  

Recommendations to the South Australian Government  

Recommendation 5 

To lower local government costs and enhance local government financial accountability, the 

Commission recommends that the South Australian Government clarify and improve aspects of 

the relationship between the South Australian Government and local government by:  

In the sho rt term  

a) identifying and addressing inefficiency and red tape from the South Australian 

Government mandated services on councils; 

b) adopting a strong review process which provides an assessment of the impacts on local 

government to inform state government  decisions that could have an adverse effect on 

local government; 

c) clarifying relevant aspects of s6, s7 and s8 of the Local Government Act 1999 to make 

clearer the range of options available to councils in the performance of legislated 

functions. 

In the me dium term 

d) clarifying local government responsibilities, including establishing measurable minimum 

service standards, for mandated services provided by councils;  

In the long term  

e) clarifying the respective responsibilities of the South Australian and local governments to 

remove unnecessary overlaps or duplication and reduce uncertainty between 

governments. 
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Employee costs  

Recommendations to the South Australian Government  

Recommendation 6 

To reduce transactions costs to local government, the Commission recommends that the South 

Australian Government facilitate more flexible and efficient enterprise bargaining arrangements 

by making appropriate legislative amendments to allow a group or association of councils to 

negotiate enterprise bargaining agreements under the Fair Work Act 1994.  

 

Advice to councils  

Advice 2  

To help contain local government costs the Commission proposes that councils lift industrial 

relations management capacity by: 

a) advising government of their willingness to make use of the recommended legislative 

changes to enable councils to form groups, for the purposes of enterprise bargaining 

arrangements and other industrial relations matters ; and 

b) as a sector, through the LGASA, establishing a community of practice to share methods, 

tools and approaches to enhance councilsô capacity to engage in enterprise bargaining 

more effectively. 

Procurement  

Recommendations to the South Australian Government  

Recommendation 7 

To assist in improving the value to councils from procurement through lower costs, higher 

capability and efficient procurement process, the Commission recommends the South Australian 

Government make provision, in implementing its response to the Commissionôs Government 

Procurement Inquiry Stage 1 , for councils to access: 

a) state government training opportunities for procurement; and  

b) state government contracts and pricing.  

 

Advice to councils  

Advice 3  

To further lower council costs through improved procurement policies, practices and capabilities 

the Commission proposes that the LGASA promote the adoption of contemporary procurement 

policies and practices by developing a model procurement policy, while continuing to update 

procurement document templates and guidance as well as facilitate additional training 

opportunities. 
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Advice 4 

To help reduce the costs of materials the Commission proposes that councils place a greater 

focus on collaboration in procurement, including through:  

a) aggregated procurement through the LGASA, regional groupings, bilateral agreements 

or other appropriate vehicles;  

b) greater use of pre-qualification processes, including council acceptance of pre-

qualifications of other councils; and 

c) greater shared use by councils of panel contracts. 

 

Resource sharing  

Advice  to councils  

Advice 5  

To capitalise on the potential f rom the use of resource sharing to deliver efficiency gains the 

Commission proposes that councils: 

a) seek advice from the LGASA on the range of options for resource sharing (e.g. sharing 

of service specifications, joint tendering, shared plant, shared staff) and the most 

appropriate governance arrangements for them (e.g. informal agreements, written 

agreements or contracts, memoranda of understanding, regional subsidiary under 

section 43 of the Local Government Act 1999 or a Joint Planning Board under section 35 

of the Planning, Development and Infrastructure Act 2016);  

b) develop skills in specific systems that support and facilitate resource sharing (including 

IT, costing, reporting and problem solving); and  

c) explore opportunities for further resource sharing including a hub and spoke model on a 

regional basis. 

 

Efficiency and continuous improvement  

Recommendations to the South Australian Government  

Recommendation 8 

To foster an environment of continuous impro vement in councils, the Commission recommends 

the South Australian Government establishes a óPremierôs Awardô for excellence in continuous 

improvement and innovation in council administration.  

 

Advice to councils  

Advice 6  

To lift the capacity of councils t o identify and address opportunities to reduce their costs and 

improve their operations, the Commission proposes that the LGASA facilitate in depth 

benchmarking between councils through: 

a) establishing a community of practice to share among other elements:  

i. methods, tools and approaches; 

ii. a panel of competent providers; and 

iii. lessons learned and examples of success. 
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b) assisting in ñmatchmakingò South Australian councils that seek deeper benchmarking 

opportunities with other councils, including interstate compariso ns; 

c) collectively with councils, undertaking a regular sector-wide analysis of efficiency 

indicators; 

d) encouraging, in any systems upgrades, a focus on improving collection and retrieval of 

information for planning, monitoring and managing performance.  

 

Gove rnance, accountability and transparency  

Recommendations to the South Australian Government  

Recommendation 9  

To improve the capacity of local government to lower costs and increase financial accountability, 

the Commission recommends that the South Australian Government increase the quality and 

transparency of council planning and reporting by:  

a) amending the Local Government Act 1999 to provide that councilsô annual reports 

include the results of performance comparisons and reporting against service standards;              

b) varying the applicable regulations in the Local Government (Financial Management) 

Regulations 2011 to specify a standardised set of model long-term financial plans and 

infrastructure and asset management plans and council annual reports to support 

councils to fulfil their statutory reporting obligations under Chapter 8 of the Local 

Government Act 1999. 

 

Advice to councils  

Advice 7  

To support the application of the recommended sector wide information infrastructure,  in 

decision making by councils the LGASA develop ómodelô document templates for annual reports, 

long-term financial plans and infrastructure and asset management plans to guide councils that 

incorporates the new indicators.  

Advice 8  

To enhance the transparency and accountability of their operations the Commission proposes 

that councils incorporate service standards in decision making and performance comparisons by: 

a) developing, documenting and reporting publicly against service standards for all services 

they provide;   

b) incorporating in their published long -term asset and financial plans and draft annual 

budgets whether changes to the scope or level of services are planned and their 

implications for council expenditure;  

c) the LGASA supporting council documentation of service standards by: 

i. developing a model service standard template, incorporating elements of best-

practice, to assist councils with documenting service standards; and 

ii. establishing a library of council service standards and community of practice. 

 

 

Advice 9  
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To improve decision making the Commission proposes that councils develop and implement a 

scheduled program of reviews of existing services and undertake a service analysis when 

considering new, or material changes to, council services. Both service reviews and service 

analyses would include consideration of: 

a) whether the same or a similar service is provided by other bodies, including business;  

b) whether the council should be the service provider or facilitate the provision of the 

service by another body; 

c) evidence of the demand for the service and means of reducing that demand ; and  

d) whether the service should be provided in-house, by partnering with another  body, or 

be outsourced. 

Advice 10  

To support the development of high quality  data and sound decision making, the Commission 

proposes that councils expand the functions of council audit committees to include an 

examination of:  

a) the processes to provide for data integrity; and  

b) the method of application of service reviews and analysis. 
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Acronyms  

ABS Australian Bureau of Statistics 

ATSI  Aboriginal and Torres Strait Islander 

ACLG Australian Classification of Local Governments 

ALGA Australian Local Government Association 

CEO Chief Executive Officer 

CNP Competitive Neutrality Policy 

CPA Competition Principles Agreement 

CPI  Consumer Price Index 

CRS Constant Returns to Scale 

CWMS Community wastewater management services 

DEA Data Envelopment Analysis 

DRS Decreasing Returns to Scale 

EBA Enterprise Bargaining Agreement 

EHA Eastern Health Authority 

ESC Essential Services Commission 

FAGs Financial Assistance Grants 

FRSB Financial Review Sustainability Board 

FSP Financial Sustainability Program 

FTE Full-time equivalent 

GAROC Greater Adelaide Regional Organisation of Councils 

IRS  Increasing Returns to Scale 

LG Act  Local Government Act 

LGAP Local Government Association Procurement 

LGAMLS Local Government Association Mutual Liability Scheme 

LGASA Local Government Association of South Australia 

LGAQ Local Government Association Queensland 

LGAWCS Local Government Workers Compensation Scheme  

LGFA Local Government Finance Authority 

LGPI  Local Government Price Index 

LGPRF Local Government Performance Reporting Framework 

LGRF Local Government Reference Group 

LGWDG Local Government Workforce Development Group 

MFP Multi-factor Productivity 

NESB Non-English-Speaking Background 
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OCA Outback Communities Authority 

RYTP Regional Youth Traineeship Program 

RLGA Regional Local Government Association 

RoGS Report on Government Services 

SALGGC South Australian Local Government Grants Commission 

SALGFMG South Australian Local Government Finance Managers Group 

SAROC South Australian Regional Organisation of Councils 

SE Scale Efficiency 

SFA Stochastic Frontier Analysis 

TASC Training and Skills Commission 

TE Technical Efficiency 

TFP Total Factor Productivity 

VRS Variable Returns to Scale 

WPI  Wage Price Index 
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1.  Introduction  

1.1 Context  

The South Australian Government has directed the South Australian Productivity Commission 

(Commission) to consider and report on a number of matters regarding  the costs and efficiency 

of local government services.  

Local government is the level of government closest to individual communities. Local 

governmentôs performance is important in terms of the human and economic services it provides 

to meet those individual communitiesô needs. 

South Australiaôs 68 councils collectively manage an annual operating budget of $2 billion and 
maintain infrastructure and other physical assets worth almost $2 4 billion. Effective local 
government can be the mainstay of a strong community. Councils provide a range of services 
from roads and infrastructure, to well -maintained libraries and community services. Councils are 
not only direct providers of services but also act as advocates, planners, coordinators, facilitators 
and regulators. Councils perform specific functions mandated by the South Australian 
Government and deliver a range of non-mandatory services. 
 

There are long standing, common challenges that councils across Australia have been reviewing 

and debating for many years1, several of which focus on the intersection of service expansion 

and long-term financial sustainability, including: 

¶ the expansion in the scope, quantity and quality of services provided by councils in 

response to changing expectations of ratepayers and/or mandated requirements from the 

State government; 

¶ insufficient expenditure on infrastructu re maintenance and renewal; 

¶ capacity for effective asset and financial management arrangements; and 

¶ the ability to achieve economies of scale for smaller councils, particularly in regional or 

remote areas. 

Councils vary in geographical size and topography; population numbers and density; socio-
economic characteristics of their residents; and the range of services provided to residents and 
businesses. The Commissionôs task included identifying the systemic cost issues and 
understanding the unique features of  councils and their rate payers, which affect their cost and 
efficiency levels. 
 
The inquiry has examined trends in local government costs and the drivers of these costs as well 
as developing and analysing measures of efficiency. It has identified m echanisms and indicators 
that might be used by councils to measure, analyse and improve their performance.  
 
The Commission has taken into consideration recent reforms in South Australia and other 
jurisdictions to policy, governance and management practices in the local government sector and 
their potential to afford cost savings and improve council efficiency. 

                                           
1 Commonwealth Grants Commission, Review of the Operation of Local Government (Financial Assistance) Act 1995 
(2001) House of Representatives Standing Committee on Economics, Finance and Public Administration (óHawker 
Reportô), Rates and Taxes: A Fair Share for Responsible Local Government (2003); C. Aulich, Consolidation in Local 
Government: A Fresh Look, Volume 1 Report (2011); Victorian Auditor -Generalôs Office, Reporting on Local 
Government Performance, (2019).  
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1.2 Terms of reference  

The Minister for Local Government is developing a plan for local government reform to improve 

council efficiency and effectiveness and restore confidence in council decision making. The 

reform elements address:  

Å stronger council member capacity and better conduct ; 

Å lower costs and enhanced financial accountability; 

Å efficient and transparent local government representation ; and 

Å simpler regulation. 

 

The minister released the Reforming Local Government in South Australia discussion paper on 

Monday, 5 August 2019, proposing options that aim to achieve these key reform elements and 

give each community certainty that their council is operating efficiently and sustainably.  

 

The South Australian Government sought independent advice on the second element regarding 

cost and financial accountability from the Commission. This required consideration of the key 

determinants of costs, or "cost drivers" of local council budgets; options to lower council costs; 

and how to ensure lower costs flow through to ratepayers. Any interpretation of changes in local 

government costs, or comparisons between councils, was to take account of the impacts of 

factors likely to affect costs such as council size/scale, quality standard and mix of services 

provided, population size and density and geographical area served and whether it is  urban, 

semi-urban, rural or remote.  

 

The terms of reference for the inquiry required the Commission to consult local government and 

other key stakeholders on the methodology to be used for its analysis and consult state -wide 

with councils, community groups and relevant professional bodies.   

 

The full terms of reference are contained in this report.  

1.3 The Commission ôs approach  

The Commission is required to take a broad perspective in developing advice for the South 
Australian Government. It must consider the broad interests of industry, business, consumers 
and the community, regional South Australia, social-economic implications and ecological 
sustainability. 

The Commission published a methodology paper2 on Friday, 31 May 2019 after consultation with 

councils, the Local Government Association of South Australia (LGASA), the Office of Local 

Government, the South Australian Local Government Grants Commission (SALGCC) and other 

stakeholders. The draft report was published on Tuesday, 30 August 20193  and sought 

information on a range of issues, as well as feedback on draft recommendations to the state 

government and draft advice to councils.  

 

Submissions were invited from stakeholders that addressed any of the issues covered in the draft 

report and any other matters relevant to the terms of reference where the Commissionôs 

understanding was imperfect. Twenty-nine submissions were received in response to the draft 

report. This input from stakeholders assisted the Commission to develop robust, evidenced based 

                                           
2 South Australian Productivity Commission, Methodology Paper: Inquiry into Local Government Costs and Efficiency 
(2019) < https://www.sapc.sa.gov.au/inquiries/inqui ries/local-government-inquiry/methodology -paper>  
3 South Australian Productivity Commission, Draft Report: Inquiry into Local Government Costs and Efficiency (2019) 
< https://www.sapc.sa.gov.au/data/assets/pdf_file/0009/114111/Local -Government-Inquiry -Draft-Report.pdf>  

https://www.sapc.sa.gov.au/inquiries/inquiries/local-government-inquiry/methodology-paper
https://www.sapc.sa.gov.au/data/assets/pdf_file/0009/114111/Local-Government-Inquiry-Draft-Report.pdf
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conclusions, recommendations and advice in the final report. The full list of submissions is in 

Appendix 1.   

 

In addition, the Commission undertook wide consultation holding 64 meetings with councils, the 

LGASA, Greater Adelaide Regional Organisation of Councils (GAROC), South Australian Regional 

Organisation of Councils (SAROC) and various stakeholders throughout the state, including four 

roundtables with councilsô representatives. 

 

Economic Insights Pty Ltd was engaged to calculate some estimates of relative efficiency and 

explore potential determinants of efficiency. The Commission also conducted its own analysis, as 

part of a robust methodology, to strengthen its evidence.  

 

As part of the inquiry and systematic approach to engagement, the Commission established a 

Local Government Reference Group (LGRG) of key stakeholders who provided expert advice, 

insights and understanding about the factors that are driving the productivity and efficiency 

trends across the South Australian local government sector. The LGRG met on five occasions and 

provided valuable feedback on the Commissionôs analysis and reform directions. The LGRG 

assisted the development of thinking reflected in the Commissionôs final report. The terms of 

reference and members of the reference group are included in Appendix 2. 

The Commission thanks the LGASA, the Office of Local Government, SALGGC, councils, the 
LGRG, business associations and the public for their assistance. 

1.4 Stakeholder feedback  

A wide range of available evidence regarding issues that could impact on local government costs 

and efficiency was considered. The key topics raised by stakeholders fall into the following areas:  

¶ sound decision making; 

¶ legislative requirements; 

¶ workforce capability and capacity; 

¶ availability of reliable data;  

¶ performance benchmarking; 

¶ procurement; and 

¶ council size and location. 

1.5 Report structure  

The report is structured as follows:  

¶ Chapter 2 presents historical information on the development of the local  government 

sector in South Australia. It provides context to understand the local government functions 

mandated by the South Australian Government. It also examines key reforms to the local 

government sector in South Australia and other jurisdictions, and their implications for 

costs and efficiency; 

 

¶ Chapter 3 considers recent trends in local government costs and identifies some of the key 

drivers of costs; 

 

¶ Chapter 4 presents partial and global measures of local government efficiency in South 

Australia and a discussion of possible determinants. It also discusses mechanisms and 

indicators that could be used to measure and improve local government performance over 

time; and  



 Inquiry into Local Government Costs and Efficiency  

 

 
Local Government Costs and Efficiency Final Report 

 

Page | 34  
 

 

 

¶ Chapter 5 synthesises the evidence and conclusions leading to recommendations to the 

South Australian Government and advice to councils. 
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2. Structure, development and reform  

2.1 Introduction  

The inquiryôs terms of reference require the Commission to address the following matter 

regarding local government costs and efficiency: 

¶ Consider recent reforms in South Australia and other jurisdictions to policy, governance 

and management practices in the local government sector and their potential to improve 

council performance.  

This chapter examines the history, structure and evolution of the local government sector, 

particularly the legislative and governance environments which affect councilsô decisions on the 

services delivered to their communities. It also considers the influence of the Australian 

Government on the capacity of councils to deliver services.  

Finally, the chapter briefly examines some key local government reforms aimed at either 

efficiency improvement or cost reduction in other jurisdictions .  

2.2 Structure of local government  

2.2.1 Legislative framework in South Australia  

In South Australia, councils operate within a legislative environment established by the state 

Parliament. A core principle of this environment is that councils provide services for, and are 

held accountable to, their local communities.  Three Acts provide this framework: the Local 

Government Act 1999 (LG Act); the Local Government (Elections) Act 1999; and the 

Constitution Act 1934. There are other pieces of legislation, at both the state and nationa l 

levels, that influence local government, but these three Acts together create the basic 

framework for council operations.  

South Australiaôs legislation defines the purpose of local government. According to section 6 of 
the LG Act, a council is established to act in the interests of its community, as well as to 
represent its interests. Councils provide services but they are also expected to promote 
initiatives within the community that improve quality of life.   
 

The LG Act also provides the authority for councils to perform a range of functions. These are 
predominantly set out section 7, which defines the set of functions in broad terms. It says that 
the functions of a council include to: 
 
¶ plan at the local and regional level for the development and futur e requirements of its 

area;  

¶ provide services and facilities that benefit its area, its ratepayers and residents, and 

visitors to its area (including general public services or facilities (including electricity, gas 

and water services, and waste collection, control or disposal services or facilities), 

health, welfare or community services or facilities, and cultural or recreational services 

or facilities);  

¶ provide for the welfare, well -being and interests of individuals and groups within its 

community;  

¶ take measures to protect its area from natural and other hazards and to mitigate the 

effects of such hazards; 
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¶ manage, develop, protect, restore, enhance and conserve the environment in an 

ecologically sustainable manner, and improve amenity;  

¶ provide infrastructure for its community and for development within its area (including 

infrastructure that helps to protect any part of the local or broader community from any 

hazard or other event, or that assists in the management of any area);  

¶ promote its area and provide an attractive climate and locations for the development of 

business, commerce, industry and tourism; 

¶ establish or support organisations or programs that benefit people in its area or local 

government generally;  

¶ manage and, if appropriate, develop, public areas vested in, or occupied by, the council;  

¶ manage, improve and develop resources available to the council; and 

¶ undertake other functions and activities conferred by or under an Act.1 

Section 8 enumerates the principles that councils must uphold in carrying out these functions.  

As the City of Salisbury observes in its submission, section 8 requires councils to observe a total 

of 12 principles in their decision making, including, for in stance, ensuring that ñcouncil 

resources are used fairly, effectively and efficientlyò and ensuring ñthe sustainability of the 

councilôs long-term financial performance and positionò. 

This legislative approach, in which councilsô functions are broadly defined, is consistent with 

reforms in other jurisdictions throughout the 1990s. 2  These coalesced around a broadly similar 

approach to statutory frameworks that gave councils a range of ógeneral competence powersô.3  

As Wensing observes: 

In most cases the states have granted councils more autonomy and 

responsibility for planning and managing their local areaséIn most states the 

changes to Local Government Acts have given councils general competence 

powers that enable them to do what is necessary to better m eet local 

community needs and aspirations.4 

In contrast to a statutory framework that limits councils to undertaking activities expressly 

included in legislation, general competence powers provide councils with the authority to carry 

out those activities necessary to fulfil the functions assigned to them. 5  These functions, in turn, 

are defined in general terms in contemporary local government legislation, including in South 

Australia.6 

The legislative environment in which councils operates is marked by the absence of a strictly 

prescriptive approach to defining councilsô functions.   

                                           
1 For the full list of councilsô functions under section 7 of the LG Act, as well as its relationship with sections 6 and 8, 
see  <https://www.legislation.sa.gov.au/LZ/C/A/Local%20Government%20Act%201999.aspx >.  
2 C Aulich, óFrom Convergence to Divergence: Reforming Australian Local Governmentô, (1999) 58 (2) Australian 
Journal of Public Administration, p.12. 
3 Aulich, óFrom Convergence to Divergenceô, p.15.  
4 E Wensing, óSystemic Reform or Administrative Update? Recent Legislative Changes in Local Government around 
Australiaô, in R. Chapman, et al (eds), Local Government Restructuring in Australia, (Centre for Public Management 
and Policy, University of Tasmania, 1997, 24. p. 42.    
5 Aulich, óFrom Convergence to Divergenceô, 14. 
6 C Aulich and J Halligan, óReforming Australian Government: Impact and Implications for Local Public Administrationô 
in Reforming Government: New Concepts and Practices in Local Public Administration, (Eastern Regional 
Organisation for Public Administration (EROPA), Local Government Centre, 1998) Tokyo, p. 25. 

https://www.legislation.sa.gov.au/LZ/C/A/Local%20Government%20Act%201999.aspx
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Queenslandôs local government legislation exemplifies the current approach to defining councilsô 

sphere of legitimate activity:  

A local government has the power to do anything that is necessary or convenient for 

the good rule and local government of its local government area. 7 

The Commission found it useful to distinguish between mandatory and non-mandatory 

functions. Given the broad definition of councilsô functions outlined in South Australiaôs LG Act, 

the total number of mandatory services and functions is comparatively low. 8 The majority do 

not arise from the LG Act itself, but flow from other state legislation.  Some of the most 

significant Acts include, but are not limited to, the Dog and Cat Management Act 1995, the 

Public Health Act 2011, the Planning, Development and Infrastructure Act 2016, the Disability 

Inclusion Act 2018, the Emergency Management Act 2004 and the Local Nuisance and Litter 

Control Act 2016.9  Mandatory functions include responsibilities: 

¶ in relation to the stateôs planning system; 

¶ for some road construction and maintenance; 

¶ for some environmental health services, including the monitoring of cooling towers for 

potential outbreaks of Legionnaireôs disease; 

¶ for fire prevention, both in relation to building inspections and some bushfire 

prevention; and 

¶ for dog and cat management. 

 

Non-mandatory functions are those adopted, consistent with the role of a council in the LG Act, 

at their own discretion. Based on advice from LGASA, Appendix 4 includes a full list of council 

activities, showing the division of mandatory and non -mandatory functions.ô  

The 1960s, in particular, witnessed a significant expansion of functions undertaken by the local 

government sector.10  The Commission notes that the shift away from a focus on óroads, rates 

and rubbishô and towards a broader range of services has a long history in South Australia, and 

predates the legislative reforms of the 1990s. In effect, therefore, the LG Act codifie d, but did 

not cause, the enlarged service mix that councils provide within their communities. The LG Act 

only enables, but does not require, councils to expand the number, scope and quality of 

services that they provide for their communities.  

For the purpose of the report, the Commission found it useful, where possible, to define and 

distinguish between the terms functions, services and activities. Functions describe the broad 

areas where councils have delegated authority (under the LG Act and other legislation) to make 

decisions and take actions in the best interests of their communities (both in relation to 

mandatory and non-mandatory functions). Services are councilsô outputs that deliver mandatory 

and non-mandatory functions. Activities describe the actions taken by councils to deliver 

services, including regulatory services. 

                                           
7 Local Government Act 2009 (Qld) s9: < https://www.legislation.qld.gov.au/view/html/inforce/ current/act -2009-
017# >.  
8 For the purposes of this report, the Commission defines mandatory services as services or activities that are 
specifically required by statute, and those that are at the full discretion of councils as non -mandatory. 
9 The Commission has not been able to determine the total number of Acts that impose some responsibilities on local 
government, but the South Australian Local Government Association has estimated the total to be approximately 
200. However, not all of these Acts are likely to be equally decisive for all councils.  
10 See, for example, House of Representatives Standing Committee on Economics, Finance and Public Administration, 
Rates and Taxes: A Fair Share for Responsible Local Government [the Hawker Review], (2003). 

https://www.legislation.qld.gov.au/view/html/inforce/current/act-2009-017
https://www.legislation.qld.gov.au/view/html/inforce/current/act-2009-017
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Where councils perform functions and services mandated by legislation, these functions and 

services are óregulatedô by the state government. Several mandatory reporting and compliance 

obligations apply specifically to the local government sector. These are contained principally in 

the Local Government Act 1999 (LG Act), which prescribes, under chapter 8, a range of 

administrative and financial accountability measures with which councils must comply, including 

the need to produce strategic management plans and the requirement to create and maintain 

audit committees.  

Councils are also required to comply with regulations that are directly connected to their 

activities, including community service delivery. These compliance and reporting obligations are 

not specific to councils but are statutory requirements with which private sector service 

providers, along with other public sector entities, are also required to comply such as workplace  

health and safety legislation. 

2.2.2 State and local government relations  

In South Australia, local government has had a greater degree of autonomy from state 

government than in other jurisdictions, with the relationship described as a partnership model,  

rather than a ótop-downô and prescriptive relationship.11 The influence of the ópartnership modelô 

in South Australia, especially the greater emphasis on councilsô autonomy and accountability to 

their communities, is also reflected in the LG Act.12 

This broadly cooperative model of state and local government interaction is underpinned by a 

1990 memorandum of understanding between the two levels of government. As Aulich et al 

observes: 

The early 1990s saw the introduction of two key changes that continue to 

influence local government in South Australia; the adoption of a partnership 

model to guide state-local government relations and the implementation of a 

voluntary approach to council amalgamations.13 

This does not imply that the relationship between state an d local government has been free 

from policy disagreement. Tensions over policy direction have arisen over time in response to a 

variety of issues, particularly the demarcation between the respective responsibilities of the two 

levels of government. Nonetheless, as Procter observes, South Australia has differed from other 

jurisdictions by giving greater expression to the principle that local government is a separate 

sphere in its own right. 14 

This broad understanding was reaffirmed in 2015 when the two level s of government signed 

the State-Local Government Relations Agreement. The agreement explicitly recognised that 

each level of government has its own separate mandate, and that closer strategic alignment is 

necessary to achieve positive public policy outcomes.15 

                                           
11 See, for example, C Aulich, C, Consolidation in Local Government: A Fresh Look ï Volume 1: Report, (2011) p. 24     
12 Ibid, p. 26.  
13 Ibid, p. 24.  
14 C Procter, Local Government Reform in South Australia, (paper presented at óThe Cutting Edge of Change: Shaping 
Local Government for the 21st Centuryô conference, University of New England, Armidale, 14-17 February 2002). 
15 For further details on the agreement, see Premierôs State/Local Government Forum, State-Local Government 
Relations Agreement Signed (2015) 
< http://www.lga.sa.gov.au/contentFile.aspx?filename=Premiers%20State%20Local%20Forum%20Executive%20Me
eting%2028%20January%202015-2.pdf>.  

http://www.lga.sa.gov.au/contentFile.aspx?filename=Premiers%20State%20Local%20Forum%20Executive%20Meeting%2028%20January%202015-2.pdf
http://www.lga.sa.gov.au/contentFile.aspx?filename=Premiers%20State%20Local%20Forum%20Executive%20Meeting%2028%20January%202015-2.pdf
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The partnership approach has influenced the state governmentôs oversight role in relation to 

councilsô functions.16 This is reflected in the relevant legislation which is discussed in the 

previous section.  

The general commitment to greater council aut onomy influenced major sector-wide reforms, 

including the last round of council amalgamations, between 1997 and 1998.17 Rather than a 

policy of forced amalgamations, which had been adopted in 1994 by the Victorian Government, 

the South Australian Government appointed a Local Boundary Reform Board in 1995, which 

was tasked with managing a strategy of encouraging voluntary amalgamations.   

Councils and their communities had the final say over whether amalgamations would proceed.18  

The process, while not devoid of tensions, eventually led to the number of councils being 

reduced from 118 to 68. 19 Amalgamations were seen at the time as a mechanism to reduce 

costs. In practice, the savings achieved appear to have been mostly directed towards equalising 

service standards within the merged councils. The Commission notes that only limited evidence 

is available with which to quantify the impact of amalgamations on councilsô costs and 

efficiency.  

The Local Government (Boundary Adjustment) Amendment Act 2017 commenced on 1 January 

2019, and significantly reformed the processes within the  LG Act that govern changes to council 

boundaries.20 

Although councils are granted a high degree of autonomy by the stateôs legislative framework ï 

with local government forming, in effect, close to a separate sphere of government ï the LG 

Act nonetheless imposes a range of compliance and reporting obligations on the sector. This 

compliance framework is developed in chapter 8 of the LG Act and is supplemented by the 

Local Government (Financial Management) Regulations 2011.    

As opposed to some other jurisdictions, notably NSW, the comprehensive nature of the stateôs 

compliance framework is not matched by an equally developed oversight mechanism. This is 

broadly in keeping with the autonomy granted to local government as an independent sphere 

of government in its own right and has the effect of creating a óself-assessmentô framework 

based on the principle that councils are primarily accountable to their communities. Councils are 

therefore responsible, with only relatively limited external oversight by the state government, 

for ensuring that the compliance measures required by statute are fully implemented. 21  

Councils exercise their óself-assessmentô responsibilities primarily on the basis of internal audit 

committees, whose composition and role are stipulated by statute, and a variety of reporting of 

obligations, such as annual reports and quarterly budget reviews. The requirements pertaining 

to both are outlined in the LG Act and the financi al management regulations.  

In the event that an external audit reveals significant irregularities, the LG Act imposes a duty 

on the external auditor to prepare a report to the Minister. Section 6(a -h) of the legislation 

outlines a range of breaches and irregularities, including evidence of serious financial 

                                           
16 Aulich, et al Consolidation in Local Government, p. 24.  
17 Ian Tilley and Brian Dollery, Historical Evolution of Local Government Amalgamation in Victoria, Tasmania and 
South Australia, (Working Paper, Centre for Local Government, University of New England, 2010) p.4.     
18 Aulich, et al p. 25.  
19 Tilley and Dollery, p. 30. 
20 For further details see < https://www.dpti.sa.gov.au/local_govt >.   
21 The relatively high degree of autonomy granted under legislation to councils in South Australia contrasts with 
other jurisdictions, particularly NSW, where the state government has the authority to enforce the compliance 
regime through investigations and ministerial orders.  

https://www.dpti.sa.gov.au/local_govt
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impropriety, that impose a legal responsibility on the auditor to inform the Minister. This 

responsibility extends to irregularities that were previously brought to a councilôs attention, but 

not appropriately rectified within a reasonable timeframe (in the auditorôs judgement). The 

Commission understands this is a relatively infrequent event. 

A number of statutory officers and state bodies also exercise some degree of investigatory and 

oversight authority in relation to the local government sector. These powers are exercised by 

different statutory officers and bodies, including the Auditor -General and the Ombudsman. The 

Commission notes that the Auditor-General, pursuant to section 32 of the Public Finance and 

Audit Act 1987, has the authority to launch wide -ranging audits of councils, including 

performance audits. 

The LG Act includes provisions that provide the Minister for Local Government with the 

authority to directly review a councilôs activities, and also grants the Minister the authority to 

ñtake steps to ensure reasonable standards are observedò.22 This review mechanism is 

buttressed by the Ministerôs authority to refer a council to the Ombudsman for investigation.23 

The local government legislative framework, including the  Local Government (Financial 

Management) Regulations 2011, also mandates a range of financial compliance and reporting 

obligations, all of which are designed to enhance councilsô transparency and financial 

accountability.  

The legislative framework, both the LG Act and the regulations, requires councils to prepare 

and adopt the following documents:  

¶ strategic management plans which must include: 

o a long-term financial plan; and  

o an infrastructure and asset management plan; 

¶ an annual business plan; 

¶ an annual budget; 

¶ an annual report; and  

¶ audited financial statements. 

The Local Government Association of South Australia (LGASA), provides a suite of model 

statements, pro forma, guidelines and other templates to assist councils to meet their statutory 

reporting obligations. Councils generally develop and prepare their plans and documents by 

using these templates, which provides a degree of consistency in the way in which information 

is presented. The Commission notes that the óModel Financial Statementsô and the óBetter 

Practice ModelðInternal Financial Controlsô have been adopted as mandatory in the Local 

Government (Financial Management) Regulations 2011.   

2.3 Features of local government  

There are 68 councils in South Australia, 21 councils that cover the metropolitan area, with a 

further 47 in regional areas (for a map of council areas, see Appendix 3). Five Aboriginal 

communities are also recognised as local government authorities. The Outback Communities 

Authority (OCA) was established on a statutory basis in 2009 to provide a range of services to 

                                           
22 Local Government Act 1999, s 271B.  
23 Local Government Act 1999, s 272. 
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outback communities not incorporated into councils. The OCA functions, in effect, as a hybrid 

between a traditional council and a self-managed community.24 

The stateôs 68 councils encompass more than 880,000 rateable properties and are responsible 

for a total road network of approximately 74,000 kilometres. Councils are responsible for a 

comparatively small proportion of government revenue raising and expenditure. The sector 

manages approximately $24 billion in community infrastructure and other assets, with 

operating expenditure across the sector amounting to around $2.2 billion per annum.  

Between 2008-09 and 2017-18 the total number of employees in the stateôs 68 councils, has 

increased by 7.4 per cent which represents an annual growth rate of 0.8 per cent, identical to 

the state-wide employment increase over the same period. As at 30th June 2018, the total 

number of FTE positions in the sector was 8,867.   

South Australiaôs councils vary in geography, population size and demographic composition, 

ranging from larger metropolitan councils like Onkaparinga, with a resident population of 

around 171,000, to  Orroroo Carrieton, with only around 850 residents. Regardless of their size 

or location, all councils have the same powers and statutory functions. In South Australia, as in 

other jurisdictions, councils have progressively taken a more active role in various areas of 

public policy, including economic development initiatives and the provision of some social 

services (such as aged care services).25  

The LGASA which is constituted as a public authority under the LG Act with the specific purpose 

of promoting the interests of the sector, provides support, leadership and a range of services to 

the stateôs councils.  In its legislated capacity as a peak body, the LGASA undertakes activities 

that range from policy formulation , including advice on councilsô statutory responsibilities, to 

taking a leading role in the development and implementation of sector -wide initiatives.  

Non-metropolitan councils have also formed regional local government associations (RLGAs).  

These predominantly seek better outcomes for their respective communities through 

collaboration. RLGAs are established with Ministerial approval, as regional subsidiaries of their 

member councils, under section 43 of the Local Government Act 1999. As a result, they may 

take on a greater role in promoting or managing regional collaboration or resource sharing 

arrangements on behalf of member councils. This may require an amendment to their charters, 

which would require agreement from all member councils. There appears to be no other legal 

impediment. The six RLGAs collectively form the South Australian Regional Organisation of 

Councils (SAROC).  SAROCôs Board comprises two members elected from each of the member 

RLGAs.26  SAROC is mirrored on a metropolitan level by the Greater Adelaide Region 

Organisation of Councils (GAROC), which is made up of eight elected members from councils in 

the metropolitan region. 27 

Consistent with the principle that councils are primarily accountable to their communities 

(rather than the state government) the South Australian Governmentôs local government office 

is one of the smallest in Australia by level of resourcing. Other state governments have a 

stronger oversight of councils, especially in NSW where the relationship between state and local 

                                           
24 For further information on the structure of, and services provided by, the Outback Communities Authority, see 
< https://www.oca.sa.gov.au/home >  
25 Productivity Commission, Local Government, Shifting the Dial: 5 year Productivity Review, Supporting Paper No. 
16, (2017), p.4.  
26 The Commission notes that both SAROC and GAROC were established on the basis of clause 19 of the LGASAôs 
constitution. 
27 Additional information on a variety of local government networks, including SAROC and GAROC, is provided on the 
LGASA website ï < https://www.lga.sa.gov.au/pa ge.aspx?u=6871#e9691>.  

https://www.oca.sa.gov.au/home
https://www.lga.sa.gov.au/page.aspx?u=6871#e9691
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government is structurally different. Other states  often also administer grant funding programs , 

typically either for infrastructure or community programs.  

2.4 Role of the Australian Government  

Councilsô functions and decision making processes are also influenced by funding and policy 

decisions taken by the Australian Government (often as a result of agreements with the states 

and territories). Importantly, the drive for some key local government reforms has been 

national. This is particularly marked in the areas of financial assistance provided by the 

Australian Government and national competition policy. 

2.4.1 Funding  

In the mid -1970s, partially as a response to the expansion of local government functions 

throughout the preceding decade, the Australian Government began to provide direct untied 

funding to the local government sector.  The current Financial Assistance Grants (FAGs) 

program is provided on the basis of grants to the states and territories, which then distribute 

the funds to councils. 

FAGs are distributed to councils within each state to support an average level of service, 

irrespective of their location. The South Australian Local Government Grants Commission 

(SALGGC) assesses councilsô share of funding on the basis of the difference in the costs 

associated with providing services and councilsô revenue-raising capacity (compared to the 

average in South Australia).28  Grants are only provided to councils that have been established 

under the LG Act or are defined as prescribed bodies for the purposes of the South Australian 

Local Government Grants Commission Act 1992.  FAGs funding is untied once distributed to the 

local government sector.  

Between 2008-09 and 2017-18 the average annual growth rate of FAG funding to councils was 

2.2 per cent. Financial assistance grants declined as a proportion of the sectorôs overall 

operating expenditure from 8.5 per cent to 7.7 per cent  during this period. 

From time to time the Australian Government also provides specific purpose grants to councils 

of either a capital (e.g. GFC school grants scheme) or operating nature (e.g. Adelaide Hills 

Council case study, Chapter 3) to achieve its particular policy objectives. Councils are generally 

expected to contribute funds to these programs. Council participation in these programs has 

impacts on their operating expenditure. 29 

Evidence from submissions, including those from the LGASA and the Barossa Council indicates 

that grant funding can result in additional and ongoing council operating expenditure. Councils 

referred to the examples of the Fund My Neighbourhood Program (SA Government) and the 

Building Better Regions Fund (Australian Government). However, as discussed in Chapter 3 in 

regard to cost shifting, councils do have control over decisions to accept such funding, which 

may have long term effects on operating expenditure. Cost sharing is a more accurate 

description of this circumstance. 

                                           
28 For additional information on the principles and methodology that guide the distribution of FAGs funding in South 
Australia, see  <https://www.dpti.sa.gov.au/local_govt/LGGC > .   
29 For additional information on infrastructure funding programs see < https://investment.infrastructure.gov.au >.  

https://www.dpti.sa.gov.au/local_govt/LGGC
https://investment.infrastructure.gov.au/
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2.4.2 Competitive neutrality  

Competitive neutrality policy (CNP) is based on the principle that significant government 

business activities should not enjoy, as a result of their public sector ownership, any net 

competitive advantages over private businesses operating in the same market. It was p art of a 

wider reform process that resulted in the introduction of the Competition Principles Agreement 

(CPA). The principles of competitive neutrality apply to local government. 30 

The Premier is responsible for overseeing competitive neutrality policy, pursuant to the 

Government Business Enterprises (Competition) Act 1996 (GBE Act). Complaints are initially 

assessed by the Department of the Premier and Cabinet, which advises the Premier on whether 

an investigation is required under the GBE Act. The Premier then determines whether to 

commence an investigation. The Competition Commissioner is responsible for conducting these 

investigations under the GBE Act. 

Industry groups have stressed in consultations the importance of competitive neutrality policy 

in councils performing tasks that could be performed by private contractors.  

If councils seek to secure in-house supply of services, when such services are also offered by 

private civil contractors operating in a competitive market, a revised, updated and robust 

competitive neutrality policy ought to be applied. (Civil Contractors Federation, FR29, p.4)  

The Commission notes that a council decision to provide a service in-house, rather than engage 

a private sector contractor, does not contravene competitive neutrality principles. Such 

decisions would ideally be informed by a service review which considers the costs and benefits 

of alternative service delivery options.  

Council submissions suggest there is a reasonable degree of awareness about competitive 

neutrality and the importance of considering the policy in deciding on methods of service 

provision. A business that competes, or seeks to compete, in a particular market may make a 

complaint alleging infringement of the principles of competitive neutrality. While there have less 

than ten competitive neutrality complaints lodged against councils in the last 20 years, this on 

its own, is not necessarily evidence of a high level of council compliance with the polic y. 

2.5 Local government - initiated reforms  

The Commission has reviewed key past and current efficiency and cost related reforms initiated 

by local government in South Australia. The Commissionôs literature review and consultation 

process revealed a diverse range of reviews, evidence and reform projects that have been 

undertaken by councils in the last 20 years.  

Local government sector reforms which aim to deliver efficiency gains and reduce costs have 
included changes to: 

¶ financial circumstances, including changes to revenue and financial management 
practices; 

¶ workplace and management processes; and 

                                           
30 Government of South Australia, A Guide to the Implementation of Competitive Neutrality Policy,  (2010), p. 1. The 
principle of competitive neutrality is given legislative expression in South Australia through the Government Business 
Enterprises (Competition) Act 1996 and applies to the significant business activities of publicly-owned entities whose 
activities include ñproducing goods and/or services for sale in the market place with the intention of making a profit 
and providing financial returns to their ownersò. 
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¶ number or types of functions or services performed, including collaboration between 

councils to support service delivery.31 

The following section addresses these initiatives in more detail.  

2.5.1 Financial management  

As previously discussed, the local government reform process of the 1990s consisted of 

legislative changes and other structural reforms.  Subsequently there was a new focus on 

financial management reforms. 

In 2005 the LGASA established an independent Financial Review Sustainability Board (FRSB) to 

assess the financial capacity and sustainability of councils throughout the state.  Many of the 

measures developed or adopted by the LGASA ï and subsequently supported legislatively by 

the state government ï flowed from the findings and recommendations of the board. The FSRB 

noted that at the time the balance sheets of councils appeared strong because of their low 

levels of debt, but the problem was the predomi nant pattern of deficits, and the likelihood that 

they would increase, as well as ósubstantial infrastructure renewal/replacement backlogsô.32   

The FSRB put forward 62 recommendations, a substantial number of which have since been 

implemented through cooperation between the LGASA and the state government.33 

The LGASAôs Financial Sustainability Program (FSP) produced resources to assist councils to 

achieve and maintain financial sustainability. This includes a discussion and then definition of 

the meaning of financial sustainability, based on the argument of the FRSB report.34 The LGASA 

discussion of the concept refers to the importance of a council managing its finances in order to 

meet both current and future commitments. It proposes the following definition of financial 

sustainability: 

A Councilôs long-term financial performance and position is sustainable where planned long-term 

service and infrastructure levels and standards are met without unp lanned increases in rates or 

disruptive cuts to services 35 

It al so specifies a number of indicators of financial sustainability.36 

Under the FSP, the LGASA and councils: 
¶ prepared and updated a series of information papers; 
¶ implemented projects to assist councils with financial and asset management reforms; 

¶ undertook tra ining and briefing programs to further assist councils;  

¶ received Australian Government funding to further the financial sustainability reforms 

that were undertaken by South Australian councils; and 

¶ worked with other governments on intergovernmental issues. 37 

                                           
31 A. Goody, Review of Current Local Government Reform in Australia and New Zealand (Australian Centre of 
Excellence for Local Government, University of Technology, Sydney and Local Government Association of South 
Australia, 2013), p.3.  
32 Financial Sustainability Review Board, Rising to the Challenge: Towards Financially Sustainable Local Government 
in South Australia (2005) p.3 < https://www.lga.sa.gov.au/webdata/resources/files/Financially_Sustainable_LG_-
_Rising_to_the_Challenge_-_Volume_1_-_Final_Report_2005.pdf>.  
33 Australian Centre of Excellence for Local Government, óUnfinished Business? A Decade of Inquiries into Australian 
Local Governmentô, (Working Paper no.4, University of Technology Sydney,2011) p.42. 
34 LGASA, Financial Sustainability Information Paper No 1: Financial Sustainability, (2015) 
35 Ibid p 3.  
36 LGASA, Financial Sustainability Information Paper No. 9 Local Government Financial Indicators, (2015), 
< http://www.lga.sa.gov.au/webdata/resources/files/09%20 -%20Financial%20Indicators%202015.pdf>  
37 For additional information on the FSP, see LGASA website. 

https://www.lga.sa.gov.au/webdata/resources/files/Financially_Sustainable_LG_-_Rising_to_the_Challenge_-_Volume_1_-_Final_Report_2005.pdf
https://www.lga.sa.gov.au/webdata/resources/files/Financially_Sustainable_LG_-_Rising_to_the_Challenge_-_Volume_1_-_Final_Report_2005.pdf
http://www.lga.sa.gov.au/webdata/resources/files/09%20-%20Financial%20Indicators%202015.pdf
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In submissions to the Commissionôs methodology paper, several councils38 identified the FSP as 

an example of an efficiency monitoring program that resulted in improved financial 

performance.  As noted by the Town of Gawler in its submission:  

With myriad f inancial accountability measures already in place, Local Government is 

the most financially accountable tier of Government.  Examples of financial 

accountability measures include the establishment of Audit Committees, legislative 

financial reporting requir ements, consultations on draft Budget / Business Plans, 

Budget / Business Plan summary provided with annual Rate notices in July, financial 

performance indicators (and associated performance targets) (Town of Gawler, 

DR21, p.13) 

While the FSRBôs recommendations were largely aimed at the local government sector, the 

state government, working with the LGASA, introduced amendments to the LG Act to give 

legislative expression to some of the FSRBôs recommendations. Amendments to the LG Act, 

which commenced in 2007, sought to enhance the accountability of councils and strengthen 

their financial governance, asset management, auditing arrangements and rate setting 

methodologies. 

These improvements included requirements for councils to: 

¶ establish audit committees; 

¶ prepare and adopt infrastructure and asset management plans; 

¶ prepare and adopt a long-term financial plan;  

¶ adopt several measures to strengthen the independence of external auditors; and 

¶ adopt a consistent and improved reporting format for annual financial statements.39 

In addition, further legislative amendments, principally in the form of the Local Government 

(Accountability Framework) Amendment Act 2009, were introduced to strengthen the legislative 

framework for the internal and external review of council sô administration and financial 

management.   

Since 2007 South Australiaôs councils must develop and adopt long-term financial and asset 

management plans, each covering a period of at least 10 years. The approach adopted in South 

Australia became a model for similar reforms in several other states.  40   

The LGASA submission reports the improvement in the financial performance of councils:  

The aggregate level of local governmentôs annual operating deficit reduced steadily 

from 2000-01 (when expenses exceeded income by $75 million) until 2007 -08 (when 

the operating deficit was eliminated). Subsequently, an approximate óbreak-evenô 

operating result was recorded for five years up until 2012 -13. Since then, there has 

been a significant improvement in the financia l performance of councils, culminating 

in an operating surplus of $98 million in 2017 -18.  A total of 56 councils recorded an 

operating surplus in 2017-18 compared with only 16 councils in 2000-01. (LGASA, 

DR15, p. 5) 

The Commission notes that while some councils are recording deficits, the sector as a whole 

has moved from deficit to surplus. This has been achieved through increases in revenue rather 

than reductions in expenditure.  

                                           
38 See LGASA, Playford Council and City of Charles Sturt submissions. 
39 Government of South Australia, Reforming Local Government in South Australia, Discussion Paper (2019), p.34.  
40 Australian Centre of Excellence in Local Government, óUnfinished Business?ô, p. 14. 
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The Commission heard that the legislative reforms aimed at increasing financial performance 

are regarded by councils as having had a positive impact on the sector. 

The 2005 inquiry was the genesis of a series of financial information papers and policy 

templates prepared by the LGA to facilitate improved financial management pract ices across 

the local government sector.  Continuation of reforms further to the 2005 inquiry are 

welcomed to the extent that local decision making by locally elected representation 

continues to be able to make tangible contributions in this critical area of local government 

governance.  (Town of Gawler, FR27, p. 6)  

There was a consensus from councils that further improvements to the quality of financial 

reporting would be useful. Councils including Port Adelaide Enfield, Barossa and Marion 

suggested various ways for councils to do so using existing information, rather than increasing 

the external auditing requirements.  

The LGASA proposed a local government-led local efficiency program, which would:   

capture and report on local government performance measurement data in a consistent way, 

enhance integration of Asset Management Plans, Long Term Financial Plans and Strategic 

Management Plans, be based on a maturity model - that helps councils assess their current 

effectiveness and identifies the capabilities that are needed in order to improve their 

performance. Delivery of this program will include comprehensive engagement with councils 

about the type of data that should be consistently reported on to be useful to informed 

decision making (LGASA, FR19, p. 50) 

The Commission also heard concerns from some councils about the potential administrative 

burden of any changes. 

2.5. 2 Resource sharing  

Within the local government sector, resource sharing currently occurs in a variety of forms and 

at different levels of legal and administrative formality, ranging from the highly info rmal, such 

as information sharing arrangements between councils, to formal legal structures, including 

subsidiaries established under section 43 of the LG Act.  

The Independent Inquiry into the Financial Sustainability of Local Government in NSW in 2005 

recommended ñthat in canvassing alternative methods of delivery, councils consider further 

resource-sharing initiatives, especially involving the smaller councils, ranging from working 

together more effectively to more formalised regional groups, are a integration and whole-of-

sector initiativesò.41 

Various forms of collaboration, which broadly fit under the definition of resource sharing, have 

been identified as an important example of local government -initiated reform aimed at reducing 

service cost and improving efficiency. 

The LGASA has established several entities and activities to provide services to member 

councils across South Australia.  Examples of sector wide services that the LGASA advised 

have led to significant cost savings include:  

¶ LGA Mutual Liability Scheme (LGAMLS): the LGAMLS delivered $4.05 million in bonuses 

back to the sector in 2018-19, with a contribution rate lower than 10 years ago  (LGASA, 

DR16, pg.40. 

                                           
41 Quoted in LGASA Shared Services in SA Local Government, (2012) p.2.  
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¶ LGA Workers Compensation Scheme (LGAWCS): the LGAWCS delivered $11.8 million in 

performance rebates back to the sector in 2018-19. Self-insurance has delivered over 

$250 million in savings to the sector since 1986. The number of new LGAWCS claims 

received in 2018-19 (509), was 3.4 per cent lower than  in the previous financial 

year(LGASA, DR16, pg.40). 

¶ LGA Procurement (LGAP), a company wholly-owned by the LGASA, undertakes 

procurement for member councils. This has enabled electricity cost savings via LGAôs 

ability to aggregate the load profile and approach the market. Savings have been 

realised by participating councils of over $8.2 million over three years (LGASA, DR16, 

p.38). 

Councils also may, pursuant to section 43 of the LG Act, establish a variety of regional 

subsidiaries to enable more effective service delivery. This has been used to establish two 

different types of bodies ï RLGAs that have a combined advocacy/representative focus (as well 

as potentially some service delivery); and bodies that focus on service delivery. The Eastern 

Health Authority (EHA), jointly  established by five eastern and north-eastern metropolitan 

councils, is generally seen as a significant example of service delivery through a regional 

subsidiary. EHA provides a range of health services to the community, by means of a shared 

services model in which one entity provides services on behalf of the constituent councils.  

While subsidiaries have been established for various purposes, the Commission understands 

waste management remains a common area in which councils have used such arrangements. 

The Commissionôs Local Government Reference Group noted that there has been an increase in 

the use of resource sharing. It also noted, that there is comparatively little  data on resource 

sharing initiatives, making it difficult to assess their impact on co uncil performance. In addition, 

resource sharing schemes, such as shared services arrangements, can be complicated to 

arrange and manage effectively, cost savings are not always realised and the resulting services 

can become more expensive.42 

Despite these qualifications, the Commission has also received information on resource sharing 

initiatives that have produced savings: 

City of Salisbury is a major constituent council of the Northern Adelaide Waste Management 

Authority who are widely recognised for the great work they do in managing waste and reducing 

costs for the member councils. (City of Salisbury, DR6, p.2) 

Town of Gawler has had arrangements with neighbouring councils to share a range of 

services and provide assistance. Such arrangements drives efficiencies for the Councils 

involved. Such areas of service provision include IT and HR resources, Library Services, 

Health, Animal Management etc., which has provided greater capacity, efficiencies and 

provided professional development for staff. (Town of G awler, FR2, p.8)    

Many councils also participate in other localised arrangements based on a common interest 

such as: 

¶ sharing information about activities or services between councils; 

¶ common specifications used by multiple councils for procurement of a service; and  

¶ sharing of resources such as specialist staff and equipment. 

A number of councils including Alexandrina, District Council of Streaky Bay and the Town of 

Gawler put the view that resource sharing drives efficiencies and should be pursued. The City 

of Playford suggested that there are potential opportunities for resource sharing in legal 

                                           
42 Minutes of Local Government Reference Group, 31 July 2019.   
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services, industrial relations and taxation advisory services, recruitment service provision and 

pooled bulk purchasing. 

The common drivers for considering collaboration between councils identified by the 
Commission can be summarised as:  

¶ cost savings, efficiencies in service delivery, affordability, economies of scale, helping to 

improve financial sustainability and reduced duplication of effort and resources;  

¶ increased capacity and value for money, capacity to provide additional services, and 

capacity to address gaps not otherwise provided for by the market; and  

¶ better risk management due to sharing of risks and improved ability to comply with 

legislation due to increased capacity and resources. 

 

The Commissionôs literature review also identified common difficulties and challenges faced by 

councils in instigating and undertaking resource sharing arrangements. 

For example, in its 2017ï18 performance audit of shared services, the Audit Office of NSW 

found that most NSW councils surveyed were not efficiently and effectively sharing services: 

councils donôt always assess current service performance before deciding on the best 

delivery model and build a business case to outline the costs, benefits and risks of a 

proposed shared service arrangement before entering it.43 

The LGASA considered case studies of local government shared services in South Australia: 

one of the key lessons from its analysis is that quantifying the cost efficiencies and 

the measurement of outcomes provided by certain shared services remains a 

challenging task.44 

The Commissionôs literature review also identified issues of commitment, lack of equity across 

councils, low quality of business cases and aspects of governance models among the challenges 

to collaboration that councils face. 

During consultations, the Commission heard that the key impediments to resource 

sharing/collaborative arrangements include differences in priorities, IT systems, HR policies, 

work practices, enterprise bargaining arrangements, geographical distance, the additional 

administrative overhead, the risk of not being able to maintain the levels of service and 

investment required, size of councils and mutual benefit or return on investment between 

participating councils. 

in smaller councilsô resource sharing doesnôt work particularly well with plant and/or 

equipment due to less equipment available, training in the use of the equipment and 

inconvenience due to larger road networks. (Regional Council of Goyder, FR21, p.5) 

Several councils have established subsidiaries under section 42 (which provides for a single 

council subsidiary) and 43 of the LG Act. Councils had varying views on the effectiveness of this 

provision in the Act. A number of councils including City of Holdfast Bay and City of Playford put 

the view that the approach is effective and can creat e greater service outcomes and cost 

efficiencies. 

                                           
43 Audit Office of New South Wales, Shared Services in Local Government (2018) 
< https://www.audit.nsw.gov.au/our -work/reports/shared -services-in-local-government>.  
44 South Australian Centre for Economic Studies, Case Studies in Local Government Shared Services in South 
Australia, (2017) p.1.  

https://www.audit.nsw.gov.au/our-work/reports/shared-services-in-local-government
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Playford is one of the constituent councils in Northern Adelaide Waste Management 

Authority (NAWMA). This proves the concept that a section 42 [sic] based entity can create 

greater service outcomes and efficiencies. (City of Playford, FR7, p.5) 

On the other hand, the Barossa Council stated that the provision does not assist with 

efficiencies and, results in duplication of systems, especially s42 committees: 

The provisions do not assist with efficiencies and in reality result in duplication of systems 

especially S42 committees who have to replicate or seek support from the parent entity for 

everything from financial, risk, works, procurement and other day to d ay activities.  

Regionally there is also a diminishing interest in membership of Boards which are 

established as voluntary, due to the legislative burden, ultimately diminishing the pool of 

required skills to manage matters entrusted to formal S42 and 43 c ommittees. (The Barossa 

Council, FR25 p.10) 

The City of Marion stated: 

To date we have established a number of collaborative services across councils without 

establishing a Subsidiary.  The Materials Recovery Facility projects will require establishment 

of Regional Subsidiaries and in time a Regional Subsidiary may be a more pragmatic and 

sensible approach to facilitation of services across multiple councils.    

To this end, simplification in the process to establish a subsidiary including removing the 

need for ministerial approval and the ability of the subsidiary to be able to support more 

than one mandatory or regulated service would improve the ability for councils to more 

effectively use Regional Subsidiaries. (City of Marion, FR5 p. 18) 

The Commission notes that there is a range of alternative contractual arrangements 

which councils can employ to underpin resource sharing, ranging from an exchange of 

letters between CEOs to a section 43 subsidiary, and observes that it is up to councils to 

choose an approach that is fit for purpose.  

2.5. 3 Workplace and management initiatives  

Access to skilled labour  

Training and upskilling can lift labour productivity and the efficiency of local councils. The 

literature suggests there is considerable variation in the wor kforce capabilities of councils.45 

A number of councils advised in their submissions that they face workforce challenges such as: 

¶ not enough apprentices to meet future needs;  

¶ skills shortages in key professional and technical occupations;  

¶ ability to meet new and emerging skills; and 

¶ an ageing workforce.46  

A 2018 national review, commissioned by the Local Government Workforce Development Group 

(LGWDG) for the Australian Local Government Association (ALGA), based on ABS data and a 

skills shortage survey completed by councils, identified that:  

                                           
45 Productivity Commission, Shifting the Dial, (2017) p.13.  
46  Local Government, An Ageing Workforce. Are We prepared? Emerging Leaders Program Project, South Australia, 
p.2 
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Local government professionals across Australia are facing a major skills shortage across key occupations 

and are not well positioned in new and emerging skills. 47 

Staff training was found to be lacking, with almost one t hird of councils reporting having unmet 

training needs as a result of the high cost and lack of availability of training. 48 Councils that 

participated in the survey identified a lack of qualified individuals locally, remoteness of some 

councils, inability of councils to compete with the private sector, and lack of opportunity for 

career progression as among the forces driving the skills shortage.49 

The LGASA identified in its submission that 45 per cent of councils have identified some skill 

gaps, 29 per cent of councils have unmet training needs and 53 per cent of council employees 

are aged over 45 years compared to 44 per cent for all South Australian industry (57 per cent 

of the council outdoor workforce is aged over 45 years).  

The Commission heard from several councils of difficulties in recruitment and retention of 

skilled labour and perceived deficiencies in education and training systems which may have 

exacerbated council labour cost pressures. Staff recruitment and retention was identified as an 

important issue by rural councils.  

Councils have problems in attracting and retaining employees with the following specific 

skills: Planning, Building and Civil Engineers, Accountants, HSW and HR professionals (to 

develop systems rather than process), Works Technical Staff, Environmental Health 

(currently contracted to the same person across some Councils while others run a shared 

services model) Community Development and Tourism and Events. (District Council of Robe, 

FR14, p.4) 

Some, where possible, have responded by sharing professional and technical staff between 

councils, providing a means for attracting locally based resources in rural areas.  

The Commission notes that some specific skill shortage areas, such as surveyors, planners and 

business analysts are also experienced by other employers. Competition from the private sector 

also affects local governmentôs ability to recruit. These issues are not specific to local 

government. 

Employers, including those in local government, often express concern about skill shortages. 

The LGASA offers specific training programs to local government sector employees in South 

Australia.50 The LGASA provides a limited range of support services to their members through 

ñLGA Education and Trainingò and has produced the South Australian local government 

workforce manual (as part of the LGAôs Workforce Planning Project, 2012). The South 

Australian Government has delivered initiatives aimed at upskilling the workforce, including the 

Regional Youth Traineeship Program (RYTP) and the Training and Skills Commission (TASC) 

Skills for Future Jobs 2020 initiative (2017). Australian Government initiatives include training 

scholarships for vocational education in regional areas experiencing high youth unemployment. 

Labour market analysis is carried out by a number of state and national bodies and used to 

inform policy and decisions by education and training providers. The TASCôs independent 

modelling is informed by Industry Skills Councils (which includes local government 

                                           
47 For further details on the Local Government Workforce and Future Skills Report see G Clark, ñCouncils Face Major 
Skills Shortages, National Review Findsò, Government news, 17 December 2018 
< https://www.governmentnews.com.au/councils -face-major-skills-shortages-national-review-finds/>.   
48 Ibid.  
49 For further details, see Australian Local Government Association, Local Government Workforce and Future Skills 
Report Australia, (2018) p. 72  
50 For more details, see <http://training.lga.sa.gov.au/ >.  

https://www.governmentnews.com.au/councils-face-major-skills-shortages-national-review-finds/
http://training.lga.sa.gov.au/
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representation) to strengthen industryôs voice in skills and workforce development, and to 

ensure that funding for skills and training is directly aligned to industry priorities.51 

A significant number of council submissions indicated support for cooperative approaches by 

councils to address skills issues: 

The ability to grow and develop skill sets in house is invaluable and the only way small and 

rural councils will be able to achieve this in practicality is in partnership with others in their 

region and with their larger brothers and sisters in urban and peri urban areas.  This may be 

an area of opportunity for the LGA to explore as they move toward workforce a ssistance 

programs with Councils. (District Council of Streaky Bay, FR15, p.4) 

Submissions also indicated significant interest in a sector wide approach to workforce planning 

and development: 

councils will predominately look to upskill employees to address emerging skills gaps and 

the greatest barrier to this is the availability of training. This supports the suggestion that 

there is value in a sector-wide or region-wide approach particularly around the development 

of specific skills to support councils (LGASA, FR19, p.57) 

There is value in a sector-wide or region-wide approach to workforce planning to identify 

current and emerging gaps. For example: considerable progress has been made on joint 

planning initiatives, forming strategic partnerships with UniSA and other training providers, 

and in sharing resources across multiple Councils. (District Council of Robe, FR14, p.4) 

The lack of regular collection of workforce data on a sectoral basis constrains workforce 

planning and the monitoring of progress in impl ementing such plans. The Commission observes 

that there may be value in councils working with the SALGGC to establish a consolidated local 

government information base on the current sector workforce and emerging skill requirements 

to inform such planning.  The Commission notes that the labour market issues are generally 

more acute in rural areas, and also in some skills sets, adding to the value of planning.  

Industrial relations  

A number of councils have suggested that the current industrial relations environment in which 

local government operates, with every council negotiating separate enterprise bargaining 

agreements (EBAs), is an area of the sectorôs operations that is in need of reform. The 

Commission notes that no significant reforms to the industrial relations framework have been 

undertaken over the last decade, but submissions to the draft report suggest that the aspects 

of the framework, particularly in relation to EBAs, would benefit from limited reform.  

The City of Marion, for instance, has suggested that a shift to sector -wide bargaining would 

introduce a number of interrelated benefits into the system, including reduc ing transaction 

costs; reducing the pressure on councils to match the salaries paid by the highest paying 

councils; enhancing mobility in the sector; and providing greater opportunities to align 

workforce and organisational objectives. 

The LGASA has also observed that there are potential benefits to reforming the current 

industrial relations arrangements, arguing that its own re search strongly suggests that an 

industry-wide framework has the potential to enable a ñculture of meaningful, open and 

respectful engagement between employees, management and unionsò (LGASA, FR19, p.85). 

The Commission notes the local governmentôs industrial relations framework is wholly 

structured by state legislation. In South Australia, the national industrial relations system only 

                                           
51 For more details, see <http://www.tasc.sa.gov.au/TaSC -2020-Series/Skills-for-Future-Jobs-2020>.  

http://www.tasc.sa.gov.au/TaSC-2020-Series/Skills-for-Future-Jobs-2020


 Inquiry into Local Government Costs and Efficiency  

 

 
Local Government Costs and Efficiency Final Report 

 

Page | 52  
 

 

applies to employment in the private sector (including universities and NGOs), pursuant to the 

Fair Work Act 2009 (Cth). The South Australian public sector, which includes local government, 

operates under the Fair Work Act 1994 (SA).  

All public sector enterprise bargaining agreements are lodged with the South Australian 

Employment Tribunal, which exercises jurisdiction over a range of employment matters relating 

to the state public sector, including local government, pursuant to its own enabling legislation, 

the South Australian Employment Tribunal Act 2014 (SA). 

At present, while the local government sector falls under the st ateôs industrial relations 

legislation, every councilsô chief executive officer is responsible for ñappointing, managing, 

suspending and dismissing the other employees of the councilò, pursuant to section 103 of the 

LG Act.52 Chief Executives are also responsible for ensuring that all employment decisions are 

consistent with the strategic policies and budgets approved by the council, while also being 

accountable for complying fully with the requirements of any industry award, enterprise 

bargaining agreement (EBA) or other relevant Act.  

Procurement  

In 2012 the LGASA undertook a series of reforms in the area of procurement, as part of the 

Year of Procurement (Network of Procurement Professionals, FR20, pg.1). The Year of 

Procurement acknowledged the importance of procurement to council operations and the 

importance of a sector wide approach to improving procurement practices. As part of this the 

LGASA established LGA Procurement (LGAP) as a separate business to assist councils improve 

their procurement practices. LGAP, as part of this role, helps councils by undertaking tenders 

on behalf of councils, providing a procurement handbook and suite of template documents for 

councils to use and providing a range of procurement support services to councils including 

training, consultancy services and facilitating exchange of knowledge (LGAP, FR17, pg.4). 

Other management issues  

With respect to management matters  more generally, the LGASA released a discussion paper, 

óSensible Changeô, in 2017 on further reform ideas and options. As noted in its submission to 

the methodology paper, the LGASAôs proposed reforms concentrate on several areas of local 

government operations that can be strengthened without the need for legislative intervention.  

Reforms listed in the LGASA paper that offer potential for efficiency improvement or potential 

cost savings include: 

¶ an industry-wide industrial relations framework  
¶ a sector wide benchmarking program; 
¶ best practice audit committees; 
¶ standardising external audits; and 
¶ best practice service reviews. 

 
The South Australian local government sectorôs ongoing interest in continuous improvement is 

demonstrated by the number of formal and informal network groups operating across councils 

in South Australia for council staff to share knowledge, lessons learned and best practice. Many 

of these groups are supported by either the LGASA or Local Government Professionals Australia 

SA. Currently, network groups are operating in the areas of finance, rates, volunteer 

management, continuous improvement, communications and marketing, risk, authorised 

persons/officers, public and environmental health, human resources, grant management, 

                                           
52 Local Government Act 1999, s 103(1).  
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community management, governance, workplace health and safety, emergency management 

and procurement. 

2.6 Reforms in othe r jurisdictions  

The Commissionôs review of the reforms in other jurisdictions suggests that comprehensive 

evaluations of initiatives aimed at enhancing council efficiency and lowering costs have been 

limited. This makes it difficult to judge the overall ef fectiveness of different jurisdictionsô 

responses to significant issues in the sector on an interjurisdictional level. 

It is also a notable feature of recent local government reforms that, with the exception of South 

Australia, the majority of initiatives have originated with state governments, not as result of 

collective action from within the local government sector itself. 53 

Reforms aimed at improving councilsô capacity for long-term strategic planning, particularly in 

relation to financial and asset management plans, have become a predominant focus of reform 

efforts in most jurisdictions. In NSW, all councils are now required to use an integrated 

planning and reporting framework that is designed to improve council sô capacity for strategic 

community planning, especially for financial and asset management planning.54 

The Commission also notes that, as part of a wider strategy to improve councilsô capacity to 

monitor and enhance their own performance, the NSW Office of Local Government is 

developing a Performance Management Framework to provide councils and the community with 

a consistent set of performance indicators, including those relating to costs and asset 

management. 

In Victoria, the need to build councilsô capacity for long term planning was recently addressed 

through the Local Government (Planning and Reporting) Regulations 2014. These reforms 

aimed to standardise the way councils report on their long term financial and asset 

management plans, with a range of documents, including statutory financial sta tements, now 

required to conform to the Local Government Model Financial Report.55  In support of this 

regulatory requirement, Local Government Victoria issued its revised Best practice guidance in 

asset management guidelines in 2015. 

In addition to reforms  to the way in which councils undertake strategic planning, the Victorian 
Local Government Reporting Framework, introduced by the Victorian Government as a 
mandatory performance reporting system, is designed to address the need for a consistent 
framework for performance management and reporting. The resultant performance data is  
presented to the community through the óKnow Your Councilô website and represents one of the 
most developed sector-wide approaches to efficiency comparison.56 
 
The Tasmanian government mandated similar strategic planning requirements in 2013.  The 

Commission notes that the Tasmanian legislation assigns responsibility for monitoring 

compliance to the Auditor-General.  Recent audits of compliance with the new reporting regime 

                                           
53 Australian Centre of Excellence in Local Government óUnfinished Business?ô, p. 5. 
54 Australian Government, Local Government National Report 2014-15, 2017, p. 35.  
55 Ibid, p. 35. 
56 For the 2018 review of the effectiveness and efficiency with which Victorian councils deliver services to their 
communities, conducted by the Victorian Auditor-General, see <https://www.audit.vic.gov.au/report/delivering -local-
government-services?section=>. The Commission is also aware of the work being undertaken by the Queensland 
Auditor-Generalôs Department in relation to efficiency in the local government sector. 
See<https://www.qao.qld.gov.au/audit -program>.  

https://www.audit.vic.gov.au/report/delivering-local-government-services?section=
https://www.audit.vic.gov.au/report/delivering-local-government-services?section=
https://www.qao.qld.gov.au/audit-program
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suggest that councilsô financial and asset management performance has undergone a 

noticeable improvement.57 

The Commission notes that the Tasmanian Government, is also currently developing the Local 

Government Data, Analysis, Transparency, Accountability (LG DATA) project. The initiative aims 

to enhance transparency in the way that local government performance is reported and provide 

councils with a tool to identify opportunities for performance enhancement. 58 

2.7 Conclusion  

The Commission has been asked to consider recent reforms in South Australia and other 

jurisdictions to policy and management practices in the local government sector and their 

potential to improve council performance.  

The move away from prescribing specific functions to broadening the discretionary power of 

councils to perform a range of functions in SA has been mirrored in other jurisdictions. The LG 

Act, in common with local government legislation in other jurisdictions, defines councilsô 

functions and powers broadly, which has enabled councils to undertake a significant number of 

non-mandatory functions. However, the South Australian local government sector has arguably 

a greater level of autonomy than other jurisdictions, with the South Australian Government 

taking a less prescriptive approach. 

Additional research and consultation with councils and other stakeholders has revealed a 

diverse range of reviews and reform projects that have been undertaken by councils. The 

Commission has noted some evidence linking these changes or reforms to improvements in 

council performance.  

The literature suggests that sector-wide improvement or reform is more likely to be fully 

implemented if it is mandated by state governments. 59 For example, financial management 

reforms while initiated by the local gov ernment sector, were subsequently incorporated into the 

LG Act, have strengthened the sectorôs financial performance.   

The Commissionôs assessment of the evidence suggests that few significant management or 

work practice reforms have been undertaken in recent years by the sector.  

The Commissionôs assessment of the industrial relations environment in which councils operate, 

along with councilsô submissions to the draft report, suggests that the current framework, 

which is wholly structured by state legislation, is also an area that would benefit from reform to 

enable enterprise bargaining agreements between clusters of councils and their employees. 

Councils also participate in a large number of collaborative resource sharing arrangements, 

ranging from relatively informal arrangements to formal legal structures, with varying degrees 

of success.  Again, while councils have argued that such collaborations yield efficiencies and 

other benefits, it is difficult to quantify the cost or efficiency impacts of these initiatives. 

                                           
57 Ibid, p. 36. In addition, see Tasmanian Audit Office, Auditor-Generalôs Report on the Financial Statements of State 
Entities: Local Government Authorities 2017-18, (2018) < https://www.audit.tas.gov.au/publication/local -
government-authorities-2017-18/>.  
58 For additional information, see Tasmanian Local Government Division, Department of the Premier and Cabinet:  
Measuring Tasmanian Local Government Performance 
< http://www.dpac.tas.gov.au/divisions/local_government/measuring_tasmanian_local_government_performance >.  
59 Australian Centre of Excellence for Local Government, óUnfinished Business?ô p.39. 

https://www.audit.tas.gov.au/publication/local-government-authorities-2017-18/
https://www.audit.tas.gov.au/publication/local-government-authorities-2017-18/
http://www.dpac.tas.gov.au/divisions/local_government/measuring_tasmanian_local_government_performance
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3. Local government costs  

3.1 Introduction  

The inquiryôs terms of reference require the Commission to address the following matters 

regarding local government costs and efficiency. 

Analysis of the information on local government costs and the key drivers of costs including:  

¶ identify trends in local government activities and costs of local government operations; 

and 

¶ identify the drivers of local government costs and assess their impacts.1 

Between 2008-09 and 2017-18, total operating expenditure of all South Australian councils 

increased from $1.6 billion to $2.2 billion at an average annual rate of 4.2 per cent.  Adjusting 

for the change in the number of properties over time, the average annual increase in ope rating 

expenditure was 3.3 per cent per annum per property.  

In comparison, the two measures of price inflation used by councils ð movements in the 

consumer price index (CPI) and the local government price index (LGPI) ð  increased by an 

annual average of 2.1 per cent and 2.6 per cent, respectively over the same time period (refer 

to Figure 3.1).2 

The average annual growth of expenditure per property in re al terms was therefore in the 

range of 0.7-1.2 per cent, or an accumulated increase of 6.5-11 per cent from 2008-09 to 

2017-18. 

This chapter examines trends and changes in council operating expenditure and explanations 

for these changes.  To understand the cost drivers, the Commission examined councilsô costs 

for the period from 2008 -09 to 2017-18 on both a resource (or input) basis and a function or 

service (output) basis.   

Figure 3.1: Index of the change in operating expenditure per property across all councils and 
price indices 

  
Source: SALGGC (2017b), ABS (2019), SACES (2019). 

                                           
1 For the complete Terms of Reference see pp.4-6.   
2 Inflation as measured by the Australian Bureau of Statisticsô Consumer Price Index for Adelaide and the South 
Australian Centre for Economic Studiesô (SACES) Local Government Price Index (LGPI).  Information on the  
construction of the LGPI may be accessed at: <https://www.adelaide.edu.au/saces/economy/lgpi/ > .  
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3.2 Data sources and council groupings  

3.2.1 Data sources  

The Commission has drawn upon a range of data sources. It thanks the South Australian Local 

Government Grants Commission (SALGGC) for providing information from councilsô annual 

returns, supplementary surveys and general information returns. 3  The Local Government 

Association of South Australia (LGASA) provided information and data collated from its member 

councils. Several councils provided additional information in the two rounds of submissions that 

has assisted in understanding underlying trends. 

The SALGGC provided a database of information and cost data covering the 10-year period 

from 2008-09 to 2017-18 for all 68 councils. This database included the following indicators:  

¶ general and statistical information;  

¶ operating income; 

¶ operating expenditure; 

¶ physical asset and associated capital expenditure; 

¶ statutory accounting statement of financial position and net financial liabilities; and  

¶ financial ratios. 

All councils in South Australia must prepare annual financial statements in accordance with the 

ñModel Financial Statementsò as published by the LGA.4 These statements include guidance on 

the allocation of costs to activities.  

The financial information submitted by councils and collected by the SALGGC is based on these 

model financial statements. The SALGGC reports the consolidated information collected from 

councils on their website.5  The SALGGC notes:  

éthese reports may include differences from council financial statements and amounts 
shown in supplementary returns as to enhance data consistency and comparability.6   

The inquiry has relied on the information contained in these database reports.   

3.2.2 Council groupings  

The Commission used the Australian Classification of Local Governments (ACLG) scheme as 

detailed in Appendix 6, to group councils to enable meaningful comparisons and conclusions to 

be drawn.7   

The Commission used this scheme to assign each council into one of four groups depending on 

location and population, broadly as follows:  

¶ Urban: 

o Urban ï metropolitan and fringe ð which includes the capital city, developed 

(suburban) and fringe (suburban) metropolitan councils; and  

                                           
3 Refer to Appendix 5 for an outline of the extent of the information provided by SALGGC. 
4 Refer to the Local Government Act 1999 (s. 127) and Local Government (Financial Management) Regulations 2011, 
reg 4(3), 13.  
5 The database reports are available from < https://www.dpti.sa.gov.au/local_govt/LGGC > . 
6 SALGGC, SA Local Government Grants Commission Database Reports 2017-18, p1.  This report can be  
accessed at: <https://www.dpti.sa.gov.au/data/assets/pdf_file/0003/564177/Database_Reports_2017 -18.pdf> . 
7 As outlined in Appendix 6, the ACLG scheme is based on a three-step hierarchy.  Each step allocates a 
prefix made up of three letters to produce a unique identifier for each type of local government area.  The  
systemôs full classification structure contains 22 separate categories.  By way of example, a medium-sized 
(populated) council in a rural agri cultural area would be classified as RAM ï Rural, Agricultural, Medium. 

https://www.dpti.sa.gov.au/local_govt/LGGC
https://www.dpti.sa.gov.au/data/assets/pdf_file/0003/564177/Database_Reports_2017-18.pdf
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o Urban ï regional ð non-metropolitan councils with urban centres in regional 

areas.  

¶ Rural: 

o Rural agricultural ï large and very large populated councils in rural or 

agricultural areas; and 

Rural agricultural ï small and medium populated councils. Table 3.1 shows the differences 

between the four council group ings. 

Table 3.1: Selected statistics by urban and rural type 2017-18 

Indicator  Council 
group  

All urban 
councils  

All rural 
councils  

State -wide  
total  

Urban -
metro & 
f ringe  

Urban -
regional  

Rural -  
small and 
medium  

Rural -  
large and 
very large  

Number of 
councils  

 30 38 68  21 9  20  18  

Area  
Total  

(square 
kilometres) 

10,600 146,230 156,830   5,139  5,461  82,780  63,450  

  
Average per 

council 
353 3,848 2,306  245  607  4,139  3,525  

Population  Total 1,506,515  223,765  1,730,280  1,350,028  156,487  45,342  178,423  

  
Average  

per council 
50,217 5,889  25,445  64,287  17,387  2,267  9,912  

Employees  
Total  
(FTE) 

7,029 1,838  8,867   6,036  993  546  1,292  

 Average  
per council 

234  48 130  287  110  27  72  

Sealed 
roads  

Total 
(km)  

10,768 8,031  18,799  8,813  1,955  2,030  6,001  

 
Average  

per council 
359 211 276  420 217 101 333 

Unsealed 
roads  

Total 
(km)  

3,945 52,249  56,194  2,192  1,753  27,152  25,097  

 
Average  

per council 
132 1,375 826  104 195 1,358 1,394 

Roads 
(including 
laneways) 

Total 
(km)  

14,873 60,307  75,180  11,091  3,782  29,184  31,123  

  
Average per 

council 
496 1,587 1,106  528  420  1,459  1,729  

Number of 
properties  

Total 716,175 190,258  906,433  630,838  85,337  51,744   138,514  

  
Average  

per council 
23,873 5,007 13,330  30,040  9,482  2,587  7,695  

Capital 
value of 
properties  

Total 
($billion)   

at 1 Jan-19 
$337.9  $58.6  $396.5  $313.3  $24.5  $14.5  $44.1  

  
Average  

per property 
($000) 

$471.8 $308.0 $437.4  $496.7  $287.5  $280.0  $318.5  

Source: SALGGC (2019), Valuer-General (2019) 
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Expenditure by council varies according to a range of factors including population, area, 

properties and road length.8 Accordingly, where appropriate, the Commission has also 

undertaken analyses using the following classifications: 

¶ urban metropolitan and fringe councils were classified to reflect their level of 

development ð suburban (otherwise referred to as developed) or fringe (or 

developing), and  

¶ rural councils were classified to reflect similar regional areas or geographies,9 such as: 

o Eyre Peninsula;  

o Legatus Group10 of councils (includes various Yorke Peninsula, mid-north and 

other similar regional councils);  

o Limestone Coast; 

o Murraylands and Riverlands; and 

o Southern and Hills. 

Submissions provided broad support for the use of the ACLG scheme; for example, the Town of 

Gawler: 

As acknowledged in the Paper, it is inherently difficult to compare Councils, given 

each Council has distinct and diverse characteristics. Utilisation of the ACLG is 

deemed appropriate.  (Town of Gawler, DR21, p.1)  

In contrast, the City of Playfordôs submission raised the following concern: 

The issue with the ACLG grouping is some Councils can be considered in multiple 

groupings given their diversity.  Therefore, groupings are not relevant for all 

services.  (City of Playford, DR18, p.1) 

The Commission notes these concerns. Its analysis focused on the underlying drivers of 

costs and not on making comparisons between individual councils. 

 

3.3 Analysis of operating expenditure  by resource type  

This section discusses the issues that the Commission and various submissions have put 

forward as drivers of council costs.  It examines expenditure by the type of resources, or 

inputs, employed ð these comprise employee costs, materials and contracts costs, depreciation 

charges and finance costs. 

3.3.1 Total operating expenditure  

As noted, total operating expenditure by councils has grown more rapidly than inflation 

between 2008-09 and 2017-18. 

 

                                           
8 The properties data used in the analysis throughout the report is sourced from the SA  Valuer-General and 
includes both rated and unrated properties to ensure a consistent and reliabl e time series.  The time series data 
provided by the SALGGC was found to be inconsistent and unreliable primarily due to a change in the data 
collection and classification systems that were implemented in 2015.  A detailed discussion on this matter is 
provided in Economic Insights, Efficiency and Productivity Analysis of Local Government in South Australia, Report 
prepared for the South Australian Productivity Commission, July (2019), p.9. 
9 The regional classifications used reflect the regional local government associations to which the councils 
themselves belong. 
10 The Legatus Group is the trading name of the Central Local Government Region established under the LG Act. It is 
a collection of councils from the Yorke Peninsula, mid-north and other nearby are as (refer to Appendix 6).  
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Figure 3.2 illustrates the level of cost components of total operating expenditure and the rate of 

change in total annual costs from the previous year.  

Figure 3.2: Total operating expenditure by input ($billion) and total annual change (per cent)  

 
Source: SALGGC (2019) 

Figure 3.2 shows that the annual growth in operating costs between 2008 -09 and 2012-13 

ranged between 4.9 per cent and 6.1 per cent, falling to 2.4 per cent in 2014-15.  The rate of 

change was 3 per cent in 2017-18. 

Table 3.2 compares the average annual increases in total operating expenditure for all council 

groups over three different time periods.  It shows that growth in operating costs for the urban 

metropolitan and fringe group of councils was highest over the decade to 2017 -18, and remains 

high, whereas for the urban regional group expenditure slo wed (and fell in 2017 -18).  In 

addition, the rate of growth in operating expenditure of the rural small and medium group was 

the smallest among the council groups over the decade and the past seven years. 

Table 3.2: Average annual increase in total operating expenditure by council group (per cent)  

Council Group  2008 -09 to 
2017 -18  

2011 -12 to 
2017 -18  

2016 -17 to 
2017 -18  

Urban -  metro & f ringe  4.3 3.7 4.0 

Urban -  regional  4.0 3.0 -0.1 

Rural -  small & medium  3.3 2.2 0.5 

Rural -  large & very large  4.3 3.3 2.0 

All groups  4.2  3.5  3.0  

Source: SALGGC (2019) 
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The two urban and rural council groups experienced similar annual average increases over the 

10 years (4.2 per cent and 4.0 per cent per annum, respectively). 11  The capital city and urban 

fringe councils experienced average annual growth increases of 5.8 per cent and 5.1 per cent, 

respectively.   

The greatest average annual growth in total operating expenditure among the rural councils 

was experienced by the rural councils of the Murraylands and Riverlands (4.9 per cent).  

Figure 3 shows that overall spending in nominal terms increased by approximately 45 per cent 

(or $693 million) over the ten years to 2017 -18 and that the relative proportions of the 

individual components have changed little in that time. In 2017 -18, the major components of 

councilsô expenditure were: 

¶ materials, contracts and other costs ($912 million or 41 per cent of total operating 

expenditure);  

¶ employee costs ($789 million or 35 per cent); an d 

¶ depreciation charges ($511 million or 23 per cent).  

Finance costs represented only 1.4 per cent (or $31 million) of total operating expenditure in 

2017-18. The only other operating charge reported by councils is the loss incurred on their 

ownership in joint ventures and other businesses.12   

Each of these cost components is discussed in the following sections. 

3.3.2 Materials, contracts and other costs  

Materials, contracts and other costs is the most substantial category of expenditure for councils, 

making up approximately 41 per cent of total operating expenditure and, in 2017 -18, 

expenditure in this area reached $912 million.13 The average rate of increase for materials and 

contract expenditure, over the last 10 years, was 4.0 per cent annually and this wa s similar 

across both urban and rural councils. The LGPI increased by an average of 2.6 per cent 

annually and, assuming this represents the changes in materials prices, the real increase or the 

volume growth of materials (and other costs) spending is appro ximately 1.4 per cent annually.  

Figure 3.3 shows the total operating expenditure by group as well as the annual rate of change 

in the overall materials and contracts cost. 

Urban metropolitan and fringe councils represent 67 per cent of materials and contr act costs in 

2017-18 and, in comparison: 

¶ large and very large rural councils represent 13 per cent;  

¶ small and medium rural councils represent 12 per cent; and  

¶ urban regional councils represent less than 6 per cent. 

These relative proportions have changed negligibly over time as shown in Figure 3.3. 

                                           
11 Similarly, over the last seven years since 2011-12, the average annual rate of increase in total  
costs has been higher for urban councils, at 3.6 per cent, compared to 3.0 per cent for rural councils.  
12 In 2017-18, this item represented approximately 0.1 per cent of total operating expenditure (or less than $1.5 
million) and is not separately examined.  The corresponding profit on these ventures is reported as income in the 
revenue section of the income statement.  
13 The materials, contracts and other category includes expenditure on a range of items including consultants,  
contractors, energy, water, waste services, maintenance, legal, levies to state government, advertising, catering,  
cleaning, communications, entertainment, various project related costs, sponsorships, subscriptions, insurance, 
security, information technology and other items.  



 Inquiry into Local Government Costs and Efficiency  

 

 
Local Government Costs and Efficiency Final Report 

 

Page | 61  
 

 

Figure 3.3: Materials, contracts and other expenditure in total and by group ($million) and total 
annual change (per cent) 

Source: SALGGC (2019) 

Despite the similar increase in expenditure across both urban and rural councils over the last 10 

years, Table 3.3 shows that there are significant differences in the rate of increase i n materials 

costs across the various council groupings: 

¶ the urban metropolitan and fringe council group costs increased by 4.2  per cent per 

annum on average over the past 10 years.  There has been a slight downward trend in 

the rate of increase (3.9 per cent) over the last seven years but 2017 -18 recorded an 

increase of 5.1 per cent. 

¶ the urban regional group costs increased by 3.0 per cent per annum on average over 

the 10 years and are moderating ð in 2017-18 the increase was 1.8 per cent; 

¶ rural small and medium council group costs increased by 3.1 per cent per annum on 

average and in 2017-18 costs fell by 1.2 per cent (it is noted that in 2016 -17 there was 

an increase in costs of 7.8 per cent); and 

¶ rural large and very large group costs grew by 4.4 per cent  per annum and appear to be 

falling below the long -term average.  In 2016 -17, there was an increase of over 13 per 

cent. 

Table 3.3: Average annual increase in materials, contracts and other costs by council group 
(per cent)  

Council Group  2008 -09 to 
2017 -18  

2011 -12 to 
2017 -18  

2016 -17 to 
2017 -18  

Urban -  metro & f ringe  4.2 3.9 5.1 

Urban -  regional  3.0 2.2 1.8 

Rural -  small & medium  3.1 1.5 -1.2 

Rural -  large & very large  4.4 3.7 0.8 

All groups  4.0  3.5  3.7  
Source: SALGGC (2019) 
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The City of Adelaide experienced a 6.4 per cent average annual increase over the 10-year 

period.  In contrast, the metropolitan and fringe councils, experienced average increases of 3.5 

per cent and 4.5 per cent per annum, respectively.  

In the other regions, the largest average annual increases over the 10 years to 2017-18 related 

to:  

¶ the rural councils of the Murraylands and Riverlands regions which experienced an 

average increase of 6.7 per cent; 

¶ the rural councils of the Southern and Hills regions: 5.4 per cent; and 

¶ the metropolitan fringe councils: 4.5 per cent.  

The increases in the metropolitan fringe and southern and hills councils may be in part due to 

the growth in population and the demand for greater services in these areas. In contrast, the 

rural councils of the Murraylands and Riverlands experienced an overall decline in numbers over 

the last 10 years ð although there has been an increase in population in the last two years. 

A significant proportion of materials, contracts and other expenditure is likely to have been 

subject to a procurement process. Data limitations prevent the Commission from estimating the 

size of that share. 

Councils are required under part four of the Local Government Act 1999 to develop and 

maintain procurement policies, practices and procedures directed towards: 

¶ obtaining value in the expenditure of public money;  

¶ providing for ethical and fair tre atment of participants; and  

¶ ensuring probity, accountability and transparency in procurement operations.  

A council is able to set its own policy, and to amend it at any time (but not so as to affect any 

process that has already commenced). 

Many councils also incorporate a óbuy localô provision into their procurement policy, which gives 

a weighting to local companies in tendering. This is likely to increase the direct cost of 

procurement. Councils stated that there are benefits to the local community from th ese policies, 

but it is not clear to what extent they outweigh the increased costs of procurement.  

Alexandrina Councilôs procurement policy has in recent years allowed for a 15% price weighting 

for local suppliers. While this is sustainable on smaller value contracts, for larger value contracts 

this can come at considerable additional cost to Council. (Alexandrina Council, FR2, p.5) 

The Commission considers the increased costs of procurement, and the burden on the rest of 

the community, should be assessed and made transparent in the application of this policy.  

The LGASA has established a subsidiary called LGA Procurement (LGAP) to provide 

procurement services. This includes advice on the management of procurement. As part of the 

Year of Procurement in 2012, LGAP published a suite of model documents, covering contracts 

and policies and a related procurement handbook to assist councils in improving their 

procurement processes. Many, but not all, councils use these model documents as the basis for 

their procurement. 

Councils can also outsource their procurement processes to LGAP while paying a commission 

for the service. LGAP estimates $10m in savings to councils in 2018-19, through negotiated 

pricing and red tape reduction (LGAP, FR17, pg5). The Commission identified several other 

examples of councils collaborating to obtain greater value through procurement, such as the 

Barossa Regional Procurement Group. 
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During consultation, the Commission heard that the capacities and skills in conducting 

procurement vary among (and within) councils. Councils suggested that common challenges 

not in their control with respect to procurement across the sector include:  

¶ attracting and retaining qualified or experienced procurement and contract management 

staff;  and 

¶ thin markets in which to find suppliers.  

Other issues within their control include:  

¶ excessive red-tape requirements on contractors and suppliers; 

¶ complicated tender documents; and 

¶ poor contract management. 

Council procurement processes are conducted in a commercial environment that can expose 

councils to high levels of risk. These risks include not achieving the best possible outcomes in 

terms of price, issues with the nature of the goods purchased (e. g. not fit for purpose), the 

failure to achieve appropriate service levels or not achieving procurement outcomes which are 

accountable and transparent. A high degree of risk aversion, or lesser capacity to manage these 

risks, can lead to high levels of red t ape and other issues just noted, as well as over-

specification of outputs of the process and lack of innovation.  

These issues are likely to be relevant sector-wide but exacerbated in rural areas where 

attracting staff and thin markets are particularly prob lematic. Higher transportation costs and a 

desire to support local suppliers, even if cheaper alternatives are available, add further to 

procurement costs in rural areas. 

3.3.3 Employee costs  

Employee costs is the next most substantial expenditure for councils representing 

approximately 35 per cent (or $789 million) of total operating expenditure in 2017 -18.  

Employee costs incorporate: 

¶ total number of employees; and  

¶ costs per employee, including wages, salaries and supplements. 

The average annual increase in total employee costs across the local government sector was 

4.5 per cent over the last 10 years, with no major difference between urban and rural councils.  

Total employee costs across the four council groups since 2008-09 are shown in Figure 3.4. 

There may be some variation in employee costs from year to year due to the  apportionment of 

some labour costs to capital projects ð the Commission does not have access to this 

information.  

Urban metropolitan and fringe councils represent 71 per cent of total emp loyee costs in 2017-

18 and, in comparison: 

¶ large and very large rural councils represent 13 per cent;  

¶ small and medium rural councils represent 11 per cent; and  

¶ urban regional councils represent 5 per cent. 

These relative proportions have changed negligibly over time as may be shown from Figure 3.4. 
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Figure 3.4: Employee costs in total and by council group ($million) and annual change (per 
cent) 

 
Source: SALGGC (2019) 

Table 3.4 shows that the slowing growth in total employee costs over the last 10 years was 

experienced across both urban and rural councils.  The table also shows that the changes in 

employee costs tended to diverge more between the various council groupings over time:  

¶ urban metropolitan and fringe councilsô employee costs grew by 4.4 per cent per annum 

on average over the past 10 years, although there has been a downward trend in the 

rate of increase (to 3.7 per cent) over the last seven years and the rate of increase 

slowed to 2.8 per cent during 2017 -18; 

¶ urban regional councilsô employee costs grew by 5.1 per cent per annum over the past 

10 years and 4.6 per cent over the last seven years.  However, in 2017-18 the employee 

costs of these councils fell by 1.5 per cent;  

¶ rural - small and medium councilsô costs grew by 4.4 per cent per annum over the 10 

years and appear to be slowing, experiencing a 1.2 per cent increase during 2017-18; 

and 

¶ rural - large and very large councilsô costs grew by 4.6 per cent per annum over the 10 

years but over the past seven years experienced the smallest rise of all groups (3.5 per 

cent) and in 2017-18 the rise was 2.6 per cent.  

Overall annual growth in employee costs for the entire sector (across all groups) has declined 

to 2.2 per cent in 2017 -18 as shown in Table 3.4.   

Table 3.4: Average annual increase in employee costs by council group (per cent)  

Council Group  2008 -09 to 
2017 -18  

2011 -12 to 
2017 -18  

2016 -17 to 
2017 -18  

Urban -  metro & f ringe  4.4 3.7 2.8 

Urban -  regional  5.1 4.6 -1.5 

Rural -  small & medium  4.4 3.8 1.2 

Rural -  large & very large  4.6 3.5 2.6 

All Groups  4.5  3.8  2.2  

Source: SALGGC (2019) 
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As shown in Table 3.5, the urban fringe councils (of all the groups) experienced the greatest 

increase in employee costs at 5.8 per cent per annum over 10 years and 5.4 per cent per 

annum over the last seven years.  Growth during 2017-18 also remained high at 4.6 per cent.   

Similarly, the rural regional groups of Eyre Peninsula and the Legatus Group, and the urban 

regional council group all experienced increases of 5.1 per cent per annum over the 10 years 

and increases of between 4.1 per cent and 4.6 per cent per annum over the last seven years.  

In contrast, the total employee cost increases of the group of rural councils of the Murraylands 

and Riverlands averaged approximately 3.5 per cent per annum over the 10 years and 2.3 per 

cent over the last seven years.  In 2017 -18, these councilsô employee costs grew by 1.0 per 

cent and the southern and hills councils experienced a growth of 0.7 per cent.   

Table 3.5: Average annual change in employee costs by regional council grouping (per cent)  

Council type and region  2008 -09 to 
2017 -18  

2011 -12 to 
2017 -18  

2016 -17 to 
2017 -18  

Urban capital city  3.9 4.0 2.0 

Urban metropolitan  4.0 2.9 2.1 

Urban fringe  5.8 5.4 4.6 

Urban regional  5.1 4.6 -1.5 

Rural Eyre Peninsula  5.1 4.1 1.8 

Rural Legatus Group  5.1 4.1 3.4 

Rural Limestone Coast  4.3 3.2 1.7 

Rural Murraylands & Riverlands  3.5  2.3  1.0  

Rural Southern & Hills  4.4  4.7  0.7  

Source: SALGGC (2019) 

The Commission notes that the average annual growth in the number of council employees (on 

an FTE basis) has followed the general annual growth rate of the population at around 0.8 per 

cent.  On that basis, the Commission estimates that employee cost per full time employee 

equivalent for the local government sector  grew from $64,100 in 2008-09 to $88,900 in 2017-

18 ð an average annual increase of 3.7 per cent over the decade.14   

Higher than average wages growth in local government is confirmed by ABS statistics on 

average weekly earnings. Average weekly earnings for all full-time adult employees in South 

Australia increased by an average of 3.0 per cent per annum between 2009 and 2018. By 

contrast the ABS estimates that average weekly earnings for South Australian local government 

employees grew at an average 4.5 per cent per annum over this same period.   

The increase in total employee cost expenditure has been driven by higher salary and wages 

rather than by the increase in employee numbers.   

                                           
14 It is noted that the FTE employee numbers provided by the SALGGC represent the total workforce and, as such, 
no adjustment is made for the capitalisation rate associated with the split between operating and capital costs.   
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The increase in salaries and wages may also be due to changes in labour composition to a 

more skilled workforce, which may explain the reduction measured for the urban regional group 

of councils.  

Unit employee costs have increased at a faster rate for the rural council group compared with 

the urban council group as shown in Table 3.6.  The table also shows the average annual 

change in unit employee cost by the four major council groups and regional area.  

Table 3.6: Average annual change in unit employee cost (per cent) 

Council Group  2008 -09 to  

2017 -18  

2011 -12 to  

2017 -18  

2016 -17 to  

2017 -18  

Urban  3.6 3.3 2.7 

Rural  4.0 3.4 2.1 

Urban -  metro & f ringe  3.5 3.2 2.4 

Urban -  regional  4.4 3.9 4.5 

Rural -  small & medium  4.4 4.3 -0.8 

Rural -  large & very large  3.8 3.0 3.3 

Urban capital city  3.1 2.9 3.2 

Urban metropolitan  3.4 3.0 1.8 

Urban fringe  4.0 3.6 3.5 

Rural Eyre Peninsula  4.7 4.3 -1.3 

Rural Legatus Group  4.3 3.4 3.8 

Rural Limestone Coast  3.7 3.6 0.5 

Rural Murraylands & Riverlands  3.4 3.1 3.1 

Rural Southern & Hills  3.5 2.7 -0.6 

All groups  3.7  3.3  2.6  

Average w eekly earnings  -  state 15  3.0 2.8 0.6 

Average w eekly earnings ï local 

government  
4.5 3.6 0.6 

Source: SALGGC (2019), ABS 6302.0 (2019) 

The average cost per FTE employee is generally higher among urban councils compared to 

rural councils.  In particular, the average unit employee cost in 2017 -18 for each council group 

was: 

¶ urban metropolitan and fringe group: $92,300;  

¶ urban regional group: $90,500;  

¶ rural small and medium group: $72,500; and  

¶ rural large and very large group; $78,800.  

                                           
15 ABS, Average Weekly Earnings, Australia (2019) cat.no 63020. 
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Some stakeholders raised the issue of employee costs and the central role that enterprise 

agreements play in the wage setting process.  In its submission, the City of Charles Sturt stated 

that:  

Employee expenses comprise approximately 35% of operating costs and governed by Enterprise 

Bargaining Agreements.  In 2008/09 the EBA wages increase at Charles Sturt was 5.5%.  It then 

decreased to 4% until 2013/14 where it was 3% until 2017/18. (City of Charles Sturt, DR3, p.6)  

In addition, the South Australian Finance Management Group (SALGFMG) noted that: 

From 2008/09 many Councils had wages increase in the order of 4% to 6%, falling to around 

3% in 2014/15 and more recently in the order of 2%, and more reflective of wages growth in 

the broader economy. (SALGFMG, DR19, p.10) 

The SALGFMG submission noted that enterprise agreements may have an indirect role by 

making costs fixed rather than variable:  

Employee costs represent 35% of councils total operating cost é.  This cost is driven by 

Enterprise Bargaining Agreements and often include no forced redundancy clauses resulting in 

labour being largely a fixed cost.  (SALGFMG, DR19, p.10) 

Several submissions, including from the City of Charles Sturt, identified employee costs as a 

driver of increases in operating costs. In particular, the industrial relations framework within 

which councils operate has been identified by some stakeholders, including the SALGFMG, as a 

significant driver of operating costs. The Commission understands that, at present, councils 

negotiate Enterprise Bargaining Agreements (EBAs) individually, with different conditions in 

place for staff classified as either óindoorô or óoutdoorô employees. 

There was also broad agreement among both councils and unions that there are significant 

transaction costs in this current system and that there is scope to reduce these costs:  

Advantages of streamlined industrial relations arrangements would be: The negotiation process 

is extremely resource intensive. We see potential in gaining efficiencies and reducing duplication 

across the sector through consolidating enterprise bargaining. This may be alternatively achieved 

through a sector based EB negotiation team who support the transition (City of Port Adelaide 

Enfield, FR8, p.33) 

3.3. 4 Finance costs  

Councils raise funds to finance their operations from a range of sources including: 

¶ grants from governments and gifts in cash or kind from the private sector;  
¶ borrowings from lenders or lending institutions such as banks or non -bank institutions;  
¶ excess funds resulting from operating efficiencies or the deferral (or cancellation) of 

projects or other programs;  
¶ proceeds from asset sales; and 
¶ funds raised from ratepayers. 

 
In general, the cost of finance is small across councils ð making up less than 1.4 per cent (or 

$31 million) of total operating expenditure in 2017 -18.  Councils generally have very low debt 

levels. 

Over the last 10 years, total finance costs have fallen by an average of less than 0.2 per cent 

per annum but since 2011-12, finance costs have fallen by 3.0 per cent per annum on average.  

This reflects falling long term borrow ing interest rates ð as represented by the 10-year 

Commonwealth bond yields in Figure 3.5 and the subsequent decrease in deposit rates. 
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Figure 3.5:  10-year Australian government bond yield 

  

Figure 3.6:  Local government real interest rates 
from 2008 to 2021 

 
Source: LGFA (2019) 

Similarly, Figure 3.6 shows the general decline in actual real interest rates that councils were 

able to access since 2008 from the Local Government Finance Authority (LGFA).16  

These declines in interest rates (as well as declining levels of net debt) are reflected in the total 

finance costs incurred by councils as shown in Figure 3.7. 

Figure 3.7: Total finance costs by council group ($million) 

 

Source: SALGGC (2019) 

As noted, although there was a slight fall of 0.2 per cent per annum in total finance costs 

across all councils in the past 10 years, the decline in interest rates has resulted in a decline in 

finance costs averaging 3 per cent per annum over the last seven years. 

Rural councils, as a group, experienced an increase in finance costs of almost 2 per cent per 

annum over the last 10 years compared with urban councils which experienced a fall of almost 

1 per cent.  Over the last seven years, rural councilsô finance costs fell by 1.8 per cent per 

annum while urban councils experienced a fall of 4.6 per cent per annum over the same period.  

                                           
16 The Local Government Finance Authority of South Australia is a body corporate, which provides financial services 
exclusively to South Australian councils and local government bodies.  It was established in January 1984 by the 
Local Government Finance Authority Act, 1983. 
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