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The City of Mandurah thanks the Select Committee for the opportunity to provide 
a commentary on the issues raised in the Committee’s Terms of Reference. The 
City makes the following submission; 
 
(a) whether the Local Government Act 1995 and related legislation is 

generally suitable in scope, construction and application. 
 
The Local Government Act 1995 (“Act”) has not been seriously reviewed since 
its inception. To that extent, it has failed to provide a governance framework 
suitable for the demands of today’s community. Although the recent review of 
the legislation has made a good start in bringing the provisions of the Act up-
to-date, the process of the review did not provide for a complete re-examination 
of its principles and content. Instead, it tended to rely upon guiding submissions 
towards pre-defined areas of discussion. 
 
Although the reform process has introduced some useful initiatives, and has 
been largely supported by the City, the limited scope of its approach has meant 
that the opportunity for a complete overhaul of the legislation has been 
foregone at this time. A review of local government legislation both in other 
Australian States and overseas provides the following examples of elements 
which could be included in a wider review: 
 

 Consideration of whether the provisions of S3.1 of the Act (General 
function) are relevant in a modern community. Many other local 
government acts contain more specific statements which provide a 
framework for defining the activities of their local governments. For 
example, the Local Government Act 2000, the governing legislation for 
United Kingdom, contains provisions giving councils the power to do 
anything which will improve the economic, social or environmental well-
being of their area1.  

 
 Inclusion of governance principles and the requirement of each local 

government to provide local governance statements. 
 

 More detailed definition of the roles of Elected Members and the 
Administration. 

 
 Process to be followed during a caretaker period in respect of local 

government elections. 
 
Over many years, there has been much debate surrounding the role of local 
government in Western Australia. Much of this discussion would be 
unnecessary if local government legislation provided clearer definitions of roles 
and responsibilities. Although it can be argued that a general requirement to 
provide “good government” allows local government to develop a range of 
services appropriate to their particular communities, there is no evidence to 
suggest that more specific legislative provisions would hamper them. 

                                                 
1 Local Government Act 2000 Part 1 Section 2  https://www.legislation.gov.uk/ukpga/2000/22/section/2 
Accessed 28 July 2019 
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(b) the scope of activities of Local Governments. 
 
The notion of the “3 R’s” (roads, rates, rubbish) of local government has persisted 
over a long period. The reality is that this is an outmoded concept which has had 
no relevance for several decades. 
 
Local governments have, over time, acquired a range of statutory responsibilities 
including environmental health, public health, building licencing and compliance, 
and town planning. The State Government have permitted local governments to 
take responsibility for managing large areas of Crown Land. Local governments 
are the only organisations with the capacity to provide the capital for unprofitable, 
but highly socially popular, services such as libraries and recreation centres. 
 
What is clear, however, is that over time the orientation of local government has 
shifted from a property-centric model to a mix of property and people services. This 
trend was noted by the Independent Inquiry into the Financial Sustainability of 
NSW Local Government2. The inquiry’s report summarised the role of local 
government as having “8 R’s”: 
 

 Roads (including bridges, footpaths, kerbing, drains and street lighting). 
 Refuse (including recyclable waste collection and disposal tips) 
 Regulation (e.g. town planning, land use zoning, development approvals, 

safety inspections and environmental controls) 
 Recreation (e.g. parks, sport grounds, swimming pools and libraries) 
 Relief (e.g. community welfare, childcare, health, education and security) 
 Regionalism (e.g. tourist and other forms of economic development) 
 Retail services which are often provided by regional and rural councils (e.g. 

airports and caravan parks 
 Rate collections3 

 
In its final report on a review of metropolitan local government, the Review Panel 
noted: 
 
“It has been well documented that local government responsibilities have grown 
and diversified in response to ratepayers’ demand for more and better services, 
and the shift in responsibilities between levels of government.”4 
 
The panel also noted that: 
 
“There is also a view held that there is an element of mission creep as local 
governments take on more roles in response to community perceptions.”5 
 
That there is a divergence of views regarding the activities of local government is 
not surprising. Communities are not homogeneous in their needs and demands 

                                                 
2 Are Councils Sustainable? Final report : Findings and Recommendations Independent Inquiry into the 
Financial Sustainability of NSW Local Government May 2006 
3 Ibid pp9-10 
4 Metropolitan Local Government Review : Final Report of the Independent Panel July 2012 pp68 
5 Ibid pp69 
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and will perceive the necessity of a particular service provision in a different way. 
But it also points to the issue that there is little or no clarity in the minds of 
communities not about what local government can do, but what local government 
should do. 
 
At the moment, Western Australian local governments can involve themselves in a 
range of activities many of which are not required by legislation. As an example, in 
Mandurah, the City has in excess of 50 km of coastline and a significant amount of 
estuarine foreshore which includes RAMSAR-listed wetlands. There is no statutory 
obligation on the City to maintain and remediate these areas. However, they not 
only represent attractive areas for tourists but are also popular with residents. Many 
in the community would support the City in its work to maintain and preserve this 
environment. 
 
The community support for various non-statutory activities by local government 
does not prevent criticism of those activities, particularly when the costs of those 
services are included as part of rates. Much of this criticism comes about because: 
 

 Communities are not a homogeneous entity and will not always universally 
support a particular level of service provision. 

 
 The Act does not provide clarity as to the role of local government. 

 
As has been said before, greater clarity regarding the functions of local government 
can be provided through the Act without limiting the ability of individual councils to 
respond to the needs of sections of their communities. By way of an example, the 
Local Government Act 1999, the legislation for South Australia, provides the 
following6: 
 

The functions of a council include—  
(a) to plan at the local and regional level for the development and future 
requirements of its area;  
(b) to 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);  
(c) to provide for the welfare, well-being and interests of individuals and groups 
within its community;  
(d) to take measures to protect its area from natural and other hazards and to 
mitigate the effects of such hazards;  
(e) to manage, develop, protect, restore, enhance and conserve the 
environment in an ecologically sustainable manner, and to improve amenity;  
(f) to 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);  
(g) to promote its area and to provide an attractive climate and locations for the 
development of business, commerce, industry and tourism; 

                                                 
6 Government of South Australia Local Government Act 1999 S7 
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(h) to establish or support organisations or programs that benefit people in its 
area or local government generally;  
(i) to manage and, if appropriate, develop, public areas vested in, or occupied 
by, the council;  
(j) to manage, improve and develop resources available to the council;  
(k) to undertake other functions and activities conferred by or under an Act. 

The fact is that Western Australian local governments carry out the same types of 
activities as their counterparts elsewhere in Australia and overseas. What they lack 
is a more definitive legislative framework which gives transparency to those 
actions. Therefore, in answering the question, what should local governments do, 
the scope of activities should be defined by the application of two principles: 
 

 The provision of services must be either in accordance with any legislation 
as a statutory function, or identified as a need by the community in a 
community plan which has been the subject of public consultation. 

 
 Must be consistent with the definition on local government functions 

specified in the Local Government Act. 
 
(c) the role of the Department of State administering the Local Government 

Act 1995 and related legislation. 
 

The role of the Department (DLGSC) seems not to be clear either to local 
governments or the Department itself. A search of both the Department’s website 
and annual reports shows that, apart from a list of functions such as grants and 
funding, and legislation and compliance, there does not appear to be a clear 
statement of purpose. This compares with the statement made by the UK Ministry 
of Housing, Communities & Local Government: 
 

“The Ministry of Housing, Communities and Local Government’s (formerly the 
Department for Communities and Local Government) job is to create great 
places to live and work, and to give more power to local people to shape what 
happens in their area.”7 

 
Although this type of statement does not take away from its wider role, it is useful 
in giving an indication that the general direction of the Department is that, in 
administering the relevant legislation, it seeks to build capacity and create better 
local government. 
 
In the case of the DLGSC there appears to have been a transition from a capacity 
building model to a governance and compliance focus. As this transition has largely 
been informal, its direction in administering the Act appears to be ill-defined. This 
is important because, unlike many other local governments, it has an extensive 
role in liaising with a large number of local governments. At the same time, 
however, it has responsibility for the Act as the governing legislation, but does not 
administer the range of other legislation with which local governments must comply 

                                                 
7 Ministry of Housing, Communities and Local Government  
https://www.gov.uk/government/organisations/ministry-of-housing-communities-and-local-government 
Accessed 28 July 2019 
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(e.g. Land Administration Act 1997, Waste Avoidance and Resource Recovery Act 
2007). 
 
Anecdotally, there appear to be issues with the manpower resource at the 
Department both in terms of numbers and understanding of the function of local 
government. On a day-to-day basis, little is heard from departmental staff. Attempts 
to have a meaningful debate regarding the MyCouncil website, particularly 
regarding the validity and usefulness of financial ratios, are largely inconclusive. 
Although the current reform process has been driven by the DLGSC, it has made 
some positive progress but, as mentioned previously, represents a missed 
opportunity for true reform. 
 
(d) the role of Elected Members and Chief Executive Officers/employees and 
whether these are clearly defined, delineated, understood and accepted. 
 
During the second reading for the Local government Bill on 31 August 1995, the 
then Minister for Local Government, Hon. Paul Omodei MLA said: 
 

“There will be clear specification of the roles of key players; that is, council, 
mayor or president, and councillors. This is designed to promote efficient 
administration at the local government level and to avoid conflicts caused by 
uncertainty. The lack of role clarity has led to some mayors/presidents and 
councillors becoming involved in administrative matters which should be 
handled by staff. The new Act will provide a clear distinction between the 
representative and policy making role of the elected councillors and the 
administrative and advisory role of the chief executive officer and other staff.”8 

 
In the Report of the Panel of Inquiry into the City of Canning, the Inquirer, Dr 
Christopher Kendall sets out in detail the provisions of the Act in respect of the 
roles of elected members and the administration9. He concludes with the following: 
 

“2.40 As again summarised by Greg McIntyre SC in his Report into the City of 
South Perth (2002), the above provisions, in particular the ways in which 
powers have been allocated between the Mayor, the Councillors and the CEO, 
prescribe the processes by which the Parliament has sought to indicate its view 
as to what will lead to “good government” in the form of “good” decision-making, 
“good” community participation, “good” accountability and a “good” level of 
efficiency and effectiveness. 

 
“2.41 I agree with that analysis.” 

 
  

                                                 
8 Second Reading Speech, Minister for Local Government, Local Government Bill, Hansard 31 August 
1995 pp7547-7553 
9 Report of the Panel of Inquiry into the City of Canning May 2014 pp23-27. 
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It would appear, therefore, that roles are reasonably clearly defined and delineated. 
 

Recent media coverage, however, has alluded to council administrators as being 
inefficient and having a propensity to build empires10. This gives the impression 
that, somehow, council administrations are acting independently of their councils 
which, in turn, are not providing sufficient direction. 
 
Councils’ ability to direct their administrations has one exception relating to staff 
matters. Dr Kendall again states: 
 

‘2.39 The effect of sections 5.36 and 5.37 of the Local Government Act 1995 
(save for subsection 5.37(2) in relation to senior employees) and subsection 
5.41(g) of the Local Government Act 1995 is that a council has no lawful 
authority to give directions to the CEO on matters concerning the local 
government’s employees. Having satisfied itself that the CEO is suitably 
qualified for the position, the responsibility then devolves to the CEO to be 
satisfied about the suitability of non-senior employees.”11 

 
In this case the discretion of the CEO regarding the suitability of employees is 
absolute. Although an individual elected member is precluded from acting without 
authority in an administrative capacity12, council has the right to direct the 
administration in any other matter including financial matters such as budgets, rate 
increases and staffing numbers. 
 
The principle of separation of powers works well when a local government is in 
equilibrium. By this it is meant that a fully unified council works with an 
administration which is carrying out directions which have been unanimously 
approved. 
 
Tensions can emerge when a council is not unanimous in its direction. This can 
give rise to the following situations: 
 

 An opportunistic administration exploits divisions among elected members 
to pursue a different direction. No references can be found for this scenario 
but it potentially represents misconduct if the extent of deliberate conduct 
can be proved. 

 
 Elected members who disagree with a majority decision may seek to blame 

the administration for providing advice and recommendations which they 
do not support. 

 
 The administration is slow to implement the directions of council because it 

was contrary to the advice it provided. In this case there is a potential 
performance management issue with the CEO and the council should re-
assert its authority to give direction. 

 

                                                 
10 West Australian 3 July 2019 “Council rates rises ring plenty of alarm bells” 
11 Report of the Panel of Inquiry into the City of Canning May 2014 pp27 
12 Local Government (Rules of Conduct) Regulations 2007 Reg9 
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The key issue is not that the separation of powers is not clearly defined or 
understood. The separation does not imply independence, but is necessary to 
avoid interference by individuals. The focus is directed to how the administration 
works with the whole of council.  
 
In 2005, the Independent Commission on Good Governance in Public Services13 
in the UK produced its report setting out the standards for good governance. The 
principles summarised below should be continually referred to by both councils and 
the administration: 
 

“1. Good governance means focusing on the organisation’s purpose and on 
outcomes for citizens and service users 

1.1 Being clear about the organisation’s purpose and its intended 
outcomes for citizens and service users 
1.2 Making sure that users receive a high quality service 
1.3 Making sure that taxpayers receive value for money 

 
“2. Good governance means performing effectively in clearly defined functions 
and roles 

2.1 Being clear about the functions of the governing body 
2.2 Being clear about the responsibilities of non-executives and the 
executive, and making sure that those responsibilities are carried out 
2.3 Being clear about relationships between governors and the public 
 

“3. Good governance means promoting values for the whole organisation and 
demonstrating the values of good governance through behaviour 

3.1 Putting organisational values into practice 
3.2 Individual governors behaving in ways that uphold and exemplify 
effective governance 

 
“4. Good governance means taking informed, transparent decisions and 
managing risk 

4.1 Being rigorous and transparent about how decisions are taken 
4.2 Having and using good quality information, advice and support 
4.3 Making sure that an effective risk management system is in 
operation 

 
“5. Good governance means developing the capacity and capability of the 
governing body to be effective 

5.1 Making sure that appointed and elected governors have the skills, 
knowledge and experience they need to perform well 
5.2 Developing the capability of people with governance responsibilities 
and evaluating their performance, as individuals and as a group 
5.3 Striking a balance, in the membership of the governing body, 
between continuity and renewal 

 
“6. Good governance means engaging stakeholders and making accountability 
real 

                                                 
13 The Good Governance Standard for Public Services The Independent Commission on Good 
Governance in Public Services January 2005 United Kingdom 
https://www.jrf.org.uk/sites/default/files/jrf/migrated/files/1898531862.pdf Accessed 28 July 2019 
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6.1 Understanding formal and informal accountability relationships 
6.2 Taking an active and planned approach to dialogue with and 
accountability to the public 
6.3 Taking an active and planned approach to responsibility to staff 
6.4 Engaging effectively with institutional stakeholders” 

 
 
(e) the funding and financial management of Local Governments 
 

Local government funding, as opposed to revenue, is made up of five key 
elements: 
 

 Rates 
 Fees and charges 
 Grants 
 Loans 
 Reserve funds 

 
Rates 
 
The purpose of a rating system is to ensure that the community contributes to 
the cost of providing local services and infrastructure after taking into account 
other sources of revenue such as fees and charges. An analysis of major 
metropolitan local governments shows that rates account for between 50% and 
75% of total operating revenue. There is an element of revenue distortion, 
however, as some local governments include refuse charges in rates while 
others treat it as a separate charge. 

 
The application of some form of property charge is a universal constant in the 
operation of local government in Australia and internationally. As a tax on land, 
these charges make economic sense although they are often unpopular. A 
Gallup Poll conducted in 2005 found that rates were the most unpopular tax 
over other levies such as income tax by a significant margin. This is probably 
because it is the most visible because it requires a physical payment rather 
than a deduction from income or an inclusion in the cost of goods.14 

 
Issues with a property rating system include: 

 
Unpopularity 

 
Rates are regarded as the most practical tax because property is 
immovable and thus the tax is difficult to evade. A frequent complaint, 
however, is that it linked to property values and is too volatile and 
unpredictable. To an extent this true because regular revaluations can 
significantly rest the amount of rates a household pays, both up and 
down. But these increases are limited by the need to maintain revenue 
neutrality by a local government; because property values are used as 

                                                 
14 Why economists love property taxes and you don’t  Bloomberg Opinion 28 November 2017 
https://www.bloomberg.com/opinion/articles/2017-11-28/why-economists-love-property-taxes-and-you-
don-t Accessed 29 July 2019 
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a means of distributing the revenue as opposed to setting it, then the 
cost to the community is limited to the increase in the overall revenue 
requirement. 
 
A criticism that rates have increased significantly over time need to be 
considered in the context of the following points: 
 

 Overall, the value of rates charged by all local governments in 
Australia expressed as a percentage of Gross Domestic Product 
(GDP) has remained relatively static since 2000 at 
approximately 2.5%.15 This indicates that general rate growth 
has maintained parity with economic growth. 

 
 State government charges on households such as electricity, 

water and motor vehicle registrations have increased by more 
significant margins. For example, residential electricity prices in 
the South West Interconnected System for a representative 
consumer increased by 7% between 2017/18 and 2018/19 and 
are expected to increase by 4.5% to 2021.16 

 
Studies have shown that trust in a government organisation increases 
the willingness to pay tax17. Similarly, satisfaction with services, and 
understanding of the value proposition between local government and 
the community, important determinants of the willingness to pay18. 

 
Inelasticity 

 
Rates are an inelastic tax, the base of the tax, property values, respond 
more slowly to annual changes in economic activity. Few, if any, 
jurisdictions update property values on an annual basis with the result 
that the rate of the tax has to increase. This can lead to greater 
accountability but also causes increased taxpayer resistance.19 

 
Tax base erosion 

 
Explicit policy decisions to limit the use of rates by local governments 
through exemptions limit the rate base and mean that rates have to be 
higher to collect the same amount of revenue. Higher rates increase the 

                                                 
15 OECD (2019), Tax on property (indicator). doi: 10.1787/213673fa-en Accessed 29 July 2019 
16 2018 Residential Electricity Price Trends Review Australian Energy Market Commission 21 December 
2018 Accessed 29 July 2019 
17 Does Institutional Trust Increase Willingness to Pay More Taxes? Journal of Sociological Spectrum 
19 January 2018 
https://www.tandfonline.com/doi/abs/10.1080/02732173.2017.1409146?journalCode=usls20 Accessed 
29 July 2019 
18 Reasonableness, Satisfaction, and Willingness to Pay Property Taxes Simonsen B & Robbins M 
Urban Affairs Review July 1 2003 
https://journals.sagepub.com/doi/abs/10.1177/1078087403038006004?journalCode=uarb Accessed 29 
July 2019 
19 The Property Tax…in Theory and Practice  Slack E Institute on Municipal Finance and Governance, 
Munk School of Global Affairs University of Toronto September 2010 
https://munkschool.utoronto.ca/imfg/uploads/72/property_tax_paperwithlogos.pdf Accessed 29 July 
2019 
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excess burden on the remainder of the community and make them even 
more unpopular. The alternative is a reduction in services which can be 
equally unpopular to the community. Exemptions are inequitable and 
mean that managers or owners of exempt properties have lower 
operating costs than their non-exempt counterparts. As a result a 
disproportionate rates burden exists across the community. This result 
becomes more troublesome when higher-level governments determine 
what is exempt from rates.20 
 
In Mandurah, rates exemptions cover churches, schools and a range of 
retirement/lifestyle villages and affordable housing. The value of 
exemptions for retirement/lifestyle villages and affordable housing 
equate to approximately 2% of the City’s rates and represents an 
additional cost that the rest of the community must bear. 
 
Rates should be retained as the principal source of revenue for local 
government. It is noted, however, that recommendations made to the 
Minister for Local Government as part of the current reform process 
have urged the removal of exemptions for properties which are used for 
housing. The City supports this approach. 

 
Fees and charges 

 
Local governments levy a range of user-specific charges such as for refuse 
management and charges for environmental health approvals, building 
licences. These charges can be broadly separated into two categories; those 
set by the local government and those specified in legislation. 
 
For those charges set by the local government such as access to buildings 
including recreation centres and waste management, the issue for the local 
government is to what extent can full cost recovery be achieved. As an 
example, in Mandurah, waste management charges fully recover the cost of 
providing the service. In the case of recreation centre and swimming pool 
admission fees, however, charges do not fully reflect the cost of the service 
and a subsidy from general rates exists.  
 
By contrast, fees determined by legislation, such as planning and building fees, 
which may have been originally intended to cover service costs, have been 
kept at the same, or very similar levels, for many years and in most cases no 
longer cover the costs of the function. 
 
The critical difference in these two cases is that, in deciding that entrance fees 
for its recreation centre, for example, the decision is made by elected members 
representing their local community. Recreation is a community-wide service 
available to all.  
 
By contrast, fees which are imposed by legislation are in areas which benefit 
specific individuals. For example, a building licence is for the benefit of the 

                                                 
20 Ibid 
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building owner. However, if the cost of issuing the licence is not covered by the 
fee, the wider community is paying for the service without receiving any benefit. 
 
It is possible to allow all fees and charges to be set by individual local 
governments. There is an argument that building and planning fees should be 
standard to give the industry stability. However, local governments publish their 
fees and charges each year and the information is readily accessible. The Act 
already puts limits on charges by requiring them to be approached on a cost 
recovery basis. If local governments can be assured that they can fully recover 
the costs of providing statutory services, then this removes an additional impost 
on the community. 
 

Grants 
 
A key feature of local government funding is the receipt of grants, both capital 
and operating. These funds are essential, particularly to the provision of 
community infrastructure. From the perspective of capital expenditure, grant 
programmes such as Royalties for Regions has contributed to the City being 
able to re-develop both its Mandurah Aquatic and Recreation Centre and the 
Eastern Foreshore. The Fund also contributed to the replacement traffic bridge 
in the City Centre. 
 
While capital funds can be available for projects with a robust plan, the 
distribution of financial assistance grants via the Grants Commission remains 
inequitable. This has less to do with the way in which these operating grants 
are allocated within the State rather, it has everything to do with the way in 
which the Federal Grants Commission distribute funds to each State. As an 
example, Port Stephens in New South Wales has a population (~65,000) 
significantly less than Mandurah (~81,000). Its 2018/19 financial grant 
allocation compared with Mandurah was as follows: 
 
 General purpose 

$ 
Port Stephens 5,407,516 
Mandurah 1,704,684 

  
Although this is single example, a review of Grants Commission payment 
schedules for other States, particularly Victoria and New South Wales indicate 
a significant imbalance between allocations to local governments. This is a 
matter which needs to be addressed between the State and Federal 
Government. 
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Loans 
 

Loans are an important tool for some local governments in the delivery of their 
capital investment programmes. The security against loans which can be 
offered by local government is its general revenues.  The ability to borrow is 
monitored through the use of financial ratios such as the debt servicing ration. 
 
The ability only to offer general revenues as security limits the diversity of 
borrowing. Few, if any, lenders, including the Western Australian Treasury 
Corporation, are keen to take a second charge on revenues because of the risk 
exposure. A local government is, therefore, effectively hostage to a single 
borrower for its debt programme and cannot take advantage of better offerings 
elsewhere unless it undertakes a complex, and sometimes expensive, re-
financing programme on a regular basis. 
 
One solution is to allow local governments to offer assets as well as revenue 
for loans. Many local governments, including Mandurah, have land assets held 
for future development. The security provided by these assets in no way 
impinges on that of general revenue. Rather than allow asset securitisation for 
all forms of debt (e.g. road building), loans associated with land should be 
limited to economic development activity or some other economically 
productive infrastructure. 
 

Use of reserve funds 
 

In varying degrees, local governments use cash reserves as a vehicle for 
holding funds which are either excess to requirements in during a financial year 
or as a deliberate policy to accumulate funding for a specific project to take 
place in the future. Reserve funds are classified as restricted although, as noted 
below, the purpose of some reserves can be changed by a council. 
 
Both these methods of fund accumulation are valid. However, consideration 
should be given to the following points: 
 

 In some cases the definition of a reserve can be vague. An example of 
this is a reserve for asset management with the definition that funds are 
held for future asset management purposes. Asset management costs 
should be budgeted annually and unless there is a specific issue known 
to exist at a future date, then the definition of the reserve should refer 
to it. 

 
 Reserves are sometimes held for operational purposes. Some local 

governments, for example, hold funds for operational purposes such as 
workers compensation costs which may or may not exceed annual 
contributions to the scheme. If, because occupational health and safety 
programmes enable a local government to successfully manage issues, 
this reserve may be unused for many years. This is an inefficient use of 
funds, represents an excess cost to past ratepayers and does not 
benefit the community.  
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 On occasions, local governments will use reserve funds to finance the 
entire cost of a capital project. This gives rise to issues concerning 
intergenerational equity. 

 
A fundamental principle of intergenerational equity in public finance is 
the benefit principle. By this it is meant that taxpayers in each time 
period contribute to a capital project as both past and present taxpayers 
will benefit from it21. If a project is funded by one group only, in this case 
past ratepayers, the benefit transfer accrues to those who have not 
contributed. Ideally project funding should blend reserves, which 
represent rates paid by past ratepayers, and debt, which represents 
rates paid in advance, to achieve its objective. 

 
These are financial policy issues which should be resolved by Councils. It is 
noted that in other States some councils, such as the City of Greater Geelong, 
have a formal policy for the management of reserves. While it may not be 
essential to increase the number of policies with which a council is faced, 
consideration should be given to some form of financial policy statement which 
could be adopted. 
 

Alternative sources of revenue 
 

Over several years, local governments have engaged in discussions regarding 
alternative sources of revenue, particularly at a time when the community is 
unwilling to tolerate rate increases but continues to demand improved services 
and infrastructure. 
 
An alternative revenue source for a local government is problematical. It is 
unlikely to come in any meaningful way from additional fees and charges. It is 
almost certainly only available from participation in some form of commercial 
enterprise. Part the Act reform process contains recommendations from the 
sector regarding the formation of Council-controlled organisations, essentially 
a commercial venture. This would bring Western Australia into line with its 
counterparts elsewhere in Australia and New Zealand.  
 
Care needs to be exercised as local governments are not commercial 
organisations and have governance structures which almost prevent that 
happening. Caution must be exercised as to the level of competition with the 
private sector which is undertake. Local governments are also not skilled in 
commerce because they have been required to be. However, they are 
knowledgeable in property as that is one of the key activities. 

 
The ability to partner with a commercial provider to create an on-going source 
of revenue has potential for many in the sector. The revenue stream provided 
can help defray all or part of annual rate increases or be applied to a priority 
community project. However, the full potential of this activity will be constrained 
if securitisation debt remains at its current level. For local government to make 

                                                 
21 An Analysis of the Debate in Intergenerational Equity and Fiscal sustainability in Australia Coombes G 
& Dollery B University of New England School of Economics 2002 
https://www.une.edu.au/__data/assets/pdf_file/0010/67834/econwp02-5.pdf accessed 30 July 2019 
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the most of this opportunity, it needs to be able to have assets available as part 
of its funding programme. 
 
This area of development is not for all local governments and a robust set of 
rules must be in place. As an example, the current provisions in the Act for 
business planning are entirely inadequate for this kind of proposition. Proposals 
should be subject to rigorous business planning and evaluation prior to 
proceeding. Local governments should be able to appoint a business board of 
expert lay members to guide Council in its decision-making. 

 
Local government financial management 
 

Financial sustainability in local government has occupied much time of local 
government leaders over the past several years. Sustainability brings with it 
challenges such as managing financial viability in an evolving funding 
landscape, demonstrating value and accountability to the community and grant 
funders, and maximising leadership in the community. 
 
Broadly, financial sustainability refers to the ability to maintain a local 
government over the long term. Like other non-profit organisations local 
governments should make their sustainability assessments based on their 
profitability and progress towards achieving their community strategic plan. In 
this case profitability means the maintenance of working capital which supports 
planned programmes and develops resilience to seize opportunities and react 
to threats.22 
 
An analysis of a number of local governments both in the metropolitan and 
other regions in Western Australia shows that, with a few exceptions, most local 
governments are reasonably well-placed in respect of working capital. Because 
working capital excludes reserve funds because they have a restricted 
purpose, these reserves were examined more closely. The reason for this is 
that some reserves, although restricted, can have their purpose changed by 
Council subject, depending on the timing, to a public advertising requirement. 
Other reserves, such as developer contributions, cannot have their purpose 
changed. The chart below shows the levels of working capital adjusted for re-
purposed reserves for the 35 local governments analysed. 
 

                                                 
22 Financial sustainability for Nonprofit Organizations Sontag-Patilla L et al RAND Corporation 2012 
https://www.rand.org/content/dam/rand/pubs/research_reports/RR100/RR121/RAND_RR121.pdf 
Accessed 30 July 2019 
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The immediate conclusion is that local governments generally are reasonably 
well placed to manage their day-day-day operations (working capital). Most are 
equally well-placed to take advantage of opportunities or respond to external 
threats. This comment is subject to the proviso that in many cases some 
reserve adjustments would be required. However, given that, there is not an 
apparent immediate threat to their communities. 
 
The financial health of local governments is addressed through the MyCouncil 
website, managed by the Department of Local Government, showing, among 
other things, what are asserted to be key indicators of financial health. The 
reality is that some of these ratios are not good indicators and care should be 
taken to make judgments regarding local governments using this information. 
 
An example of this can be seen in discussing the following two ratios: 

 
 Operating surplus ratio  

 
The notion that an operating position must be in surplus is given a great 
deal of weight in the financial health assessment. The reality is that only 
approximately 20% of the sample analysed above were able to achieve 
this. The sole reason is the level of depreciation now seen by local 
governments following the move to fair value accounting. This submission 
does not argue against the use of fair value because it is consistent with 
other States and industry. However, because so many assets cannot be 
measured by direct comparison to a market value, they must be valued on 
a depreciated replacement cost basis. At this point local governments adopt 
a range of approaches to asset valuations, asset condition and remaining 
useful life.   
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In theory, the amount of depreciation recorded by an entity should equal, 
over time, the amount spent on asset management. However, there is, in 
many cases, a disparity between the replacement cost recorded in asset 
management systems and the actual replacement cost achieved when 
replacement takes place. Because asset replacement frequently includes 
an element of upgrade, the picture becomes even more clouded. 
 
What is almost certain, however, is that there will be many local 
governments which are showing too much depreciation and many which 
are not showing enough. Because of a lack of a consistent approach to the 
issue, it is difficult to say what most operating positions actually are. 
However, it equally certain that an operating deficit caused by depreciation 
points to poor financial health or poor financial management. 

 
 Asset renewal ratio 

 
This ratio measures a local government’s ability to fund asset renewal and 
replacement in the future. It is calculated over a forward 10 year period by 
referencing the long term capital plan.  
 
Many local governments exist in a dynamic environment where the 
availability of grant funding can significantly affect asset creation and 
replacement. Certainly for them it is almost impossible to take a ten year 
view on their financial position with any degree of certainty. 
 
The best that can be managed is to establish a “horizon of certainty” which 
is the timeframe within which a local government can be reasonably 
confident that it can control its project plan. There is a tendency to regard 
long term financial planning as the determining factor for future 
development. Unless a system similar to that employed in New Zealand 
where local governments almost continuously consult the community 
regarding long term planning, a potentially expensive process involving 
additional staff, there needs to be a sense of reality regarding how much 
reliance can be placed on future expenditure intentions. 

 
It will always be possible to produce individual examples of potentially poor financial 
management, such as the holding of excessive reserve funds or an instance of 
negative working capital, there is not on the face of significant evidence of an industry-
wide financial malaise. Having said that, current assessment data miss the point and 
there is no reliable comparative knowledge of the state of local government finances. 
The local government sector should take the opportunity to drive the establishment of 
sensible measures which can be used to understand the financial performance, and 
therefore management, of councils. This will enable key issues to be identified and 
debated. 


