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Request for submissions 

The Essential Services Commission (Commission) invites written submissions on this paper. 
Written comments should be provided by Friday 27 May 2022. 
 
It is the Commission’s policy to make all submissions publicly available via its website 
(www.escosa.sa.gov.au), except where a submission either wholly or partly contains confidential or 
commercially sensitive information provided on a confidential basis and appropriate prior notice 
has been given. 
 
The Commission may also exercise its discretion not to publish any submission based on length or 
content (for example containing material that is defamatory, offensive or in breach of any law). 
 
Responses to this paper should be directed to:  
 

Local Government Rates Oversight Scheme – Draft Framework and Approach 
 
It is preferred that submissions are sent electronically to: rates@escosa.sa.gov.au 
 
Alternatively, submissions can be sent to: 
 
Essential Services Commission 
GPO Box 2605 
Adelaide SA 5001 
 
Telephone: (08) 8463 4444 
Freecall: 1800 633 592 (SA and mobiles only) 
E-mail:  escosa@escosa.sa.gov.au 
Web:  www.escosa.sa.gov.au 
 

Contact officer: Sean McComish, Economic Regulatory Advisor 
 
 

 The Essential Services Commission is an independent statutory authority with functions in a range of essential 
services including water, sewerage, electricity, gas, rail and maritime services, and also has a general advisory 
function on economic matters. For more information, please visit www.escosa.sa.gov.au. 

mailto:escosa@escosa.sa.gov.au
http://www.escosa.sa.gov.au/
http://www.escosa.sa.gov.au/
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Glossary of terms 

  

ABS Australian Bureau of Statistics 

Commission Essential Services Commission, established under the Essential Services 
Commission Act 2002 

CWMS Community Wastewater Management System 

CPI Consumer Price Index 

IAMP Infrastructure and Asset Management Plan 

LGA Local Government Association 

LGFA Local Government Finance Authority 

LGGC Local Government Grants Commission 

LGPI Local Government Price Index 

LTFP Long-term Financial Plan 

SACES South Australian Centre for Economic Studies 

Scheme The rates oversight scheme 

SEIFA ABS Socio-Economic Indexes for Australia 

SMP Strategic Management Plan (comprising LTFP & IAMP) 
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Executive summary 

The South Australian Government is introducing a local government rates oversight scheme through 
amendments to the Local Government Act 1999, which will come into operation on 30 April 2022. The 
scheme is intended to benefit ratepayers through increased transparency over council rates, greater 
confidence that the rates they pay are at the level necessary for their council to provide the services 
they value and that council operations are being undertaken on a long-term financially sustainable 
basis.  

The essence of the scheme is that the Essential Services Commission (Commission) will provide to 
each of the State’s 68 local councils (on a four-yearly rotational basis) advice on the: 

 appropriateness, and effective maintenance and implementation, of the council’s long-term 
financial plan (LTFP), and infrastructure and asset management plan (IAMP), including any material 
amendments proposed or made in respect of those plans, and  

 appropriateness of proposed financial contributions by the council’s ratepayers under those plans. 

The Commission’s advice will address those matters by reference to historical performance and 
financial trends, drawing on information which councils are already required to have in place under the 
Local Government Act 1999. The advice will set out that trend information, so as to give context to 
councils’ forward-looking plans, and will identify areas where attention or action may be required to 
better serve ratepayers’ long-term interests. Importantly, the advice to each council will focus on its 
own trends and plans: the advice will not provide inter-council comparisons.  

The Commission does not presently anticipate that the advice will require councils to take specific 
action, nor will it approve (or otherwise) specific expenditure, programs or projects: those are matters 
for councils’ own decision-making processes. 

The advice is to be published and each council will need to publicly address the matters raised (whether 
or not it adopts that advice) in its annual business plans. The advice will: 

 support councils to make decisions relating to their annual business plans and budgets in the 
context of their LTFP and IAMPs, which together are foundational documents that set out how 
councils propose to manage their financial position and performance over the longer term, and  

 assist councils to make appropriate decisions on the level of financial contributions to be made by 
ratepayers for the provision of services and infrastructure within the context of those long-term 
plans and the financing options available to councils (such as the use of borrowings or reserves). 

The scheme provides the Commission with discretion in relation to scheme design and 
implementation. The Commission has prepared this draft Framework and Approach to explain and seek 
feedback on how it will give effect to the scheme in practice. In doing so, it has identified seven 
principles which it considers will best deliver an efficient and effective scheme: 

 Monitoring, not regulating: The scheme relates to monitoring, not economic regulation. As such, the 
design focusses on providing evidence-based and useful advice. The objective being, through time, 
to develop a record of a council’s performance, relative to its long-term planning, and its response 
to advice, as the basis for changing behaviours and outcomes over time.  The scheme does not 
provide the Commission with powers to enforce compliance measures, set service standards or 
regulate any council’s rates. In those respects, it differs from other States’ council rates regulation 
frameworks, such as those in Victoria and New South Wales. 
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 Long-term planning focus: While councils can provide a diverse range of services, they are generally 
delivered through infrastructure and operations that require long-term planning. As such, in the 
absence of significant shocks outside of a council’s control, its long-term plans would not be 
expected to exhibit significant variation through time (replacement/renewal expenditure should not 
materially vary due to political cycles, or short-term transient operational or financial concerns).  

 Materiality: Focus will be given to key overarching targets and measures. Otherwise, the underlying 
analysis may become unduly complex/disaggregated, with key observations diluted through 
unnecessary detail. 

 Simplicity: The scheme will be as simple as it practically can be and be capable of being applied 
across the diverse range of councils within South Australia. 

 Leveraging existing information and evidence: The Local Government Association collects data and 
provides guidance material regarding financial and service sustainability. As such, a significant 
amount of underlying information and a standard accounting framework exists - this will underpin 
the analytical framework. 

 Consistency of application: The scheme will be applied consistently across councils in terms of the 
underlying processes and analytical framework. Advice across councils will only be similar if all the 
inputs into the analytical framework (both quantitative and qualitative) result in similar advice being 
warranted. 

 Transparency: Implementation of the scheme requires transparency in processes and approach. 
Each council will be provided with the information and calculations upon which the advice relating 
to it has been based. 

Underpinning the scheme is the concept that councils should be operated on a long-term financially 
sustainable basis, for the benefit of ratepayers. The nationally-agreed definition of financial 
sustainability for the local government sector is: 

A Council’s long-term financial performance and position is sustainable where planned long-term 
service and infrastructure levels and standards are met without unplanned increases in rates or 
disruptive cuts to services. 

The Commission has considered that concept in the context of three elements: 

 Program stability: This relates to the provision of reliable quality services over time, and requires a 
stable and consistent set of actions, from the perspective of day-to-day operational practices and 
infrastructure management. 

 Rate stability: This relates to charging ratepayers reasonably to fund the services, underpinned by 
the program of works noted previously (program stability). Rates should be stable, noting that 
stable does not mean a fixed value. It relates to rates not exhibiting large or unplanned year-on-year 
variances.  

 Intergenerational equity: This relates to fairly sharing services and the associated cost between 
current and future ratepayers. It requires adopting sound long-term financial management 
principles, particularly in relation to the balance between debt and cash in financing service 
delivery. 
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In this overall context, to provide effective advice under the scheme in an efficient manner, the 
Commission will draw on existing practices, procedures and protocols. In particular, it will have regard 
to three financial indicators specified in the Local Government (Financial Management) Regulations 2011: 
the operating surplus ratio, the net financial liabilities ratio and the asset renewal funding ratio. Since 
2011, each council has been required to refer to these three indicators in its plans, annual budget,  
mid-year budget review and annual financial statements.    

The Commission considers that these can be used as the basis for the overarching analytical 
framework for the first cycle of the scheme. The three existing financial indicators have been developed 
by the sector and should already be applied in practice. They encapsulate financial and service 
sustainability, cost control and affordability in a way which can be measured consistently on both a 
forward and backward-looking basis, given their connection with the model accounting framework 
adopted. This provides a picture of how a council proposes to manage its ongoing financial and service 
sustainability, in the context of its past decisions, and the role that general rates, affordability and cost 
control will play. 

Future operations should be underpinned by robust, transparent long-term plans that are consistent 
with each other, and focus on financial sustainability, cost control and affordability. If these are 
implemented and appropriately monitored, then a council will likely exhibit strong future performance 
with respect to all three financial indicators – benefiting ratepayers. In contrast, the further a council 
deviates from these practices, the less likely those outcomes and the greater the risk to long-term 
financial and service sustainability and to ratepayers.   

This draft Framework and Approach explains how the Commission proposes to analyse and provide 
advice on these matters, including details of timing, methodology, information and evidence 
requirements and scheme administration costs.  

The Commission is consulting on the matters set out in this draft Framework and Approach from 
31 March 2022 to 27 May 2022 and encourages any interested stakeholder to provide a submission. 
(Details on how to make a submission can be found on the inside cover of this document.) Throughout 
the consultation period, Commission staff are available to discuss the proposals in this consultation 
document. 
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1 Background 

The South Australian local government sector comprises 68 councils. They are highly diverse in terms 
of geographic area, demographics, relative wealth and income and service portfolios provided. They 
also face differing local issues, which each council needs to address in a manner appropriate to the 
circumstances which best protects its ratepayers’ long-term interests.  

Based on resident population, the largest council in the state serves a community of 174,000 
residents,1 while the smallest council serves a community of only 844 residents. Likewise, based on 
employee numbers, while the largest council employs 743 full-time equivalent staff (FTE), the smallest 
council employs only 14 FTE. Finally, based on geography, the largest council serves an area of 
886,000 hectares, while the smallest serves just 357 hectares. 

Collectively, councils manage assets valued in excess of $26bn, with total combined annual income in 
excess of $2.4bn. 

While councils’ circumstances vary, they all, to a greater or lesser degree, obtain income through 
general rates, service charges and grants. General rates are the largest share, accounting for 
approximately 74% of total income in 2019-20. 

Historically, overall long-term growth in general rates has exceeded that of the Australian Bureau of 
Statistics (ABS) Consumer Price Index (CPI) by a considerable margin. Over the twelve-year period from 
2007-08 to 2019-20, general rates revenue increased by 88%,2 while CPI over the same period rose by 
30%.  

1.1 Scheme purpose  

While there can be legitimate reasons for such increases, they have given rise to greater attention on 
local government sector business practices and operations, at both ratepayer and State government 
level. In particular, the State government has focused on the need to create greater transparency 
regarding the future direction of general rates for each council, the reasons for any future increases, 
why these cannot be mitigated through productivity gains (providing the same service portfolio for less 
cost) and whether there are better ways of financing a council’s infrastructure stock/service delivery 
mechanisms.  

The State government has formed the view that, rather than councils self-monitoring, there is benefit in 
an independent body monitoring and providing advice to councils on those matters. The overarching 
legal framework outlining how this will be undertaken is outlined within the Statutes Amendment (Local 
Government Review) Act 2021, which amends the Local Government Act 1999, with the local government 
rates oversight provisions commencing from 30 April 2022.  

The second reading speech for the Amendment Act states that the intention behind the scheme is to 
give ratepayers greater confidence that the rates they pay are those necessary for their councils to 
provide the services they value. The scheme therefore aims to improve the quality of information and 
advice provided to councils, their administrations, and communities and has two key purposes.  

 
1 All statistics in this section are as at 2019-20, and are sourced from:  

https://www.agd.sa.gov.au/sites/default/files/local_government_finances_-
_financial_performance_and_position_2018-19.pdf 

2 Derived from LGGC data. 

https://www.agd.sa.gov.au/sites/default/files/local_government_finances_-_financial_performance_and_position_2018-19.pdf
https://www.agd.sa.gov.au/sites/default/files/local_government_finances_-_financial_performance_and_position_2018-19.pdf
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The first is to support councils to make decisions relating to their annual business plans and budgets in 
the context of their long-term financial plans (LTFP) and infrastructure and asset management plans 
(IAMP) – both arising under their Strategic Management Plans (SMP). These plans are critical 
documents, as they lay out how councils are proposing to manage their financial position and 
performance over the longer term.  

The second reading speech and the legislative framework note that these plans should always be the 
foundation of decisions made by councils on their proposed revenue and expenditure each year. The 
legislative framework notes that material variations from a LTFP should be appropriate. The impact of 
variations on a council’s financial position and performance should be managed appropriately, with 
variations implemented in a way that addresses the impact they may have on ratepayers.  

The second purpose is to ensure that the decisions councils make on financial contributions made by 
ratepayers to the provision of services and infrastructure (mainly through general rates) is appropriate 
within the context of those long-term plans. Councils may be in a financial position where they could 
reasonably use reserves, or other sensible financing means, rather than imposing rate increases. The 
second reading speech also notes there is a reasonable expectation that councils will seek to ensure 
value for money for their ratepayers through finding efficiencies, rather than ratepayers continually 
paying for increased costs through increased rates. 

1.2 Purpose and structure of consultation paper 

This draft Framework and Approach outlines the Essential Services Commission’s (Commission) 
proposed approach to implementing the rates oversight scheme (the scheme) which will come into 
effect on 30 April 2022 under the Local Government Act 1999 (as amended by the Statutes Amendment 
(Local Government Review) Act 2021 – see relevant extracts in Appendix 1). This document comprises 
the subsequent chapters: 

 Chapter 2: The legal framework for the scheme 

This chapter discusses the legal framework within which the scheme will operate and the 
Commission’s understanding of that framework. 

 Chapter 3: Implementing the scheme in practice 

This chapter discusses how a council goes through the first cycle of the scheme and how the 
outcome of this relates to the subsequent cycle.   

 Chapter 4: Provision and publication of advice 

This chapter discusses the Commission’s proposed approach to developing the advice required as 
part of the scheme, and how this aligns with the legislative framework and the underlying principles 
used to develop it.  

 Chapter 5: Guidelines and information provision 

This chapter discusses the Commission’s approach to guidelines, in the context of council 
information considered necessary by the Commission to implement the scheme. 

 Chapter 6: Developing and publishing the schedule 

The schedule defines when each council will go through the scheme within the first four-year cycle. 
This chapter discusses the Commission’s proposed approach to developing and publishing the 
schedule.  

 Chapter 7: Cost recovery 
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The legislation provides for the authority implementing and operating the scheme to recover the 
Commission’s costs. This chapter discusses the Commission’s proposed approach to cost 
recovery.   

 Chapter 8: Next steps 

This chapter discusses the subsequent process towards implementing the scheme after the 
release of this draft Framework and Approach. 

1.3 Consultation period 

The Commission is consulting on the matters set out in this draft Framework and Approach from 
31 March 2022 to 27 May 2022 and encourages any interested stakeholder to provide a submission 
(Details on how to make a submission can be found on the inside cover of this document.) Throughout 
the consultation period, Commission staff are available to discuss the proposals in this consultation 
document. 
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2 The legal framework for the rates oversight 
scheme 

2.1 Legislative requirements and Strategic Management Plans 

The Local Government Act 1999 currently provides for a cycle of planning, aimed at embedding financial 
sustainability into a council’s planning processes. It requires that a council must ensure the 
sustainability of its long-term financial performance and position.3 

Councils are also required to have an SMP; specifically, a LTFP and IAMP, both covering a period of at 
least ten years.4 

The Act requires that LTFPs be reviewed on an annual basis.5 As part of that review, a council’s Chief 
Executive Officer must prepare a report on the council’s financial sustainability.6 IAMPs need to be 
updated within two years after each general election of the council.7 The council’s Audit Committee 
must provide input to any review of SMPs. 

2.2 Summary of the legal framework allowing for the scheme 

The legal framework for the scheme, which builds on the existing SMP requirements, covers: 

 the authority that will administer the scheme 

 how that authority will recover its costs of administering the scheme 

 the general mechanics of the scheme and its scope 

 publishing of information, and 

 information gathering powers. 

2.2.1 The authority administering the scheme 

The designated authority administers the scheme. In the absence of a specific person or body being 
identified, this defaults to the Commission. As matters currently stand, the Commission will undertake 
this role.  

2.2.2 Recovering the costs of administering the scheme 

The costs of administering the scheme are to be recovered from each council, as a debt due from the 
council to the Commission. That is, the Commission will have to invoice each council a proportion of 
the cost incurred in developing and, thereafter, administering the scheme, unless other billing 
arrangements are put in place. 

2.2.3 General mechanics and scope of the scheme 

The implementation of the scheme is split into prescribed periods. A prescribed period cannot be less 
than three financial years (but can be more). The prescribed period has been set (under regulation) at 
four years for at least the first cycle of the scheme. 

 
3 Section 8. 
4 Section 122 (1a) 
5 Section 122 (4)(a) 
6 Section 122 (4a)(a) 
7 Section 122 (4)(b) 
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The Commission determines a schedule across the prescribed period, whereby different councils 
provide information and receive advice in different financial years, on a rotational basis. Through this, 
the implementation of the scheme can be staggered across the 68 councils based on the schedule 
determined. The Commission understands that the schedule can be re-set at (but not before) its 
conclusion, such that the initial schedule may be different to subsequent schedules. 

The financial year within the prescribed period for which the council is to provide information relating to 
its LTFP and IAMP is that council’s Relevant Financial Year. On or before 30 September of the Relevant 
Financial Year, the council must provide all relevant information to the Commission on the Relevant 
Matters. This is to be done in accordance with any guidelines determined by the Commission (noting 
that the making and issuing of guidelines is discretionary). The Relevant Matters are: 

 material amendments made or proposed to be made to the council’s LTFP and IAMP, and the 
council’s reasons for those amendments 

 revenue sources outlined in the LTFP, and 

 any other matter prescribed by the regulations. 

Within the Relevant Financial Year for a council, the Commission must, on or by the 28 February of the 
Relevant Financial Year: 

 provide advice to the council on the appropriateness of the Relevant Matters, in the context of 
council’s long-term LTFP and IAMP, and 

 if considered appropriate by the Commission and having regard to the circumstances of a 
particular council, provide advice in relation to any other aspects of the council’s LTFP and IAMP. 

In providing the advice, the Commission must have regard to: 

 the need for councils to maintain and implement LTFPs and IAMPs on an ongoing basis, and 

 ensuring that the financial contributions proposed to be made by ratepayers, under the council’s 
LTFP and IAMP, are appropriate and any material amendments, made or proposed to be made to 
these plans, are appropriate. 

Finally, the Commission may have regard to any information or matter it considers relevant, regardless 
of whether the information or matter falls within the ambit of the Relevant Matters. 

2.2.4 Publishing information 

The following information must be published: 

 A council must continue to publish the advice provided by the Commission and any response it has 
to that advice, in both its draft and adopted annual business plans, until the next Relevant Financial 
Year for that council. 

 The Commission must publish the advice provided to each council, the schedule identifying the 
relevant financial year for each council and any guidelines that it decides to make. 

2.2.5 Information gathering powers 

When acting as the designated authority, the Commission may, by written notice, require a council to 
give it, within a time frame and in a manner stated in the notice (which must be reasonable), 
information the council possesses that the Commission reasonably requires to perform its functions 
under the scheme.  
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2.3 Commission’s interpretation of the legal framework 

2.3.1 Overarching intent of the legal framework 

The legal framework giving effect to the scheme relates to monitoring and the provision of advice, not 
economic regulation. It does not provide to the Commission any powers to enforce compliance 
measures, set service standards or regulate any council’s rates. In this respect, it differs from other 
States’ council rates regulation frameworks, such as those in Victoria and New South Wales. 

The scheme is relatively general and provides the Commission with considerable scope in relation to 
scheme design and implementation, as well as the advice which is to be provided to each council.  

How a council responds to advice provided by the Commission is a matter for that council. So, the 
scheme can be thought of in part as a mechanism to transparently ascertain what a council’s response 
to advice provided by an independent body is over time. 

Consultation question 

2.1 Do stakeholders agree with this interpretation of the legal framework? 

 If not, why not? 

2.3.2 The scope and context of the advice 

The advice must provide the Commission’s assessment of the Relevant Matters: 

 Advice relating to any material amendments made or proposed by the council to its LTFP and 
IAMP, and the council’s reasoning for these amendments. In developing its advice, the Commission 
must have regard to the appropriateness of any material amendments.  

 Advice regarding the revenue sources proposed within the LTFP. This is independent of whether 
any material amendments have been proposed by the council. In doing so, the Commission must 
have regard to ensuring that the financial contributions proposed to be made by ratepayers, under 
the council’s LTFP and IAMP, are appropriate. 

 Advice on any other matter prescribed by the regulations, of which there are none at present. 

Further, if it chooses to, the Commission can also provide advice on any other aspects of the council’s 
LTFP and IAMP. 

In providing any advice, the Commission must have regard to the council maintaining and 
implementing LTFPs and IAMPs on an ongoing basis. That is, the advice should not, if followed, have 
the effect of preventing the council maintaining or implementing appropriate LTFPs and IAMPs. 

The Commission’s advice with respect to the Relevant Matters is to be formed within the context of the 
council’s LTFP and IAMP; any advice on any other aspect of the council’s LTFP and IAMP, outside of 
the Relevant Matters, must have regard to the circumstances of the council. This means that what 
might constitute a material amendment is to be considered as specific to each council, rather than 
through a generic approach.   

Overall, the allowable scope and the information used to inform the Commission’s advice is broad, with 
the existing statutory requirement for councils to maintain and implement LTFPs and IAMPs central to 
the advisory process. As the underlying objective of LTFPs and IAMPs is to assist in ensuring a 
council’s long-term financial and service sustainability - benefiting ratepayers - this suggests the key 
questions underpinning any advice are: 
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 Whether a council’s LTFP and IAMP are robust, consistent with each other and successfully 
implemented, with actual performance relative to plans monitored? 

 Do the LTFP and IAMP, and the implementation of those plans, ensure the sustainability of the 
council’s long-term financial performance and position? 

 What are the implications of the above for a council’s long-term financial sustainability and service 
risk profile, and the consequent appropriateness of the path projected for general rates and other 
income sources? 

In relation to the issue of risk profile, the Commission considers the following factors particularly 
relevant: 

 the cost control measures within the LTFP and IAMP 

 the affordability of the LTFP and IAMP, given the demographics of a council’s ratepayers, and 

 the credibility of the LTFP and IAMP from a practical implementation perspective. 

Finally, the Commission does not intend that the advice will, in the first cycle of the scheme, be based 
on inter-council comparisons, or that it should be used for that purpose. The advice is intended to 
provide greater transparency and understandability to ratepayers within a particular council area. While 
comparisons may be helpful as the scheme matures, and to do so is within the scope of advice under 
the terms of the scheme, the Commission’s priority for the first cycle of the scheme is to consider a 
council’s own future plans in the context of that council’s own performance over time. 

Consultation question 

2.2 Do stakeholders agree with this interpretation of the scope and context of the advice to be 
provided under the scheme? 

 If not, why not? 
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3 Implementing the legislation in practice 

3.1 Cycle one: Step one – Defining the Schedule 
The scheme is cyclical. Its first cycle is defined by the first year the Commission is required to provide 
advice, the Prescribed Period, and the Schedule adopted. 

The Prescribed Period is set at four years (under regulation), commencing in 2022-23; the Schedule 
(which is to be published by the Commission) relates to which of the 68 councils will go through the 
scheme in each year of the Prescribed Period. 

If, hypothetically, councils are allocated in equal number across years, then 17 councils will be taken 
through the scheme each year. The Relevant Financial Years for the first cycle are, therefore, 2022-23, 
2023-24, 2024-25 and 2025-26. The Schedule for this first cycle of the scheme is considered in more 
detail in Chapter 6. 

3.2 Cycle one: Step two - Information provision, timing, and guidelines 

If a particular council is in the first tranche of councils that go through the scheme, as defined by the 
Schedule, then that council’s Relevant Financial Year is 2022-23. That is the year the council provides 
information relating to its LTFP and IAMP.  

The Commission can make guidelines that outline the type of information required to be provided by 
councils, and the form and structure of that information. Guidelines can also define the timing of the 
provision of the information. Information provision, timing and guidelines is considered further in 
Chapter 5. 

3.3 Cycle one: Step three - Provision and publication of advice 

For those councils in the first cycle (Relevant Financial Year 2022-23), the Commission must provide 
advice to the council by no later than 28 February 2023. A council must publish that advice and any 
response to it, in both its draft and adopted annual business plans, until the next Relevant Financial 
Year for that council (that is, at the commencement of the next four-year cycle for that council – see 
section 3.4 below). The Commission also publishes the advice it has provided - but not the council’s 
response to it. The analytical framework the Commission proposes to adopt to develop its advice is 
detailed in Chapter 4. 

3.4 Cycle two: Steps one-to-three 

If, for the second cycle, the Prescribed Period continues to be four years, a council which had a 
Relevant Financial Year of 2022-23 in the first cycle, is likely to have a Relevant Financial Year of 2026-
27 for the second cycle (noting that the rotation of councils can be changed in the second Prescribed 
Period, if it becomes clear that there is a net benefit in doing so). 

The three steps outlined for the first cycle would be repeated but with an updated LTFP and potentially 
an updated IAMP. In addition, the Commission will assess and comment on the extent to which the 
advice provided in the first cycle was adopted by the council, the council’s reasoning for its approach to 
adopting or not adopting the advice, as well as the council’s actual performance, relative to LTFPs and 
IAMPs as they were at the time of the first cycle assessment. 

Through this process, a transparent, evidence-based picture of both a council’s response to the advice 
provided and its actual performance relative to its plans at that time can be developed; however, that 
picture will only start to emerge during (and following) the second cycle. This is because the first cycle 
sets a baseline to assess a council’s actual response to the advice and its actual performance relative 
to that which it had planned to put in place. 
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4 Provision and publication of advice  

4.1 Introduction 

The legal framework does not prescribe how the Commission should go about developing its advice. 
This chapter discusses the analytical framework the Commission proposes to use – consistently 
across all councils - to do so. The questions it addresses are: 

 What principles should underpin the analytical framework? 

 What overarching analytical framework should be used?  

 How should this be applied? 

 What should the advice cover and what should be published? 

 How does the proposed approach align with the legislative framework and principles? 

4.2 The principles underpinning the analytical framework  

The Commission proposes that the analytical framework should have regard to the following principles: 

Table 1: Principles underpinning the analytical framework  

Principle Reason  

Principle 1:  Monitoring, not regulating The scheme relates to monitoring, not economic regulation. As such, 
the design focuses on providing evidence-based and useful advice. 
The objective being, through time, to develop a record of a council’s 
performance, relative to its long-term planning, and its response to 
advice, as the basis for changing behaviours and outcomes over time.  
The scheme does not provide the Commission with powers to enforce 
compliance measures, set service standards or regulate any council’s 
rates. In those respects, it differs from other States’ council rates 
regulation frameworks, such as those in Victoria and New South 
Wales.  

Principle 2:  Long-term planning focus While councils can provide a diverse range of services, they are 
generally delivered through infrastructure and operations that require 
long-term planning. As such, in the absence of significant shocks 
outside of a council’s control, its long-term plans would not be 
expected to exhibit significant variation through time 
(replacement/renewal expenditure should not materially vary due to 
political cycles, or short-term transient operational or financial 
concerns). 

Principle 3:  Materiality Focus will be given to key overarching targets and measures. 
Otherwise, the underlying analysis may become unduly 
complex/disaggregated, with key observations diluted through 
unnecessary detail. 

Principle 4:  Simplicity The scheme will be as simple as it practically can be and be capable of 
being applied across the diverse range of councils within South 
Australia. 
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Principle Reason  

Principle 5:  Leveraging existing 
information and evidence 

 

The Local Government Association (LGA) collects data and provides 
guidance material regarding financial and service sustainability. As 
such, a significant amount of underlying information and a standard 
accounting framework exists - this will underpin the analytical 
framework.8  

In accordance with the legislative framework9, if demonstrable gaps in 
information become apparent that are of relevance to the operation of 
the scheme, it may be necessary to collect further information in 
relation to this.  

Principle 6:  Consistency of 
application 

The scheme will be applied consistently across councils in terms of 
the underlying processes and analytical framework. Advice across 
councils will only be similar if all the inputs into the analytical 
framework (both quantitative and qualitative) result in similar advice 
being warranted. 

Principle 7: Transparency The implementation of the scheme requires transparency in processes 
and approach. Each council will be provided with the information and 
calculations upon which the advice relating to it has been based. 

 

Consultation question 

4.1 Do stakeholders consider these principles appropriate for the analytical framework? 

 If not, why not? How should they be changed and why? 

4.3 Overarching analytical framework 

Methodological Proposal 1 

The Commission proposes that the analytical framework of the scheme be based upon: 

 The definition of financial sustainability as explained in section 4.3.1. 

 The financial indicators and targets described in section 4.3.2, comprising: 

Operating surplus ratio, net financial liabilities ratio and the asset renewal funding ratio.  

 The use of the model financial accounting framework described in section 4.3.3. 

Supported by an understanding of a council’s: 

 business planning process for its LTFP and IAMP, and 

 implementation of its LTFP and IAMP. 

 
8 The Commission’s understanding is that no specific requirements have been set out by either the South 

Australian Local Government Grants Commission (LGGC) or the Local Government Finance Authority (LGFA). 
9 The legislative framework (Appendix 1) provides the Commission with broad ranging information gathering 

powers. It also allows for the information required in SMPs to be amended by regulation. 
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4.3.1 The meaning of financial sustainability  

The LGA has undertaken considerable work to assist councils in meeting their financial sustainability 
obligations under the Local Government Act (1999). To complement councils’ obligations regarding 
SMPs, the LGA provides a series of information papers, covering aspects of financial sustainability and 
financial governance in local government.10 These papers were originally published between 2006 and 
2011. There is no prescribed cycle for updating these papers. Any updating is undertaken by the LGA 
when it considers it relevant to do so.  

Of relevance to the analytical framework is the definition of financial sustainability, along with the 
associated overarching financial indicators used to gauge performance relative to that concept. As set 
out by the LGA in its papers, the nationally-agreed definition of financial sustainability for the local 
government sector is: 

A Council’s long-term financial performance and position is sustainable where planned long-term 
service and infrastructure levels and standards are met without unplanned increases in rates or 
disruptive cuts to services. 

This can be considered in the context of the following three elements: 

Table 2: Elements of financial sustainability 

Element  Description 

Program stability This relates to the provision of reliable quality services over time, and requires a 
stable and consistent set of actions, from the perspective of day-to-day 
operational practices and infrastructure management. 

Rate stability This relates to charging rate payers reasonably to fund the services, underpinned 
by the program of works noted previously (program stability). Rates should be 
stable, noting that stable does not mean a fixed value. It relates to rates not 
exhibiting large or unplanned year-on-year variances.  

Intergenerational equity This relates to fairly sharing services and the associated cost between current 
and future ratepayers. It requires adopting sound long-term financial 
management principles, particularly in relation to the balance between debt and 
cash in financing service delivery. 

In addition, the Commission notes that the financial sustainability of any given council should take 
account of cost control and affordability. This is because any council will find it challenging to develop a 
credible long-term financial and service sustainability strategy if the costs associated with the services 
it delivers, given the infrastructure used to deliver them, do not reflect the financial capacity of its 
ratepayers.   

4.3.2 The role of financial indicators in assessing financial sustainability 

The LGA considers performance, relative to this definition of financial sustainability, can be 
encapsulated in the following financial indicators, which are specified in the Local Government (Financial 
Management) Regulations 2011. 

  

 
10 There are 21 current information papers on the LGA website, accessible to members. 
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Table 3: Overarching financial indicators specified by the LGA 

Financial Indicator Description 

Operating surplus ratio Explanation:  

The operating surplus ratio relates to a council’s financial performance.  

Definition:  

The Operating Surplus (Deficit) is defined as:  

Total Operating Income11  

less  

Total Operating Expenses12 

The Operating Surplus Ratio is defined as: 

Operating Surplus (Deficit) ÷ Total Operating Income 

 

Application:  

Applied historically in the context of audited financial statements, and to 
forward-looking LTFPs. 

Target:13  

The LGA considers that, on average, over time, an operating surplus ratio of 
between zero and ten percent is appropriate.  

Interpretation: 

A positive ratio indicates the percentage of operating income available to help 
fund proposed capital expenditure, or to reduce debt (if this represents an 
appropriate long-term strategy).  

 
11 Total Operating Income comprises: Rates; Statutory Charges; User Charges; Grants, subsidies and contributions; 

Investment income; Reimbursements; Other income; Net gain – equity accounted Council businesses.   
12 Total Operating Expenses comprises: Employee costs; Materials, contracts & other expenses; Depreciation, 

amortisation & impairment; Finance costs; Net loss – equity accounted Council businesses. An Operating 
Surplus Ratio of zero would, therefore, cover all of these costs. 

13 While section 5(1)(c) of the Local Government (Financial Management) Regulations 2011 allows councils to set 
their own target ranges for each of the key financial indicators, the Commission has adopted the LGA target 
ranges as a basis for its analysis. These were established/agreed during the development of the LGA Financial 
Sustainability Papers (2006-2011). 
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Financial Indicator Description 

Net financial liabilities ratio Explanation:  

The net financial liabilities ratio relates to a council’s financial position.  

Definition:  

Net Financial Liabilities are defined as: 

Total Liabilities (excl liabilities for equity accounted investments in Council 
businesses) 

less 

Current Assets (Cash and Cash Equivalents) 

less 

Current Assets (Trade and Other Receivables) 

less 

Current Assets (Other Financial Assets) 

less 

Non-Current Assets (Financial Assets) 

The net financial liabilities ratio is: 

Net financial liabilities ÷ Total Operating Income 

Application:  

Applied historically in the context of audited financial statements, and to 
forward-looking LTFPs. 

Target:  

The LGA considers a ratio of between zero and 100%, but possibly higher in 
some circumstances, is appropriate.  

Also, councils that provide Community Wastewater Management Services 
(CWMS) are likely to need to have a higher level of net financial liabilities.14 

Interpretation: 

A reducing ratio over time indicates that a council’s capacity to meet its 
financial obligations from operating income is increasing, but this can be at 
the expense of intergenerational equity.  

 
14 Paper 9, p.8. 
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Financial Indicator Description 

Asset renewal funding ratio15 Explanation:  

The asset renewal funding ratio relates to a council’s asset management 
performance. 

Definition:  

Since 2013, the asset renewal funding ratio has been defined as: 

 Asset Renewal Expenditure ÷ IAMP Renewal Expenditure 

Where IAMP Renewal Expenditure is that required according to the IAMP. 

Prior to 2013, the asset renewal funding ratio (then known as the asset 
sustainability ratio), was defined as: 

Net Asset Renewal Expenditure ÷ Depreciation 

Where: 

Net Asset Renewal Expenditure 

= 

Expenditure on Renewal/Replacement of Assets 

less 

Sale of Replaced Assets 

Application:  

Applied historically in the context of audited financial statements and relevant 
IAMP, and to forward-looking LTFPs and the current IAMP. 

Target:  

The LGA considers a ratio greater than 90% but less than 110% appropriate. 

Interpretation: 

A ratio in line with the target indicates that existing assets are being renewed 
and replaced in line with a council’s IAMP. A ratio outside of these bounds 
conveys the converse. 

Since 2011, each Council has been required to refer to these three indicators in its LTFP, annual budget, 
mid-year budget review and annual financial statements.16  The LGA publishes an annual Financial 
Indicators Report, providing latest and historical values, as well as comparisons of the three indicators 
for the local government sector as a whole.17 

 
15 While the definition of this ratio changed in 2013, it continued to be known as the asset sustainability ratio until 

2018. 
16 Local Government (Financial Management) Regulations 2011 
17 See Paper 9, p.4, FN8. 
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4.3.3 Measuring the financial indicators in a consistent manner 

The measurement of these financial indicators is specific to the local government sector and is 
supported by councils having adopted a model financial accounting framework since 2007-08. That 
framework defines the: 

 component parts of the statement of comprehensive income, statement of financial position, and 
statement of cash flows 

 definitions of those component parts, and 

 requirements of the supporting notes to the statements. 

This has been put in place to facilitate the financial statements across South Australian councils being 
prepared in a consistent manner, from both a definitional and detail perspective, such that the 
calculation of the financial indicators can be tracked through the three principal financial statements 
mentioned above. This applies to both historical information and to each council’s forward-looking 
LTFP.18  This allows a council’s forward-looking projections to be linked to its historical performance. It 
can also assist in comparisons across councils, to the extent that such comparisons might provide 
useful insights. 

4.3.4 Applicability to the analytical framework 

These tools can be used as the basis for the overarching analytical framework for the first cycle of the 
scheme. The three existing financial indicators have been developed by the sector (and should be 
applied already) and encapsulate each council’s approach to its LTFP and IAMP – and hence to 
financial and service sustainability, cost control and affordability.  

Further, they can be measured consistently on both a forward and backward-looking basis, given their 
connection with the model accounting framework adopted. In doing so, they can capture a council’s 
actual practical business operations historically and its expected business operations in the future. This 
provides a picture of how a council seeks to manage its ongoing financial and service sustainability, in 
the context of its past decisions, and the role that general rates, affordability and cost control will play. 

If future business operations are underpinned by robust, transparent LTFPs and IAMPs that are 
consistent with each other, that focus on financial sustainability, cost control and affordability, and are 
implemented and appropriately monitored, a council will likely exhibit strong future performance with 
respect to all three financial indicators – benefiting ratepayers. In contrast, the further a council 
deviates from these practices, the less likely those outcomes and the greater the risk to long-term 
financial, service sustainability and ratepayers.   

Consultation question 

4.2 Do stakeholders consider this an appropriate analytical framework? 

 If not, why not? How should it be changed and why? 

 
18 The Commission notes that the Local Government (Financial Management) Regulations 2011 section 5(1) 

specifies that the LTFP must include a summary of proposed operating and capital investment activities 
(section 5(1)(b)) and estimates and target ranges for all three key financial indicators (section 5(1)(c)). To 
prepare these forecasts, information must be drawn from all three principal financial statements - the 
statement of comprehensive income, statement of financial position, and statement of cash flows. 
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4.4 Applying the analytical framework 

There are various factors that need to be considered in the context of applying the analytical framework 
outlined above: 

 What role do historical trends, scale, and inflation play within the analytical framework? 

 What are the key questions that the framework needs to address? 

 How can the framework address these questions and what information is needed to do so? 

4.4.1 The role of historical trends, scale, and inflation 

Methodological Proposal 2 

The Commission proposes that the analytical framework adopted should account for: 

 Historical financial trends using the model financial statements from 2007-08. 

 The number of rateable properties for each council. 

 Inflation, using the ABS CPI. 

4.4.1.1 The relevance of historical trends 

The legislative framework requires the Commission to consider a council’s current LTFP and IAMP - 
which are forward-looking. The Commission has discretion as to whether it places these plans in an 
historical context. As noted in section 4.3.4 above, historical context appears to the Commission to be 
critical in understanding the present position of any council and how it seeks to manage financial 
sustainability, cost control, affordability and general rates going forward.  Given this, the Commission 
considers that, when developing its advice, it is necessary to place LTFPs and IAMPs in the context of 
historical trends. 

Consultation question 

4.3 Do stakeholders consider it necessary to consider historical trends when applying the 
analytical framework? 

 If not, why not? How should it be changed and why? 

4.4.1.2 What historical information is needed from each council?  

The Commission is proposing to collect historical data from 2007-08 onwards, largely based upon the 
audited model financial statements that were introduced at that time. Each council should have readily 
available access to these accounts (and they should have been made publicly available). These 
statements provide a complete understanding of the movements in each council’s income, expenditure, 
asset stock, reserves and borrowings since their introduction. This allows the identification of any 
trends within the financial indicators and the underlying variables feeding into those ratios. For a four-
year prescribed period, this would result in the following information being required.  
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Table 4: Collection of historical financial information by Relevant Financial Year 

Relevant Financial Year Fully audited information19 

2022-23 2007-08 to 2020-21 

2023-24 2007-08 to 2021-22 

2024-25 2007-08 to 2022-23 

2025-26 2007-08 to 2023-24 

 
In addition, the Commission is proposing to collect information on the number of rateable properties for 
each council since 2007-08. The Commission’s understanding is that councils require this information 
for billing purposes and provide it to the LGGC. This information will be used to assist in scaling various 
information sets. 

Consultation question 

4.4 Do stakeholders consider this to be an appropriate approach for the collection of historical 
information? 

 If not, why not? How should it be changed and why? 

4.4.1.3 Accounting for scale 

Various councils have and will continue to exhibit growth in the number of rateable properties within 
their geographic areas. Such growth can place services under pressure, for example, driving increased 
maintenance and renewal needs or new capital investment in infrastructure if additional service 
capacity is needed. Growth can also provide greater potential for economies of scale, as existing costs 
can be spread over a larger rate base. So, while overall costs may rise, the revenue needed on a rateable 
property basis might increase at a lower rate, or even decrease, if scale effects are realised. 

Given this, the Commission considers that, to understand the implications of growth, it is appropriate to 
consider information on a per rateable property basis, as and when needed. This normalises for growth 
in a simple, understandable way, so providing a proxy to assess whether a council is achieving scale 
effects as the number of rateable properties changes. 

Consultation question 

4.5 Do stakeholders agree that, where it is useful to do so, information should be normalised on a 
per rateable property basis? 

 If not, why not? How should it be changed and why? 

4.4.1.4 Accounting for inflation 

The second reading speech for the scheme sets out a reasonable expectation that councils will seek to 
ensure value for money for their ratepayers through finding efficiencies, rather than ratepayers 
continually paying for increased costs through increased rates. This efficiency consideration is 
important, as councils are monopoly providers of services and have the theoretical capacity to pass 

 
19  For a Relevant Financial Year of 2022-23, the Commission will assess actual financial information up to end 

2020-21, and the relevant LTFPs that build on from there. 
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through to ratepayers inefficiently incurred costs. Ratepayers cannot substitute to another service 
supplier and are legally required to pay the rates and service charges set by a council.   

It is therefore helpful, for the purposes of the scheme, to compare the growth rate in a council’s 
operating income and operating expenditure data to an underlying measure of inflation that is most 
relevant to ratepayers.  

Given the context and purpose set out in the second reading speech, the appropriate index to utilise for 
that task is the ABS Consumer Price Index (CPI).20  

The CPI is a general measure of price inflation for the household sector. It measures changes in the 
price of a fixed quantity of goods and services acquired by consumers in metropolitan private 
households. This group of consumers includes a wide variety of sub-groups such as wage and salary 
earners, the self-employed, self-funded retirees, age pensioners, and social welfare beneficiaries.21  

Using the CPI in the context of the scheme will afford councils and ratepayers the opportunity to 
improve their understanding of the extent to which growth in a council’s operating income and 
operating expenditure is in line with, greater, or less than general price growth within the economy. This 
is relevant to the Commission’s statutory task of assessing councils’ LTFPs and IAMPs, and the 
associated issues of cost control, affordability and general rates, for the following reasons: 

 Subject to service levels being maintained, growth in a council’s operating expenditure on a per 
rateable property basis relative to the CPI provides a proxy for the council’s general performance in 
controlling its costs. If operating expenditure growth per rateable property is broadly in line with the 
CPI, the council is potentially performing in-line with the overall economy in terms of cost control. If 
it is significantly greater than the CPI, the council’s performance might be worse than the overall 
economy, unless there is an evidence-based reason for this outcome. If significantly less than the 
CPI, the council’s performance would appear better than the overall economy, unless this has been 
at the expense of service reductions.      

 The ability of the ratepayers of a council area to consistently absorb growth in general rates per 
rateable property that is greater than the CPI is dependent on the income base of the ratepayers 
and the extent to which this increases relative to the CPI. If a council’s ratepayers have a relatively 
low-income base that struggles to keep pace with the CPI, it is unlikely that the council will be able 
to sustain rates growth per rateable property that is persistently above the CPI over the longer term.  
The converse applies if a council’s ratepayers have a relatively high-income base that generally 
rises at a rate above the CPI. 

The Commission notes that there is a council-specific index used within the local government sector: 
the Local Government Price Index (LGPI), developed by councils in conjunction with the South 
Australian Centre for Economic Studies.22  The LGPI measures price movements faced by councils in 
respect of their purchases of goods and services. Although it may be considered a robust tool for that 
particular purpose, given the focus of the second reading speech, it is not as relevant for the purposes 
of this scheme.  

 
20  For actual inflation, it is proposed to use the ABS Australian CPI (weighted average of eight capital cities) index. 

For forecast inflation, it is proposed to use the RBA short- to medium-term forecast and, thereafter, the RBA 
long-term inflation target.  

21  ABS, A Guide to the Consumer Price Index: 17th Series, 2017, accessed 8 December 2021, available at: 
http://www.abs.gov.au/ausstats/abs@.nsf/Latestproducts/6440.0Main%20Features22017?opendocument&tabna
me=Summary&prodno=6440.0&issue=2017&num=&view  

22   SACES, About the Local Government Price Index, available at: 
https://www.adelaide.edu.au/saces/economy/lgpi/  

http://www.abs.gov.au/ausstats/abs@.nsf/Latestproducts/6440.0Main%20Features22017?opendocument&tabname=Summary&prodno=6440.0&issue=2017&num=&view
http://www.abs.gov.au/ausstats/abs@.nsf/Latestproducts/6440.0Main%20Features22017?opendocument&tabname=Summary&prodno=6440.0&issue=2017&num=&view
https://www.adelaide.edu.au/saces/economy/lgpi/
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Consultation question 

4.6 Do stakeholders agree that use of the CPI is an appropriate index to utilise when considering a 
council’s operating income and expenditure growth over time? 

If not, why not? How should it be changed and why? 

4.4.2 The key questions to address 

The Commission considers the following relevant to developing advice in the context of the legal 
framework: 

 Whether a council’s LTFP and IAMP are robust, consistent with each other and successfully 
implemented, with actual performance relative to plans monitored? 

 Do the LTFP and IAMP, and the implementation of those plans, ensure the sustainability of the 
council’s long-term financial performance and position? 

 What are the implications of the above for a council’s long-term financial sustainability and service 
risk profile, and the consequent appropriateness of the path projected for general rates and other 
income sources? 

In relation to risk profile, the Commission considers the following factors relevant. 

 The cost control measures within the LTFP and IAMP. 

 The affordability of the LTFP and IAMP, given the demographics of the ratepayers. 

 The credibility of the LTFP and IAMP from a practical implementation perspective. 

This is because LTFPs and IAMPs that do not demonstrate robust cost control measures will not be 
affordable, are unlikely to be implementable and will likely carry greater risk than an LTFP and IAMP 
exhibiting the converse characteristics. To assess this, the Commission considers the following 
questions of relevance and proposes to apply these in its internal analysis when developing advice.  



OFFICIAL 

Local Government Rates Oversight Scheme 23 
OFFICIAL 

Table 5: Key questions for the Commission in implementing the framework  

Area Key questions 

Operating Surplus 
Ratio 

To understand what is driving a council’s operating surplus ratio and the extent to 
which this indicates potential concerns regarding affordability and cost control risk.  

Operating surplus ratio 

 Question 1: How has the council’s operating surplus ratio performed historically? 

 Question 2: How is the council’s operating surplus ratio projected to perform? 

Underlying variables: Total operating income and total operating expenses 

 Question 3: What trends in total operating expenses and total operating income are 
contributing to this performance? 

Underlying variables: Total operating income 

 Question 4: What are the trends in the sources of operating income? 

 Question 5: What are the trends in operating income per rateable property? 

 Question 6: How do the trends in operating income per property compare to CPI 
growth? 

 Question 7: Is there any indication of affordability risk existing or emerging?  

Underlying variables: Total operating expenses 

 Question 8: What are the trends across operating expenses categories? 

 Question 9: What are the trends in operating expenses per rateable property? 

 Question 10: How do the trends in operating expenses per property compare to CPI 
growth? 

 Question 11: Is there any indication of cost control risk developing or emerging? 

Net financial liabilities 
ratio 

To understand what is driving a council’s net financial liabilities ratio and the extent to 
which this indicates potential concerns regarding financial and service sustainability 
risk.  

Net financial liabilities ratio 

 Question 12: How has the council’s net financial liabilities ratio performed historically? 

 Question 13: How is the council’s net financial liabilities ratio projected to perform? 

Underlying variables: Net financial liabilities and total operating income 

 Question 14: What trends in net financial liabilities and total operating income are 
contributing to this performance? 

Underlying variables: Net financial liabilities 

 Question 15: What trends in total borrowings relative to total liabilities are contributing 
to this performance?  

 Question 16: What trends in cash and cash equivalents are contributing to this 
performance? 
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Area Key questions 

 Question 17: Is there any indication of financial sustainability risk developing or 
emerging? 

The more detailed trends in total operating income are considered as part of the 
analysis of the operating surplus ratio. 

Asset renewal funding 
ratio 

To understand what is driving a council’s asset renewal funding ratio. This relates to 
assessing the consistency of the LTFP and IAMP, and the extent to which these 
appropriately reflect actual asset condition. This has implications for financial and 
service sustainability, as well as affordability and cost control risk.  

Asset renewal funding ratio 

 Question 18: How has the council’s asset renewal funding ratio performed, and how is it 
projected to perform, based on the IAMP expenditure approach? 

 Question 19: How has the council’s asset renewal funding ratio performed, and how is it 
projected to perform, based on the depreciation approach? 

 Question 20: To what extent do the two approaches result in an alignment of the asset 
renewal funding ratio calculated? 

Underlying variables: Asset renewal/replacement expenditure, IAMP 
renewal/replacement expenditure and depreciation 

 Question 21: What trends in asset renewal/replacement expenditure and IAMP 
renewal/replacement expenditure are contributing to the performance of the asset 
renewal funding ratio, based on the IAMP expenditure approach? 

 Question 22: What trends in asset renewal/replacement expenditure and depreciation 
are contributing to the performance of the asset renewal funding ratio, based on the 
depreciation approach? 

 Question 23: How is any difference explained within the council’s LTFP and IAMP? 

Underlying variables: Asset renewal/replacement expenditure 

 Question 24: What are the trends contributing to the asset renewal expenditure?  

 Question 25: What are the trends in renewal/replacement expenditure relative to 
new/enhancement expenditure? 

Underlying variables: IAMP renewal/replacement expenditure 

 Question 26: To what extent does the IAMP renewal/replacement expenditure relate to 
an up-to-date assessment of actual asset condition?  

Underlying variables: Depreciation 

 Question 27: What is contributing to the trend in depreciation? 

 Question 28: Is IAMP renewal/replacement expenditure reasonable given the trend in 
depreciation and the response to Question 26? 

 Question 29: Overall, based on the assessment of the asset renewal funding ratio, is 
there any indication of financial and service sustainability, cost control or affordability 
risk developing or emerging? 
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The above questions 18 to 29 look at the asset renewal funding ratio using the two approaches (using 
either IAMP expenditure and depreciation as the denominator) that councils have used over time. The 
Commission considers it useful to consider both approaches in its analysis. It does not, however, 
endorse one approach over the other. Box 1 provides a summary of why the Commission uses both 
approaches in its analysis. 

Box 1: Depreciation and IAMP replacement/renewals costs 

The Commission notes that councils have moved from using depreciation as the denominator in 
the asset renewal funding ratio, to using the IAMP figure for replacement/renewal expenditure. The 
Commission is proposing to consider the asset renewal funding ratio using both approaches.  This 
is because: 

 Using both depreciation and the IAMP replacement/renewal expenditure approaches for the 
asset renewal funding ratio provides a way of comparing whether the asset lives assumed in 
each case are broadly consistent and, if not, why this is the case. A council operates in 
perpetuity, it does not face competition in providing its services and provides public goods, so 
there does not appear to be any immediate reason why implied asset lives with respect to 
depreciation and IAMP replacement/renewal expenditure should vary significantly.  

 The IAMP figure for replacement/renewal expenditure need not be independently tested or 
audited. There is, therefore, the potential, at least in the short- and medium-term, for it to be set 
within a LTFP to meet the target range for the asset renewal funding ratio. Also, when there are 
budget and/or logistical constraints, there can be an incentive to defer renewal/replacement 
expenditure, while prioritising new capital projects. These factors may result in an IAMP that 
has no causal relationship to what is happening to asset condition ‘on-the-ground’, and so to 
the actual remaining useful asset lives. This may place medium- to long-term service delivery 
and long-term financial sustainability at risk which, in the Commission’s view, is not aligned 
with council residents’ interests. 

 From an asset management perspective, the Commission considers that the 
replacement/renewal expenditure in an IAMP should be based on an asset condition 
assessment (that reflects the size of the council and need not be complex). This should be 
independent of the LTFP, the results of the two being combined only for the purposes of 
calculating the asset renewal funding ratio and, thereafter, assessing the implications of this.  

 If, for a given value for the asset, depreciation is twice the level of IAMP replacement/renewal 
expenditure, this suggests that remaining useful asset lives, based on the IAMP, are around 
twice as long, as that implied by the depreciation schedule. This has implications for the level 
of general rates and charges that ratepayers face, intergenerational equity between 
generations of ratepayers, and the risks they face. 

 In the above example, if the depreciation schedule more appropriately reflects the actual 
remaining asset lives, this suggests that the IAMP renewal/replacement figure is too low, 
placing longer-term service delivery and financial sustainability at risk. If such a risk 
materialises, it is borne by council residents, not the council. It manifests through deteriorating 
service delivery, and the likelihood of higher general rates and charges in the future, to restore 
infrastructure that has been allowed to deteriorate. The reasons given to why such an outcome 
could be in residents’ interests would need to be understood and considered. 

 Alternatively, if the IAMP renewal/replacement expenditure more appropriately reflects the 
actual remaining asset lives, this suggests that the depreciation schedule is higher than 
necessary. A council could consequently be collecting more in general rates and charges than 
is necessary, given the actual lives of the assets. This means that current residents are paying 
more than they need to cover renewal/replacement expenditure, relative to future residents, 
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which has implications for intergenerational equity. There is also the question of what the 
additional income is being used for, how this relates to affordability and cost control, both now 
and in the future, and whether this is in residents’ interests.    

The above relates to identifying systematic patterns through time. Renewal/replacement 
expenditure is likely to vary materially between years, while annual depreciation charges are much 
more constant. It is, therefore, important to look at medium- to long-term trends, and cumulative 
renewal/replacement expenditure relative to cumulative depreciation when considering these 
comparisons. The Commission’s proposed analytical framework does this.          

The questions in Table 5 apply to both the existing LTFP and IAMP and to any revised LTFP and IAMP 
for a council. They can be assessed with a combination of quantitative and qualitative information. 
Applying them identifies the extent to which a revised LTFP and IAMP has any material amendments 
and the implications of those, in terms of financial and service sustainability, cost control and 
affordability risk. 

What constitutes a material amendment will be dependent upon the council being considered. There 
are 68 councils in South Australia and, as noted in Chapter 1, they are highly diverse in terms of 
geographic area, demographics, relative wealth and income and service portfolios provided. As such, 
the Commission does not consider it possible, or appropriate, to provide an empirical or rules-based 
approach to define what a material amendment means across all councils.  

Instead, the Commission’s proposed approach is to apply the above questions in respect of each 
council within the analytical framework it proposes to apply in preparing its advice, as outlined in the 
following section. This places the concept of a material amendment within the context of each 
council’s historical and projected performance. 

Consultation questions 

4.7 Do stakeholders consider these to be appropriate questions for implementing the analytical 
framework? 

 If not, why not? How should they be changed and why? 

4.8 Do stakeholders consider the proposed approach to a material amendment appropriate? 

 If not, why not? How should it be changed and why?  
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4.4.3 How the analytical framework can address the key questions and what information 
is required to do so 

Methodological Proposal 3 

The Commission’s proposed analytical framework focuses upon assessing risk profiles and 
addressing the key questions in Table 5 by comparing: 

 Historical trends to the existing SMP (comprising the LTFP and IAMP). 

 Historical trends to any revised SMP (comprising any revised LTFP and IAMP). 

 The existing LTFP and IAMP, to any revised LTFP and IAMP. 

for the operating surplus ratio, net financial liabilities ratio, and the asset renewal funding ratio, and 
the underlying drivers thereof.  

Quantitatively, this will cover trends starting from 2007-08, through to the final year of a council’s 
LTFP, which is dependent upon a council’s Relevant Financial Year.  

The main quantitative information sources used are: 

 Annual audited financial statements and annual forecasts of the financial statements. 

 Actual annual rateable properties and the forecast number of rateable properties annually. 

 Actual annual CPI and annual CPI forecasts. 

 The Socio-Economic Indexes for Australia (SEIFA) Index of Economic Resources for each LGA, 
published by the ABS. 

 The Councils in Focus database. 

Qualitatively it will comprise information which should already be in existence: 

 A council’s LTFP document for the financial year preceding its Relevant Financial Year. 

 A council’s current IAMP, noting that, at a minimum, an IAMP is to be updated within two years 
after each general election of the council.23 

 CEO financial sustainability report for the financial year preceding the Relevant Financial Year. 

 A council’s Audit Committee reviews for the most recent signed-off LTFP and IAMP. 

 Any existing LTFP and IAMP document for the Relevant Financial Year. 

 How the council approaches measuring its performance relative to LTFPs and IAMPs 

 How a council assesses and accounts for its residents’ ability to finance its plans. 

 A council’s consultation process regarding its LTFPs and IAMPs. 

 Information from the LGFA on a council’s ability to carry debt.24 

 
23 Section 122(4)(b). The implication of this is that IAMPs may typically be reviewed every four years, with the 

maximum time between reviews being six years. 
24 The second reading speech noted that ESCOSA’s advice to councils could be to use reserves, or other sensible 

financing means, instead of rate increases.   
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The Commission considers the most tractable way to describe how the analytical framework can be 
articulated to address the questions in Table 5 is by way of a hypothetical example (it should be noted 
that this is for illustrative purposes only).   

4.4.4 Comparison of historical trends to the existing SMP 

Fictional Council A’s Relevant Financial Year is 2022-23. This means that, no later than 30 September 
2022, it is to provide to the Commission with the information required relating to the Relevant Matters. 
The comparison of historical trends to the existing SMP would comprise the following quantitative 
information based on historical actuals, the 2021-22 LTFP and the current IAMP: 

Table 6: Information requirements – existing SMP 

Time period Information available 

Historical actuals 

2007-08 to 2019-20 

 Annual audited financial statements based upon the model financial statements. 

 The operating surplus, net financial liabilities, and asset renewal funding ratios 
derived from the audited financial statements and the IAMP. 

 The actual number of rateable properties.  

 The SEIFA Index of Economic Resources for 2011 and 2016.25 

Historical estimates 

2020-21 

 Annual financial statements based upon the model financial statements. 

 The operating surplus, net financial liabilities, and asset renewal funding ratios 
derived from the financial statements and the IAMP. 

 An estimate of the number of rateable properties. 

Forward forecasts 

2021-22 to 2030-31 

 Annual financial statements based upon the model financial statements.   

 The operating surplus, net financial liabilities, and asset renewal funding ratios 
derived from the financial statements and the IAMP.  

 Forecasts of the number of rateable properties. 

In addition, Council A should have the following qualitative information available: 

 Council A’s actual 2021-22 LTFP and its current IAMP documents. 

 Council A’s CEO report on its financial sustainability for 2021-22. 

 Council A’s Audit Committee’s input relating to the most recent reviews of the LTFP and IAMP. 

 How Council A approaches measuring its performance relative to its LTFPs and IAMPs. 

 How Council A assesses and accounts for its residents’ ability to finance its plans. 

 Council A’s consultation process regarding its LTFP and IAMP. 

In terms of external information sources, the Commission will also have access to: 

 ABS actual CPI figures for 2007-08 to 2021-22. 

 
25 The SEIFA Index of Economic Resources summarises variables relating to the financial aspects of relative socio-

economic advantage and disadvantage. Further information on the SEIFA Index is provided in Appendix 3.  
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 Forecasts of CPI from 2022-23 to 2030-31. 

 Information from the Councils in Focus database for cross-checking historical information. 

 Information from the LGFA regarding Council A’s capacity to carry debt.  

Based on this information, the analytical framework proposed can develop an evidence-based picture, 
using the financial indicators as a starting point, to consider the key questions and identify any 
potential risks.  

4.4.4.1 Council A’s operating surplus ratio 

The operating surplus ratio is defined as: 

Operating surplus/deficit ÷ Total operating income 

The information outlined in Table 6 and obtained for Council A would allow its operating surplus ratio to 
be considered over 2007-08 to 2030-31 on both a yearly and a cumulative basis. This allows trends in 
the operating surplus ratio projected over the 2021-22 LTFP to be compared to historical trends, in the 
context of the target bands defined by the LGA. This relates to consideration of questions 1 to 3 in 
Table 5. 

Figure 1: Trends in Council A’s operating surplus ratio 

 

            

            

 

Council A projects its operating surplus ratio to increase over the period of the 2021-22 LTFP, relative to 
recent historical trends. Why this is so may be identified by assessing the trends in the component 
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parts of the ratio; that is, total operating income and total operating expenses. Both total operating 
expenses and total operating income are forecast to rise. As the rate of increase in total operating 
income exceeds that of total operating expenses, the operating surplus ratio increases. On a 
cumulative basis, the increase in the operating surplus ratio is more muted over the 2021-22 LTFP. 

This leads to the need to gain an understanding of what lies behind the projected increases in total 
operating income and total operating expenses. In terms of operating income, this relates to questions 
4 to 7 in Table 5. 

In this example, it can be seen from Figure 2 below that Council A is becoming increasingly reliant upon 
rates as its main source of operating income. Historically, average rates per rateable property have 
risen by more than would have been the case if the increase matched CPI. This trend is forecast to 
become more acute over the 2021-22 LTFP. This is also mirrored in the trend in total operating income 
over the 2021-22 LTFP. 

Figure 2: Trends in Council A’s operating income 

 

           

                                                       

 

This might suggest the potential for affordability risk to increase over the 2021-22 LTFP, in the absence 
of evidence to the contrary. Such evidence might relate to the extent the following sources support (or 
otherwise) the proposition that the continuing rises in the 2021-22 LTFP are affordable for Council A’s 
ratepayers. 
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 Council A’s position on the SEIFA Index of Economic Resources. This measures Council A’s 
position relative to other councils in South Australia. Based on ranking from the most to the least 
advantaged, it provides an independent proxy of the Council’s ratepayers ability to consistently 
absorb above CPI increases. The higher Council A’s ranking, the more socio-economically 
advantaged its ratepayers are from a financial basis, so the greater the likelihood its ratepayers can 
manage such increases. 

 Information from Council A outlining how it assesses and accounts for its ratepayers’ ability to 
finance its plans, and why it considers the increases proposed in the 2021-22 LTFP affordable for 
its ratepayers.  

 Information from Council A regarding its approach to consulting its ratepayers on its LTFP and 
IAMP, and how the implications for rates and charges are communicated.   

Based on this information and the empirical analysis, the Commission can make an assessment 
regarding the extent to which it considers affordability risk a concern that it should account for in its 
advice. 

Regarding total operating expenses, this relates to questions 8 to 11 in Table 5. As seen in Figure 3 
below, trends in total operating expenses exhibit similar properties to total operating income. The main 
difference being that the trend for operating expenses over the 2021-22 LTFP is more in-line with 
historical trends, when compared to those for operating income. 

Figure 3: Trends in Council A’s operating expenses 
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The three main factors driving operating expenses are the costs of employees, materials and contracts, 
and depreciation. All exhibit growth over the 2021-22 LTFP. In part, the increases in materials and 
contractors and in depreciation might be attributed to the increasing asset stock (considered further 
below in relation to the asset renewal funding ratio). 

With operating expenses projected to continue to rise, understanding Councils A’s approach to cost 
control is highly relevant. Information on that and how Council A measures its performance relative to 
its plans, can be obtained via Council A’s 2021-22 LTFP and any other evidence it can or chooses to 
provide demonstrating the cost control performance measures that it has adopted and implemented.  

Based on that information and its empirical analysis, the Commission can make an assessment 
regarding the extent to which it considers cost control risk a concern that it should address in its 
advice. 

Overall, this analytical framework provides an evidence-based approach to drawing out the extent to 
which affordability and cost control risk may be a concern, in the context of the underlying analysis of 
what is driving the operating surplus ratio. If risks are identified, how these are being 
managed/mitigated is highly relevant to the advice provided by the Commission. 

4.4.4.2 Net financial liabilities ratio 

The net financial liabilities ratio is defined as: 

Net financial liabilities ÷ Total operating income 

This ratio measures the extent to which a council’s total operating income covers, or otherwise, its net 
financial liabilities.  Figure 4 below applies a similar analytical framework to that adopted for the 
operating surplus ratio, but for the relevant variables and relevant LGA-defined lower and upper bound 
(see Table 3). It can be used to consider questions 12 to 17 from Table 5.  
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Figure 4: Trends in Council A’s net financial liabilities ratio 

 

           

           

 

Over Council A’s 2021-22 LTFP, its net financial liabilities ratio is expected to decline significantly after 
rising in the period from 2007-08 to 2019-20. The decline in the ratio is driven by the complementary 
projections of increasing total operating income (see operating surplus ratio analysis) and reducing net 
financial liabilities. Net financial liabilities are expected to decline over the 2021-22 LTFP, largely 
because of lower borrowings. Council A’s borrowings are expected to peak around 2022-23 and 2023-
24 and then fall off steeply. This occurs as accumulated borrowings are paid back.  

To pay back borrowings over the 2021-22 LTFP, Council A can either draw-down its cash and cash-
equivalent reserves, use all or some of the operating surplus it is projecting to accrue or a combination 
thereof. As can be seen from Figure 4, Council A does not forecast drawing down existing reserves over 
the 2021-22 LTFP. So, in order to pay off debt at the speed projected, Council A would need to use 
some of the operating surplus it proposes to generate. In part, this assists in explaining the trends seen 
in the operating surplus ratio, where total operating income is projected to rise at a faster rate than total 
operating expenses.   

The lower level of borrowing projected might appear to reduce Council A’s financial sustainability risk; 
however, borrowing levels are being reduced rapidly and appear to be financed through use of surplus 
operating income projected over the 2021-22 LTFP. Noting the analysis of the operating surplus ratio 
(as explained above), it may be the case that the lowering of borrowings over the 2021-22 LTFP at the 
proposed pace results in greater potential for affordability risk, rather than mitigating or reducing overall 
risk.  Furthermore, a question arises as to whether or not Council A might draw down its borrowings at 
a slower rate and be able to hold more debt.       
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The above observations are based solely on the empirical analysis of the interaction of the operating 
surplus ratio and the net financial liabilities ratio. Further information may be obtained from Council A’s 
2021-22 LTFP documentation, its CEO’s financial sustainability report, the council’s Audit Committee’s 
input into the most recent LTFP and IAMP reviews and through discussions with Council A. In addition, 
the Commission may seek advice from the LGFA regarding Council A’s capacity to carry debt.  

Based on that information and the empirical analysis, the Commission can assess the implications for 
Councils A’s financial sustainability risk, while accounting for its relationship with cost control and 
affordability risk. If risks are identified, how these are being managed/mitigated will be highly relevant to 
the Commission’s advice. 

4.4.4.3 Asset renewal funding ratio 

Since 2013, the asset renewal funding ratio is defined as: 

Asset renewal/replacement expenditure ÷ IAMP renewal/replacement expenditure 

Prior to that time, the definition was:  

Net asset renewal/replacement expenditure26 ÷ Depreciation 

Unlike the previous two ratios, this ratio links directly to the IAMP of a council, through the asset 
renewal expenditure identified within the IAMP. This is an important link in ensuring the asset stock can 
provide ratepayers with services of an appropriate standard. Further, the credibility and robustness of 
the IAMP relates to a council having processes and procedures in place to have an ‘on-the-ground’ 
understanding of the condition of its asset stock that links directly to its IAMP, in terms of costs and 
outputs expected from renewal and replacement actions.  

When considering this ratio, it is relevant and appropriate to have regard to the risks associated with 
postponing asset renewal/replacement expenditure. Postponement may potentially reduce the short- 
to medium-term renewal expenditure within the IAMP, which may lead to service sustainability 
problems and greater long-term costs.  It is ratepayers that generally bear this risk if it arises, through 
deteriorating services in the short- to medium-term and in covering any associated additional costs 
through general rates and service charges in the longer term. 

Given this, the Commission considers that the analysis of the asset renewal funding ratio should 
encompass additional matters as explained below, alongside analysis based on the current definition of 
the asset renewal funding ratio. This is because it assists in developing an understanding of a council’s 
long-term financial sustainability risk profile and how this is being managed/mitigated. 

 The depreciation-based definition for this ratio: Depreciation provides a proxy for the yearly 
allowance for renewal/replacement expenditure, based upon the asset lives assumed. If there is a 
significant misalignment between the yearly depreciation allowance and IAMP 
renewal/replacement expenditure then the reasons for this would need to be understood, as would 
any implications. 

 Analysis of the capital expenditure split between renewal/replacement of existing assets and 
expenditure on new/upgraded assets: Expenditure on new/upgraded assets will generally increase 
the size (financially and physically) of the asset stock that needs to be maintained and 
renewed/replaced into the future. This represents a potential future liability that the council’s 
ratepayers will be expected to cover. This is regardless of the extent to which the initial 
new/upgrade capital expenditure was financed through state or federal grants.  

 
26 The earlier definition reduced the asset renewal/replacement expenditure by netting off any proceeds realised from 

the sale of replaced assets. 
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 Analysis of the value of the overall asset stock on a per rateable property basis: If the value of the 
asset stock increases through time on this basis, the growth in the number of rateable properties 
has lagged that of the value of the overall asset stock. This will have implications for future rates 
and charges, given no presence of economies of scale.   

The above allows the key questions 18 to 29 in Table 5 to be considered. Applying this approach to 
Council A, the analytical framework results in the trends for the asset renewal funding ratio as shown in 
Figure 5. 

Figure 5: Trends in Council A’s asset renewal funding ratio 

 

           

           

 
This indicates the following: 

 There is misalignment between the yearly trends in the asset renewal funding ratio based upon 
using depreciation or the IAMP renewal/replacement expenditure. When adopting depreciation, the 
ratio is consistently below the LGA minimum target, both historically and in the 2021-22 LTFP. By  
way of contrast, when based on IAMP renewal expenditure, while historically the ratio has been 
below the LGA minimum target, it is projected to be within or above the upper bound of the target 
range in the 2021-22 LTFP. 

 Yearly IAMP renewal expenditure over the 2021-22 LTFP is projected to be higher than has ever 
been achieved historically. Despite this, it is below the depreciation schedules in the 2021-22 LTFP. 
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Further, on a depreciation basis, Figure 6 below suggests that the cumulative renewal/replacement gap 
continues to widen over the 2021-22 LTFP. This, in turn, suggests that there is a significant underspend 
on the renewal/replacement of the asset stock. However, on an IAMP renewal/replacement expenditure 
basis this would not be the case. 

Figure 6: Trends in Council A’s cumulative renewal/replacement expenditure gap 

 

           

 

Overall, these trends suggest there is a need to understand the relationship of Council A’s IAMP 
renewal/replacement expenditure with respect to the ‘on-the-ground’ condition of the assets and the 
depreciation schedules.  This can be assessed through information provided by Council A in its IAMP, 
and through discussions with Council A, particularly in relation to how the IAMP has been developed. 
The outcome of this would be relevant to the Commission’s consideration of financial and service 
sustainability risk and the advice developed.   
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Figure 7: Trends in Council A’s capital expenditure 

 

           

                                                 

 

In addition, Council A’s capital expenditure trends are provided in Figure 7 above. Historically, Council 
A’s capital expenditure has focused more on new/upgraded assets rather than the 
renewal/replacement of assets. This trend continues until 2022-23, with capital expenditure on 
new/upgraded assets projected to be particularly strong in the 2020-21 to 2022-23 period. Thereafter, 
total capital expenditure becomes more aligned with historical levels, but with the renewal/replacement 
capital expenditure proportion being at its highest level.   

Council A’s focus has been predominately on new/upgraded assets. This is resulting in Council A’s 
asset stock value per rateable property maintaining a rising trend over the period of the 2021-22 LTFP, 
as shown in Figure 8. This suggests that Council A’s ratepayers’ future liability for financing the 
renewal/replacement and maintenance of this larger asset stock will go beyond the timeline of the 
2021-22 LTFP. This may also have implications for financial and service sustainability, cost control and 
affordability risk. 
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Figure 8: Trends in Council A’s asset stock value 

 

            

 

4.4.4.4 Summary 

Through this analytical framework, potential risks to financial and service sustainability, cost control 
and affordability can be considered, including any linkages between them. It can also account for the 
relationship between on-the-ground asset condition, how this is transferred to the IAMP and how this 
links to the LTFP. It combines both quantitative and qualitative information and can be presented 
through the use of charts to anchor the analysis and advice – and is replicable across councils and by 
councils.  

4.4.5 Comparison of historical trends to any revised SMP 

The above analytical framework can be replicated for any council’s proposed 2022-23 LTFP and IAMP 
and allows any revisions to be considered relative to the historical context. It also allows any material 
changes to be identified relative to the existing SMP, and for the impact of those changes to be tracked 
through to the operating surplus, net financial liabilities, and asset renewal funding ratios.  Such a 
comparison would use the following information:  
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Table 7: Information requirements – revised SMP 

Time period Information available 

Historical actuals 

2007-08 to 2020-21 

 Annual audited financial statements based upon the model financial statements. 

 The operating surplus, net financial liabilities, and asset renewal funding ratios 
derived from the audited financial statements and the IAMP. 

 The actual number of rateable properties.  

Historical estimates 

2021-22 

 Annual financial statements based upon the model financial statements. 

 The operating surplus, net financial liabilities, and asset renewal funding ratios 
derived from the financial statements and the IAMP. 

 An estimate of the number of rateable properties 

Forward forecasts 

2022-23 to 2031-32 

 Annual financial statements based upon the model financial statements. 

 The operating surplus, net financial liabilities, and asset renewal funding ratios 
derived from the financial statements and the IAMP.  

 Forecasts of the number of rateable properties 

 

Applying the analytical framework to any revised SMP proposed by a council shifts the timeline forward 
by a year. This means that the estimates for 2020-21 in the 2021-22 LTFP can be compared with 
outturn results for that year. This starts the process of assessing the extent to which a council carries 
out its plans and, if it does not, understanding the reasons why not.   

The Commission acknowledges that the proposed analytical framework requires each council to 
structure any expected revisions to its LTFP in a manner equivalent to the model financial statements, 
to ensure consistency across comparisons.27  

So that councils have a transparent understanding of what is required, the Commission has developed 
an initial set of guidelines and an Excel-based proforma template for councils to adopt. This is 
discussed further in Chapter 5, with the initial guidelines and the Excel-based proforma template 
published alongside this consultation document. 

The Commission also notes that, unless the Commission requires information earlier, a council is 
required to provide it no later than 30 September of its Relevant Financial Year. This means that a 
council will need to be able to identify, articulate and explain any revisions that it considers material by 
no later than this date. However, the Commission also has the ability to seek information earlier than 
that date, should the need arise. This is in the nature of a ‘reserve power’ and, while the Commission 
does not presently anticipate when such a need might arise, it is important to note that the ability to 
seek early information exists under the scheme.   

Given the long-term nature of the planning process, the Commission expects councils to be capable of 
readily providing such information, given it is based on a council’s own long-term financial and service 
sustainability strategy rather than on short-term operational and financial management concerns.  

  

 
27 Noting that the IAMP is a free form document. 
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Consultation question 

4.9 Do stakeholders consider this an appropriate approach to the analytical framework to assess 
the key questions in Table 5? 

 If not, why not? How should the approach be amended and why?  
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4.5 Content of the advice and its publication  

Methodological Proposal 4:  

Any advice will be based upon the outcomes of implementing the analytical framework and have 
regard to the circumstances of each council. The advice will, for each council in its Relevant 
Financial Year, cover: 

 the extent to which the Commission considers, or otherwise, the appropriateness of a council’s 
LTFP and IAMP, any material amendments to it, and the proposed path for general rates and 
other revenue sources 

 the long-term financial and service sustainability, cost control and affordability risk considered 
to exist, based on implementing the analytical framework, and 

 any other factors the Commission considers relevant. 

In addition, the advice may provide the Commission’s view on the potential actions a Council might 
take to mitigate/manage any identified risk.  

The advice will be published in full on the Commission’s website. Each council will publish the 
advice in full and any response it has to that advice, in both its draft and adopted annual business 
plans, until the next Relevant Financial Year for that council. 

4.5.1 Content of the advice 

The Commission’s advice will address the matters required under the scheme by reference to historical 
performance and financial trends, drawing on information which councils are already required to have 
in place under the Local Government Act 1999. The advice will set out that trend information, so as to 
give context to councils’ forward-looking plans, and will identify areas where attention or action may be 
required to better serve ratepayers’ long-term interests. Importantly, the advice to each council will 
focus on its own trends and plans. The advice will not provide inter-council comparisons.  

The Commission does not presently anticipate that the advice will require councils to take specific 
action, nor will it approve (or otherwise) specific expenditure, programs or projects: those are matters 
for councils’ own decision-making processes.  

The development of the Commission’s advice will be based upon the evidence available through 
applying the analytical framework. For each council, the advice will cover the factors outlined in 
Methodological Proposal 4.  

The quantitative analysis (as shown in the example of fictional Council A above) will enable the advice 
to provide an overarching picture of any potential cost control, affordability, and sustainability risk, 
based upon actual performance and forecast performance. Further, the advice can utilise available 
qualitative information regarding a council’s SMP, its current CEO sustainability assessment and its 
approach to setting rates to identify how any risks identified in the quantitative assessment are 
managed/mitigated, creating opportunity for further discussions on those matters. 

The overall outcome of this analysis and any further discussions should identify the extent to which 
there are potential issues with the council’s approach to managing cost control, affordability, and 
sustainability risk, which can be noted in the advice.  

This, in turn, will allow the advice to reference the extent to which a council’s price path for general 
rates might be appropriate in that council’s overall context. For instance, the more that issues identified 
in the advice are systematic and material, the less likely that the path of general rates might be 
considered appropriate, and vice-versa.  
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Finally, the advice and evidence base upon which the advice has been developed, will form part of the 
evidence base for any subsequent assessment of the council under the scheme. 

Consultation question 

4.10 Do stakeholders consider this an appropriate approach to developing the content of the 
advice that the Commission provides to each council? 

 If not, why not? How should the approach be amended and why? 

4.5.2 Publication of the advice 

The Commission proposes that all advice provided should be published in full.  This is on the basis a 
council provides services, subject to limited or no competition, to ratepayers in its region. Ratepayers 
directly contribute to the financing of those services, generally with no other choice of supplier. Those 
financial contributions are based directly upon the plans developed and implemented by the council. 
Given these circumstances, the Commission is of the view that publication of the advice in full is in the 
public interest and does not constitute commercially sensitive information.  The Commission also 
notes that, under the legal framework, the council can, if it chooses to, respond to the advice provided 
by the Commission, with that response also being published. 

Consultation question 

4.11 Do stakeholders consider this an appropriate approach to adopt for the publication of the 
advice, given the legal framework? 

 If not, why not? How should the approach be amended and why? 

4.6 Alignment with the legal framework and overarching scheme principles 

4.6.1 Alignment with the legal framework 

The legal framework does not prescribe how the Commission should develop its advice, only what 
needs to be covered (the Relevant Matters), and the factors to which it is to have regard in doing so: the 
council’s planning and implementation of LTFPs and IAMPs, along with the circumstances of the 
council.  

The planning and implementing of LTFPs and IAMPs is central to the Commission’s proposed 
analytical approach. It accounts for each council’s circumstances in an evidenced-based manner, 
through the assessment of historical trends. It considers these factors in the context of long-term 
financial and service sustainability, cost control and affordability, thereby aligning with the Local 
Government Act 1999 and the nationally agreed definition of financial sustainability. Further, the 
analytical approach and advice specifically addresses the Relevant Matters included within the legal 
framework.  

Consultation question 

4.12 Do stakeholders consider the analytical framework aligned with the legal framework? 

 If not, why not? How should the approach be amended and why? 

4.6.2 Alignment with the overarching principles for the analytical framework 

The Commission considers that the proposed analytical framework meets the underlying principles 
outlined in section 4.2, for the following reasons. 



OFFICIAL 

Local Government Rates Oversight Scheme 43 
OFFICIAL 

Table 8: Alignment with the overarching principles 

Principle Reasons for alignment 

Principle 1: Monitoring, not regulating 

The scheme relates to monitoring, not economic 
regulation. As such, the design focusses on providing 
evidence-based and useful advice. The objective being, 
through time, to develop a record of a council’s 
performance, relative to its long-term planning, and its 
response to advice, as the basis for changing 
behaviours and outcomes over time.  The scheme does 
not provide the Commission with powers to enforce 
compliance measures, set service standards or regulate 
any council’s rates. In those respects, it differs from 
other States’ council rates regulation frameworks, such 
as those in Victoria and New South Wales. 

 

The analytical framework does not impose any 
regulatory measures on a council. Rather, it provides a 
mechanism of monitoring how a council’s planning and 
implementation processes evolve, how a council 
performs relative to its own plans over time, and how a 
council responds to the advice provided regarding its 
plans and the funding thereof. 

Principle 2: Long-term planning focus 

While councils can provide a diverse range of services, 
they are generally delivered through infrastructure and 
operations that require long-term planning. As such, in 
the absence of significant shocks outside of a council’s 
control, its long-term plans would not be expected to 
exhibit significant variation through time 
(replacement/renewal expenditure should not materially 
vary due to political cycles, or short-term transient 
operational or financial concerns). 

 

The analytical framework adopts a long-term time 
horizon, comprising historical trends since 2007-08 and 
the 10-year forward-looking LTFP and IAMP for a given 
council. This reflects both how a council has arrived at a 
particular point and its future expectations. Through 
this, any material amendments are considered based 
upon the existing and forecast circumstances of the 
council.  

Principle 3: Materiality 

Focus will be given to key overarching targets and 
measures. Otherwise, the underlying analysis may 
become unduly complex/disaggregated, with key 
observations diluted through unnecessary detail. 

 

The analytical framework focuses on using only the 
amount of information necessary to inform the advice. It 
does this through seeking to understand the 
movements in the three ratios at a reasonable level of 
disaggregation, while also accounting for the underlying 
planning and implementation processes for a council’s 
LTFP and IAMP. 

Principle 4: Simplicity 

The scheme will be as simple as it practically can be 
and be capable of being applied across the diverse 
range of councils within South Australia. 

 

The analytical framework is based upon requirements 
and guidelines that already exist and apply to councils 
across South Australia. This allows it to be practically 
applied across the diverse range of councils.   

Principle 5: Leveraging existing information and 
evidence 

 

In addition to the analytical framework being based 
upon requirements and guidelines that already exist, it is 
also based on information that is readily available. This 
is because the information is either historical in nature, 
relates to the LTFP and IAMP process, or is publicly 
available.  

The extent to which common information gaps exist 
across councils that are relevant to the analytical 
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Principle Reasons for alignment 

The Local Government Association (LGA) collects data 
and provides guidance material regarding financial and 
service sustainability. As such, a significant amount of 
underlying information and a standard accounting 
framework exists - this will underpin the analytical 
framework.  

In accordance with the legislative framework, if 
demonstrable gaps in information become apparent 
that are of relevance to the operation of the scheme, it 
may be necessary to collect further information in 
relation to this. 

framework, will become apparent through applying it 
across councils. 

Principle 6: Consistency of application 

The scheme will be applied consistently across councils 
in terms of the underlying processes and analytical 
framework. Advice across councils will only be similar if 
all the inputs into the analytical framework (both 
quantitative and qualitative) result in similar advice 
being warranted. 

 

Because the analytical framework is based upon 
existing requirements and guidelines that already apply 
to South Australian councils, it can be consistently 
applied across councils. Also, the extent to which a 
council has, or has not, been complying with the existing 
requirements and guidelines can be assessed. 

Principle 7: Transparent process and approach 

The implementation of the scheme requires 
transparency in processes and approach. Each council 
will be provided with the information and calculations 
upon which the advice relating to it has been based. 

 

The analytical framework is based upon existing 
requirements and guidelines that already apply to South 
Australian councils. Also, the information used within 
the analytical framework is either based upon sources 
that are generally accessible to a council, or directly 
provided by the council to the Commission.  

So, on the basis the Commission provides, to each 
council on a consistent basis, the information it has 
used and any calculations pertaining to that information, 
the analytical framework represents a transparent 
process and approach. 

The potential exception is any information or 
discussions with the LGFA regarding a council’s ability 
to carry debt. In this context, the Commission 
understands that a council can also discuss this with 
the LGFA at any time.  

 

Consultation question 

4.13 Do stakeholders consider the analytical framework to be aligned with the overarching 
principles for its development? 

 If not, why not?  
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5 Guidelines and information provision 

5.1 Introduction 

The legislative framework gives the Commission discretion as to whether or not it will make guidelines 
regarding councils’ information provision obligations. It does not prescribe the content of any 
guidelines nor does it constrain the Commission’s requirements regarding the structure and form of 
any information it requires from councils to operate the scheme (provided that the information sought 
must be reasonably required for the performance of the Commission’s functions under the Act).   

5.2 Guidelines and information provision 

The Commission considers putting in place guidelines and a proforma Excel template28 to be an 
appropriate element of the scheme, as it provides councils with transparency regarding the minimum 
level of information they are required to provide and how they are required to provide it. In turn, this is 
likely to reduce the number of enquiries while also providing a clearer framework for dealing with 
enquiries that do arise.  

The initial guidelines and proforma Excel template are provided alongside this consultation document. 
They should be considered in conjunction with this chapter and complement the information 
requirements outlined in Methodological Proposal 3 in Chapter 4.  

The initial guidelines and proforma Excel template are both based on a Relevant Financial Year of 
2022-23. The Commission notes that, for each Relevant Financial Year, a revised set of guidelines and 
proforma Excel template will need to be published, to account for the roll-over of a financial year. The 
Commission is proposing that these be published no later than the start of each Relevant Financial 
Year. 

The structure of the proforma Excel template uses the model financial statements discussed in section 
4.3.3 and outlined in Appendix 2, as the structural basis for the time series information required. It is 
split into the following sections (tabs in the Excel spreadsheet). 

 Historical & SMP 2021-22 (A): This reflects the position for the 2021-22 LTFP and existing IAMP at 
that time. It provides a time series of actual historical data for 2007-08 to 2019-20 and forecast 
data for 2020-21 to 2030-31. 

 Historical & SMP 2022-23 (B): This reflects the council’s proposed position for the 2022-23 LTFP and 
existing IAMP. It provides a time series of actual historical data for 2007-08 to 2020-21 and 
forecast data for 2021-22 to 2031-32. 

Variances can be calculated between the two sets of time series data. This provides a quantitative 
approach to identifying the extent to which revisions to the financial plan and IAMP might be 
considered material. It also provides a way of tracking variances through to their impact on the 
operating surplus, net financial liabilities and the asset renewal funding ratios.    

 
28 While an excel template will be used initially, it is intended to develop an automated data collection system. 
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Consultation questions 

5.1 Do stakeholders consider publishing a revised set of guidelines and proforma Excel template 
no later than the start of each the Relevant Financial Year appropriate? 

 If not, why not? How should the approach be amended and why? 

5.3 Timing of information provision 

Information provision for the first cycle of the scheme differs from any subsequent cycle, as there is the 
additional (one-off) need to gain information from 2007-08 onwards. Overall, the Commission is 
proposing the following timing for information provision over the four-year Prescribed Period for the 
first cycle of the scheme. 

Table 9: Timing of information provision 

Relevant 
Financial 
Year 

Existing information Revised information 

2022-23 1 August 2022 30 September 2022 

2023-24 1 August 2023 30 September 2023  

(Unless the Commission specifies an earlier 
date within 2023-24. It would provide notice of 
this no later than 28 February 2023.) 

2024-25 1 August 2024 30 September 2024  

(Unless the Commission specifies an earlier 
date within 2024-25. It would provide notice of 
this no later than 28 February 2024.) 

2025-26 1 August 2025 30 September 2025  

(Unless the Commission specifies an earlier 
date within 2025-26. It would provide notice of 
this no later than 28 February 2025.) 
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Where existing information and revised information is the following: 

Table 10: Definition of existing and revised information 

Relevant 
Financial 
Year 

Existing information Revised information 

2022-23 

 Completed proforma Excel template data 
tab ‘Historical & SMP 2021-22 (A)’ 

 2021-22 LTFP and current IAMP 
document. 

 2021-22 CEO financial sustainability 
report. 

 Audit Committee review of 2021-22 LTFP 
and current IAMP. 

 Information on approach to assessing 
performance relative to LTFPs and 
IAMPs. 

 Information on approach to assessing 
and accounting for residents’ ability to 
finance plans. 

 Information on consultation process for 
LTFPs and IAMPs 

 Completed proforma Excel template tab 
‘Historical & SMP 2022-23 (B)’ 

 Draft 2022-23 LTFP and IAMP document. 

 Reasons for any material variations 
identified in the draft 2022-23 LTFP and 
IAMPs versus 2021-22 documents. 

 Any other material considered relevant. 

 

2023-24  Completed proforma Excel template data 
tab ‘Historical & SMP 2022-23 (A)’ 

 2022-23 LTFP and current IAMP 
document. 

 2022-23 CEO financial sustainability 
report. 

 Audit Committee review of 2022-23 LTFP 
and current IAMP. 

 Information on approach to assessing 
performance relative to LTFPs and 
IAMPs. 

 Information on approach to assessing 
and accounting for residents’ ability to 
finance plans. 

 Information on consultation process for 
LTFPs and IAMPs 

 Completed proforma Excel template tab 
‘Historical & SMP 2023-24 (B)’ 

 Draft 2023-24 LTFP and IAMP document. 

 Reasons for any material variations 
identified in the draft 2023-24 LTFP and 
IAMP versus 2022-23 documents. 

 Any other material considered relevant. 

 

2024-25  Completed proforma Excel template data 
tab ‘Historical & SMP 2023-24 (A)’ 

 2023-24 LTFP and current IAMP 
document. 

 Completed proforma Excel template tab 
‘Historical & SMP 2024-25 (B)’ 

 Draft 2024-25 LTFP and IAMP document. 
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Relevant 
Financial 
Year 

Existing information Revised information 

 2023-24 CEO financial sustainability 
report. 

 Audit Committee review of 2023-24 LTFP 
and current IAMP. 

 Information on approach to assessing 
performance relative to LTFPs and 
IAMPs. 

 Information on approach to assessing 
and accounting for residents’ ability to 
finance plans. 

 Information on consultation process for 
LTFPs and IAMPs 

 Reasons for any material variations 
identified in the draft 2024-25 LTFP and 
IAMP versus 2023-24 documents. 

 Any other material considered relevant. 

 

2025-26  Completed proforma Excel template data 
tab ‘Historical & SMP 2024-25 (A)’ 

 2024-25 LTFP and current IAMP 
document. 

 2024-25 CEO financial sustainability 
report. 

 Audit Committee review of 2024-25 LTFP 
and current IAMP. 

 Information on approach to assessing 
performance relative to LTFPs and 
IAMPs. 

 Information on approach to assessing 
and accounting for residents’ ability to 
finance plans. 

 Information on consultation process for 
LTFPs and IAMPs 

 Completed proforma Excel template tab 
‘Historical & SMP 2025-26 (B)’ 

 Draft 2025-26 LTFP and IAMP document. 

 Reasons for any material variations 
identified in the 2025-26 LTFP and IAMP 
versus 2024-25 documents. 

 Any other material considered relevant. 

 

This is for the following reasons: 

 The Commission considers it relatively straightforward for a council to provide information that 
should exist prior to its Relevant Financial Year. Obtaining this information at the start of August in 
any Relevant Financial Year allows the Commission to progress the assessment process two 
months before 30 September of that year. This means that the Commission can develop a greater 
understanding of each council’s historical context more effectively, which is advantageous to both 
councils and the Commission.    
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 The Commission will endeavour to adopt 30 September of the Relevant Financial Year as the 
deadline for councils to provide the revised information in Table 10 above. However, unforeseen 
circumstances may result in the need for councils to provide this information earlier.29 The 
approach proposed seeks to allow the Commission some flexibility in managing future events. In 
doing so, the Commission is to provide notice four months prior to the start of the Relevant 
Financial Year of its intention to adopt an earlier date than 30 September and specify the date. The 
Commission considers that this appropriately balances the need to provide flexibility, with the 
councils’ ability to develop any revised information prior to 30 September of the Relevant Financial 
Year. 

Consultation question 

5.2 Do stakeholders consider the proposed timing for information provision appropriate? 

 If not, why not? How should the approach be amended and why?  

 
29 Noting that this is a reserve power which can be triggered when merits warrant. 
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6 Developing and publishing the Schedule of 
Councils 

6.1 Introduction 

The Commission will publish a Schedule of Councils for each cycle of the scheme, identifying which 
councils will go through the scheme in what years within the Prescribed Period for that cycle. The 
Prescribed Period is currently set at four years and the two main questions regarding the Schedule are: 
how should it be developed and when should it be published? 

6.2 Developing the schedule 

The Commission does not intend to consult on the Schedule for the four-year Prescribed Period. The 
Commission has adopted a representative sample of councils for each year of the Prescribed Period. 
This ensures that in each year of the Prescribed Period no council group is over or under-represented. 
The Commission’s approach to this is published as part of the Schedule.30 

The Commission does not consider that there is an inherent advantage for any council with respect to 
the actual year it goes through the scheme. The Commission is aware that councils going through the 
scheme in the first year may have less preparation time, relative to councils going through the scheme 
thereafter. The Commission can account for this in its approach to the advice provided, and in its 
expectations of councils as the Prescribed Period progresses. It is, however, noted all councils should 
have at the start of 2022-23, the existing information outlined in Table 10 in Chapter 5, given their 
obligations under the Local Government Act (1999). The Commission’s advice will account for this. 

6.3 Publishing the schedule 

The Commission is required to publish the Schedule and considers it appropriate that this occurs prior 
to the start of 2022-23, which is the first year of the Prescribed Period. Further, as the Schedule does 
not form part of this consultation, the Commission intends to publish it separately to this document.  

However, the Commission does acknowledge that councils undertaking the scheme in 2022-23 may 
have sharper focus on this consultation, than those operating under a more extended lead time. Given 
this, the Commission has published the Schedule at the same time, but separate to, this consultation 
document being published. 

   

 
30 The Schedule of Councils is available at: 
https://www.escosa.sa.gov.au/ArticleDocuments/21844/20220331-I-
LocalGovernmentRatesOversightScheme-ScheduleofCouncils.pdf.aspx?Embed=Y 

 

https://www.escosa.sa.gov.au/ArticleDocuments/21844/20220331-I-LocalGovernmentRatesOversightScheme-ScheduleofCouncils.pdf.aspx?Embed=Y
https://www.escosa.sa.gov.au/ArticleDocuments/21844/20220331-I-LocalGovernmentRatesOversightScheme-ScheduleofCouncils.pdf.aspx?Embed=Y
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7 Cost recovery 

7.1 Introduction 

The legislative framework provides for the Commission to recover from a council (as a statutory debt 
due and payable by the council), the costs reasonably incurred in performing its functions under the 
scheme. It does not prescribe what costs would be considered reasonable for the Commission to 
recover or how it should undertake this. These are the two issues discussed in this chapter.  

7.2 Reasonable costs 

The Commission’s indicative total cost per council, over the first cycle of the scheme (which is four 
years) is $52,133, based on Commission staff effort per council being the same, irrespective of council 
size or location. This is for the reasons outlined below. 

The Commission considers the reasonable costs in performing its functions under the scheme cover: 

 Set-up and development costs: These relate, but need not be limited to, the upfront and ongoing 
work taking place in 2021-22 and 2022-23 to develop the analytical framework used and the 
technological infrastructure to support it. 

 Operational costs: These relate, but need to be limited to, the yearly costs of implementing the 
scheme. These primarily comprise staff costs.31    

Implementing the scheme is a continuous process throughout any financial year. Each financial year 
comprises the work undertaken to provide advice to a group of councils for that year, alongside 
preparatory work for a subsequent set of councils in the forthcoming financial year. Further, delivering 
the proposed analytical framework and the scheme in a manner envisaged in the legislative reforms 
requires skilled resources. This assures council ratepayers, councils and the South Australian 
Government that the advice provided is based upon an appropriate level of expertise.    

The actual costs involved in implementing the scheme will become clearer after the completion of the 
first cycle of its implementation. This is because the costs are, in part, dependent upon all councils’ 
approach to the scheme. This, in turn, depends on how councils engage with the scheme, in terms of 
fulfilling their obligations in a timely manner and the way they interact with Commission staff 
throughout the process, such as with respect to responding to queries and undertaking meetings (if 
required) to discuss the information provided by the council.  

Given this, the Commission can only provide the indicative costs associated with implementing the 
scheme, the actual costs over the first cycle maybe materially higher or lower than this. If the 
Commission finds that the actual costs for the initial cycle vary significantly from the indicative costs 
outlined in Table 11 below, it proposes that the implications of this be considered in the context of the 
second cycle of the scheme.   

  

 
31 This relates to the Commission’s costs including direct staff, support staff and other operating expenses. 
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Table 11: Commission’s indicative costs for the first cycle of the scheme 

2021-22 prices 2022-23 2023-24 2024-25 2025-26 

Set-up and development costs $157,667 $157,667 $157,667  

Operational costs $768,000 $768,000 $768,000 $768,000 

Total yearly costs $925,667 $925,667 $925,667 $768,000 

Total yearly cost per council $13,613 $13,613 $13,613 $11,294 

Total cost per council  $52,133 

 

The indicative total cost per council, over the first cycle of the scheme is, therefore, $52,133. 

The 2022-23 set-up and development costs, and operational costs have been financed by an 
appropriation from the State budget. These amounts will need to be refunded by councils across the 
first cycle. This has allowed the Commission to start work on the scheme prior to it being implemented 
in 2022-23. It also allows the cost recovery process from councils to take place in a more balanced 
manner as a debt due. 

While the set-up and development costs are largely up-front costs, the Commission is proposing to 
allocate recovery of those in equal proportion over 2022-23 to 2024-25, to aid in the smoothing of costs 
across years. The Commission is also proposing that, for medium-term budgeting purposes, the 
indicative operational costs for 2023-24 to 2025-26 will be set at the 2022-23 level.  

The Commission notes all these costs are in 2021-22 prices. The Commission proposes to consider its 
approach to accounting for its costs as it gains practical experience in implementing the scheme. 

Consultation question 

7.1 Do stakeholders agree with the Commission’s approach to allocating its projected indicative 
costs across the first cycle of the scheme? 

 If not, why not? How should the approach be amended and why? 

7.2 Do stakeholders agree with the Commission’s approach to addressing any material difference 
between its actual costs and its projected indicative costs? 

 If not, why not? How should the approach be amended and why? 

7.3 Cost recovery 

The following questions are relevant to the consideration of cost recovery: 

 Should councils be billed directly or via the LGA? 

 When should councils be billed and with what frequency? 

 How should the costs be allocated between councils? 

7.3.1 Should councils be billed directly or via the LGA? 

The Commission and the LGA have consulted on this. It may be considered beneficial by councils that 
each year the Commission bill the LGA the Commission’s yearly total cost, the LGA pays this on behalf 
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of councils, with the LGA splitting the costs between councils on a basis agreed between the LGA and 
the councils. While ultimately a matter for councils to agree with the LGA, this may be advantageous as 
it reduces transaction costs relative to managing a billing process for 68 councils separately. It may 
also provide the LGA and councils with greater control on how costs will be allocated between councils 
- albeit that would be a matter of separate agreement between those parties.    

 Consultation question 

7.3 Do stakeholders agree that the Commission should bill the LGA the total yearly cost associated 
with the scheme, noting that any such scheme would require unanimous agreement between the 
LGA and member councils covering at least the first four-year cycle? 

 If not, why not?  

7.3.2 When should councils be billed and with what frequency? 

Regardless of whether the Commission bills the LGA for the total yearly cost or each of the 68 councils 
separately, the Commission proposes that it would bill the relevant party once yearly for the total 
amount due. This would occur at the end of the first quarter of the financial year and be subject to a 
one-month period within which to pay the outstanding bill. The reason for this is that billing in 
instalments through the financial year increases the Commission’s transaction costs associated with 
operating the scheme. This would be passed onto councils.  The Commission acknowledges that the 
LGA and councils might adopt a differing approach to the timing and frequency of billing if the 
Commission only billed the LGA for the yearly total cost.  

Consultation question 

7.4 Do stakeholders agree with the Commission’s approach to the timing and frequency of billing? 

 If not, why not? How should the approach be amended and why? 

7.3.3 How should costs be allocated between councils? 

If the Commission bills each of the 68 councils separately, it proposes to split the yearly costs equally 
across all councils for the first cycle of the scheme. This is because it is the Commission’s effort per 
council that drives its costs. Until the completion of the first cycle of the scheme, no evidence is 
available to indicate that it will not take the same amount of effort per council to implement the new 
scheme, regardless of a council’s size (there is no prior information available on this point).  

The Commission notes that the LGA and councils may agree between themselves on a differing 
approach to the allocation of costs if the Commission only billed the LGA for the total yearly cost (as 
described above). For example, one based on a proxy for size distribution across the councils. 

Consultation question 

7.5 If the Commission were to bill each of the 68 councils separately, do stakeholders agree with 
its proposed approach to allocating the total yearly cost between councils? 

 If not, why not? How should the approach be amended and why? 



OFFICIAL 

Local Government Rates Oversight Scheme 54 
OFFICIAL 

8 Next steps 

The critical dates in the process of implementing the scheme, based upon the proposal in this 
consultation document, are: 

Table 12: Next steps 

Critical dates Required outcome 

31 March 2022  Schedule for the first cycle of the scheme published. 

 Initial guidelines and Excel proforma template published. 

 Consultation period for the Commission’s proposals for the framework 
and approach starts.  

27 May 2022  Consultation period for the Commission’s proposals for the framework 
and approach ends. 

July 2022  Commission’s final framework and approach published. 

1 August 2022  Councils with a Relevant Financial Year of 2022-23, as defined by the 
Schedule published 31 March 2022, to provide historical information as 
per the initial guidelines and Excel proforma template, also published 31 
March 2022. 

30 September 2022  Councils with a Relevant Financial Year of 2022-23, as defined by the 
Schedule published 31 March 2022, to provide all other relevant 
information as per the initial guidelines and Excel proforma template. 

28 February 2023  No later than this date, the Commission to publish its advice for councils 
with a Relevant Financial Year of 2022-23, as defined by the Schedule 
published 31 March 2022.  

The Commission notes that the above timeline proposes that its finalised framework and approach will 
be published in July 2022. It further notes that this is very close to the proposed deadline for councils 
with a Relevant Financial Year of 2022-23 to provide the required historical information (1 August 
2022). The relevant councils are identified in the published Schedule of Councils.32 

Given this, the Commission recommends that, if these councils would prefer to start the collation of 
historical information as soon as practically possible, they adopt the working assumption that the 
1 August 2022 date will remain in the Commission’s finalised framework and approach, and make use 
of the published initial guidelines and Excel Proforma template to commence collation of the required 
historical information. 

 
32 The schedule of Councils is available at: 
https://www.escosa.sa.gov.au/ArticleDocuments/21844/20220331-I-
LocalGovernmentRatesOversightScheme-ScheduleofCouncils.pdf.aspx?Embed=Y 

https://www.escosa.sa.gov.au/ArticleDocuments/21844/20220331-I-LocalGovernmentRatesOversightScheme-ScheduleofCouncils.pdf.aspx?Embed=Y
https://www.escosa.sa.gov.au/ArticleDocuments/21844/20220331-I-LocalGovernmentRatesOversightScheme-ScheduleofCouncils.pdf.aspx?Embed=Y
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Appendix 1: Relevant Extracts from the Statutes 
Amendment (Local Government Review) Act 2021 

The Statutes Amendment (Local Government Review) Act 2021, 79 – Amendment of section 122 – 
Strategic management plans, states the following:  

(1) Section 122(1a)(a) – delete “for a period of at least 10 years; and” and substitute: 

that relates to a period of at least 10 years and includes a funding plan that –  

(i) outlines the council’s approach to funding services and infrastructure of the council; 
and 

(ii) sets out the council’s projected total revenue for the period to which the long-term 
financial plan relates; and 

(iii) outlines the intended sources of that total revenue (such as revenue from rates, 
grants and other fees and charges); and 

(2) Section 122 – after subsection (1b) insert: 
 
(1c)     A council must, once in every prescribed period (which must not be less than a 

period of 3 years), in accordance with a determination of the designated authority, 
provide information relating to its long-term financial plan and infrastructure and 
asset management plan to the designated authority in accordance with subsection 
(1e). 

 
(1d)    For the purposes of subsection (1c), the designated authority may determine a 

schedule relating to each prescribed period that requires different councils to 
provide information in different financial years of that period (and the financial year 
in which a particular council is required to provide information according to the 
schedule is the relevant financial year for that council). 

 
(1e)    A council must, on or before 30 September in the relevant financial year for the 

council, provide to the designated authority all relevant information on the following 
matters (the relevant matters) in accordance with guidelines determined by the 
designated authority (if any): 

 
(a) material amendments made or proposed to be made to the council’s long-

term financial plan and infrastructure and asset management plan and the 
council’s reasons for those amendments; 
 

(b) revenue sources outlined in the funding plan referred to in subsection 
(1a)(a);  

 
(c) any other matter prescribed by the regulations. 

 
(1f)     Following the provision of information by a council under subsection (1e), the 

designated authority, on or before 28 February in the relevant financial year for the 
council – 

 
(a) must provide advice to the council on the appropriateness of the relevant 

matters in the context of the council’s long-term financial plan and 
infrastructure and asset management plan; and 
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(b) may, if the designated authority considers it appropriate having regard to 

the circumstances of a particular council, provide advice in relation to any 
other aspect of the council’s long-term financial plan and infrastructure 
and asset management plan. 

     (1g)    In providing advice under this section, the designated authority –  

(a) must have regard to the following objectives: 

(i) the objective of councils maintaining and implementing long-
term financial plans and infrastructure and asset management 
plans; 
 

(ii) the objective of ensuring that the financial contributions 
proposed to be made by ratepayers under the council’s long-term 
financial plan and infrastructure and asset management plan are 
appropriate and any material amendments made or proposed to 
be made to these plans by the council are appropriate; and 

(b) may have regard to any information or matter the designated authority 
considers relevant (whether or not such information or matter falls within 
the ambit of subsection (1e)). 

(1h)    A council must ensure that the advice provided by the designated authority under 
this section, and any response of the council to that advice, is published in its 
annual business plan (both the draft and adopted annual business plan) in the 
relevant financial year and each subsequent financial year (until the next relevant 
financial year for that council). 

(1i)     For the purposes of the preceding provisions, the designated authority must publish 
the following: 

(a) advice provided to a council under this section; 

(b) the schedule determined under subsection (1d); 

(c) any guidelines determined under subsection (1e). 

(1j)     The designated authority may, by written notice, require a council to give the 
designated authority, within a time and in a manner stated in the notice (which must 
be reasonable), information in the council’s possession that the designated 
authority reasonably requires for the performance of the designated authority’s 
functions under this section. 

(1k)     The designated authority may recover from a council (as a debt due from the 
council) the costs reasonably incurred by the designated authority in performing its 
functions under this section in relation to the council.   

(3) Section 122 – after subsection (3) insert: 

(3a)     The regulations may prescribe additional requirements with respect to strategic 
management plans. 

(4) Section 122(4)(a) – delete “as soon as practicable after adopting the council’s annual business 
plan for a particular financial year” and substitute: 

on an annual basis 
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(5) Section 122 – after subsection (4a) insert: 

(4b)     A report from a chief executive officer under subsection (4a) must –  

(a) address any matters required by the Minister; and 

(b) be published in a manner and form, and in accordance with any other 
requirements, determined by the Minister. 

(6) Section 122(6) – delete – “adopt a process or processes to ensure that members of the public 
are given a reasonable opportunity to be involved in” and substitute: 

undertake public consultation in relation to   

(7) Section 122(7) – delete subsection (7) 
 

(8) Section 122 – after subsection (8) insert: 

(9)      In this section -  

           designated authority means –  

(a) if a person or body is prescribed by the regulations for the purposes of 
this definition – that person or body; or 

(b) if a person or body is not prescribed under paragraph (a) – the Essential 
Services Commission established under the Essential Services 
Commission Act 2002.     

(10)    The Minister must consult with the LGA before regulations are made prescribing a 
person or body as the designated authority. 
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Appendix 2: Use of Model Financial Statements 
Proforma Templates 

Overview 

The following model financial statements are based on those used by South Australian councils to 
structure their published accounts. Those compare the results in the accounts for the financial year, to 
those of the previous financial year. The Commission’s analytical framework adopts these categories 
and uses a similar proforma structure for the Excel proforma template, but covering the period starting 
2007-08 and ending in the final year of the relevant LTFP. 

Financial statements: Statement of Comprehensive Income 

The below reflects the Excel proforma template for Statement of Comprehensive Income, which is 
based upon the model accounts proforma templates. 

Statement of Comprehensive Income Time series data from 2007-08 to final year of the 
LTFP 

Income   

Rates   

Statutory charges   

User charges   

Grants, subsidies, and contributions   

Investment income   

Reimbursements   

Other income   

Net gain – equity accounted Council businesses 
 d i  

  

Total income   

Rates   

Other revenue   

Total income   

   
Expenses   

Employee costs   

Materials, contracts, and other expenses   

Depreciation, amortisation, and impairment   

Finance costs   

Net loss – equity accounted Council businesses   

Total expenses   

   
Operating surplus/(deficit)   
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Rates revenue is disaggregated as follows in Note 2-Income-Rates Revenue of the proforma financial 
statements.  

Analysis of Rates Revenue  

(Per Financial Statements Note 2) 

Time series data from 2007-08 to final year of the 
LTFP 

General rates   

General rates   

Less: Mandatory rebates   

Less: Discretionary rebates, remissions, and write-offs   

Total general rates   

   

Other rates (including service charges)   

Natural resource management levy   

Waste collection   

Water supply   

Community wastewater management systems   

Separate and special rates   

Electricity supply   

Total other rates   

   

Other charges   

Penalties for late payment   

Legal and other costs recovered   

Total other charges   

   

Less: Discretionary rebates, remissions, and write-offs   

   

Total rates revenue   
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Finance statements: Statement of Financial Position 

The below reflects the Excel proforma template for the Statement of Financial Position, which is based 
upon the model accounts proforma templates. 

Statement of Financial position Time series data from 2007-08 to final year of the 
LTFP 

Current assets   

Cash and cash equivalents   

Trade and other receivables   

Other financial assets   

Inventories   

Non-current assets held for sale   

Total current assets   

   

Non-current assets   

Financial assets   

Equity accounted investments in council businesses   

Investment property   

Infrastructure, property, plant, and equipment   

Other non-current assets   

Total non-current assets   

   

Total assets   

   

Current liabilities   

Trade and other payables   

Borrowings   

Provisions   

Other current liabilities   

Liabilities relating to non-current assets held for sale   

Total current liabilities   

   

Non-current liabilities   

Trade and other payables   

Borrowings   

Provisions   
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Statement of Financial position Time series data from 2007-08 to final year of the 
LTFP 

Liability – equity accounted council businesses   

Other non-current liabilities   

Total non-current liabilities   

   

Total liabilities: Trade and other payables   

Total liabilities: Borrowings   

Total liabilities: Provisions   

Total liabilities: Other    

Total liabilities   

   

Net assets   

   

Equity   

Accumulated surplus   

Asset revaluation reserve   

Other reserves   

Total equity   
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Finance statements: Statement of Cash Flows 

The below reflects the Excel proforma template for the Statement of Cash Flows, which is based upon 
the model accounts proforma templates. 

Statement of Cash Flows Time series data from 2007-08 to final year of the 
LTFP 

Cash flows from operating activities   

Receipts   

Rates – general and other   

Fees and other charges   

User charges   

Investment receipts   

Grants utilised for operating purposes   

Reimbursements   

Other revenues   

Payments   

Employee costs   

Materials, contracts, and other expenses   

Finance payments   

Net cash provided by (or used in) operating activities   

   

Cash flows from investing activities   

Receipts   

Amounts specifically for new or upgraded assets   

Sale of replaced assets   

Sale of surplus assets   

Sale of investment property   

Net disposal of investment securities   

Sale of real estate developments   

Repayments of loans by community groups   

Distributions received from equity accounted council 
businesses 

  

Payments   

Expenditure on renewal/replacement of assets   

Expenditure on new/upgraded assets   

Purchase of investment property   
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Statement of Cash Flows Time series data from 2007-08 to final year of the 
LTFP 

Net purchase of investment securities   

Development of real estate for sale   

Loans made to community groups   

Capital contributed to equity accounted council 
businesses 

  

Net cash provided by (or used in) investing activities   

   

Cash flows from financing activities   

Receipts   

Proceeds from borrowings   

Proceeds from aged care facility deposits    

Payments   

Repayment of borrowings   

Repayment of principal portion of lease liabilities   

Repayment of aged care facility deposits   

Net cash provided by (or used in) financing activities   

   

Net increase/decrease in cash held   

   

Cash and cash equivalents at beginning of period   

Cash and cash equivalents at end of period   
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Appendix 3: SEIFA Indexes 

Background 

The SEIFA33 indexes are published by the ABS on a five yearly basis. The latest publication was in 
March 2018 and was based on information from the 2016 census. The previous publication was in 
2013 and was based on information from the 2011 census.  

Overview 

SEIFA ranks council areas in Australia according to relative socio-economic advantage and 
disadvantage. The ABS broadly defines relative socio-economic advantage and disadvantage in terms 
of “people’s access to material and social resources, and their ability to participate in society.”  

SEIFA 2016 and 2011 comprised four indexes, as follows: 

 the Index of Relative Socio-economic Disadvantage 

 the Index of Relative Socio-economic Advantage and Disadvantage 

 the Index of Economic Resources 

 the Index of Education and Occupation 

Use of the Index of Economic Resources in the rates oversight scheme 

The Commission considers the Index of Economic Resources useful, in the context of oversight of 
council rates. It proposes to use the 2011 and 2016 SEIFA data, covering all 68 South Australian 
council areas, as an input when considering affordability, in the context of the proposed rate 
movements within a council’s LTFP and those seen historically. 
 
The index provides an indication of the relative position, in terms of access to economic resources, of 
each South Australian LGA area. It also provides an indication of whether the relative position is below 
or above the average, based on an ordinal scale34. The index is developed, based on analysis 
undertaken by the ABS, using census data variables associated with access to economic resources. 
The variables used include indicators of high and low income, as well as variables relating to high and 
low wealth. Areas with higher overall scores have relatively greater access to economic resources than 
areas with lower scores. 
 
  

 
33 A technical paper providing further information is available at: 

https://www.ausstats.abs.gov.au/ausstats/subscriber.nsf/0/756EE3DBEFA869EFCA258259000BA746/$File/
SEIFA%202016%20Technical%20Paper.pdf 

34 Each LGA has a score, where the average score is set to 1000 and the standard deviation 100. The scores can 
be ordered to relate to relative position and to provide a frequency distribution. The scores do not identify the 
difference in terms of access to economic resources in cash amounts. 

https://www.ausstats.abs.gov.au/ausstats/subscriber.nsf/0/756EE3DBEFA869EFCA258259000BA746/$File/SEIFA%202016%20Technical%20Paper.pdf
https://www.ausstats.abs.gov.au/ausstats/subscriber.nsf/0/756EE3DBEFA869EFCA258259000BA746/$File/SEIFA%202016%20Technical%20Paper.pdf
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Appendix 4: Consultation questions 

Chapter 2: The legal framework for the rates oversight scheme 

Section 2.3.1: Overarching intent of the legal framework 
 
 Consultation question 2.1: Do stakeholders agree with this interpretation of the legal framework? If 

not, why not? 

Section 2.3.2: The scope and context of the advice 
 
 Consultation question 2.2: Do stakeholders agree with this interpretation of the scope and context 

of the advice to be provided under the scheme? If not, why not? 

Chapter 4: Provision and publication of advice 

Section 4.2: The principles underpinning the analytical framework 
 
 Consultation question 4.1: Do stakeholders consider these principles appropriate for the analytical 

framework? If not, why not? How should they be changed and why? 

Section 4.3.4: Applicability to the analytical framework 
 
 Consultation question 4.2: Do stakeholders consider this an appropriate analytical framework? If 

not, why not? How should it be changed and why? 

Section 4.4.1.1: The relevance of historical trends 
 
 Consultation question 4.3: Do stakeholders consider it necessary to consider historical trends when 

applying the analytical framework? If not, why not? How should it be changed and why? 

Section 4.4.1.2: What historical information is needed from each council? 
 
 Consultation question 4.4: Do stakeholders consider this to be an appropriate approach for the 

collection of historical information? If not, why not? How should it be changed and why? 

Section 4.4.1.3: Account for scale 

 Consultation question 4.5: Do stakeholders agree that, where it is useful to do so, information 
should be normalised on a per rateable property basis? If not, why not? How should it be changed 
and why? 

Section 4.4.1.4: Accounting for inflation 

 Consultation question 4.6: Do stakeholders agree that use of the CPI is an appropriate index to 
utilise when considering a council’s operating income and expenditure growth over time? If not, 
why not? How should it be changed and why? 

Section 4.4.2: The key questions to address 

 Consultation question 4.7: Do stakeholders consider these to be appropriate questions for 
implementing the analytical framework? If not, why not? How should they be changed and why? 

 Consultation question 4.8: Do stakeholders consider the proposed approach to a material 
amendment appropriate? If not, why not? How should it be changed and why? 
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Section 4.4.5: Comparison of historical trends to any revised SMP 

 Consultation question 4.9: Do stakeholders consider this an appropriate approach to the analytical 
framework to assess the key questions in Table 5? If not, why not? How should the approach be 
amended and why? 

Section 4.5.1: Content of the advice 
 
 Consultation question 4.10: Do stakeholders consider this an appropriate approach to developing 

the content of the advice that the Commission provides to each council? If not, why not? How 
should the approach be amended and why? 

Section 4.5.2: Publication of the advice 

 Consultation question 4.11: Do stakeholders consider this an appropriate approach to adopt for the 
publication of the advice, given the legal framework? If not, why not? How should the approach be 
amended and why? 

Section 4.6.1: Alignment with the legal framework 

 Consultation question 4.12: Do stakeholders consider the analytical framework aligned with the 
legal framework? If not, why not? How should the approach be amended and why? 

Section 4.6.2: Alignment with the overarching principles for the analytical framework 

 Consultation question 4.13: Do stakeholders consider the analytical framework to be aligned with 
the overarching principles for its development? If not, why not? 

Chapter 5: Guidelines and information provision 

Section 5.2: Guidelines and information provision 

 Consultation question 5.1: Do stakeholders consider publishing the guidelines and proforma Excel 
template no later than the start of each the Relevant Financial Year appropriate? If not, why not? 
How should the approach be amended and why? 

Section 5.3: Timing of information provision 

 Consultation question 5.2: Do stakeholders consider the proposed timing for information provision 
appropriate? If not, why not? How should the approach be amended and why? 

Chapter 7: Cost recovery 

Section 7.2: Reasonable costs 

 Consultation question 7.1: Do stakeholders agree with the Commission’s approach to allocating its 
projected indicative costs across the first cycle of the scheme? If not, why not? How should the 
approach be amended and why? 

 Consultation question 7.2: Do stakeholders agree with the Commission’s approach to addressing 
any material difference between its actual costs and its projected indicative costs? If not, why not? 
How should the approach be amended and why? 
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Section 7.3.1: Should councils be billed directly of via the LGA? 

 Consultation question 7.3: Do stakeholders agree that the Commission should bill the LGA the total 
yearly cost associated with the scheme, noting that any such scheme would require unanimous 
agreement between the LGA and member councils covering at least the first four-year cycle? If not, 
why not? 

Section 7.3.2: When should councils be billed and with what frequency? 

 Consultation question 7.4: Do stakeholders agree with the Commission’s approach to the timing 
and frequency of billing? If not, why not? How should the approach be amended and why? 

Section 7.3.3: How should costs be allocated between councils? 

 Consultation question 7.5: If the Commission were to bill each of the 68 councils separately, do 
stakeholders agree with its proposed approach to allocating the total yearly cost between councils? 
If not, why not? How should the approach be amended and why? 
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