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LOCAL GOVERNMENT (FINANCIAL ASSISTANCE) BILL 1995

OUTLINE

The Local Government(FinancialAssistance)Bill 1995 replacesthe Local Government
(FinancialAssistance)Act 1986 as the basisupon whichCommonwealthfinancial
assistanceis providedto Local Governmentthroughthe Statesand Territories.

The principal objectivesof the Bill are:

- improving the capacityof local governingbodiesto provide their residentswith an
equitablelevel of services;

- improving the financial capacityof local governingbodies;
- improving the certaintyof funding for local governingbodies;
- improving the efficiency andeffectivenessof local governingbodies;and
- improving the provision by local governingbodies of servicesto Aboriginal and

TorresStrait Islandercommunities.

The Bill will replacethe intra-stateprinciples for the distributionof financial assistanceto
local governments,currently negotiatedon a bilateralbasis,with nationally applicable
principles.The purposeof this is to focus on themajor issuesapplicableto all Statesand
allow greaterflexibility for StateLocal GovernmentGrantsCommissionsin determining
their methodologiesto reflect individual Staterequirements.

TheBill providesfor an early announcement(at the time of the FederalBudget)of the
estimatedgrant entitlementfor the StatesandTerritories.This hasbeendoneto meetthe
needof someStatesto provideestimateddistributionsto local governmentsprior to the
start of afinancial year to assistlocal governmentsin setting their rates.

The Bill providesfor the tabling of aNationalReporton the operationof the Act and
matterspertainingto it.

The Bill providesfor the continuedseparateidentificationof grantsidentified in the Bill
as ‘additional funding for local governmentpurposes’which originatedfrom historical
grantsrelatedto the relativelocal road needsof the StatesandTerritories. Thesefunds
arehenceforthreferredto as local road funding, althoughtheir usageis untied in the hands
of local governments.

Funding for the AustralianCapital Territory is includedin the Bill. This replacesa
separateanalogouspayment.

In 1994/95,the level of funding to the Stateswill be basedon the amountLocal
Governmentwas eligible for underthe Local Government(FinancialAssistance)Act 1986.
For 1995/96andfor eachsubsequentfinancial year this basepaymentwill be increasedby
adding in the amountthatthe AustralianCapital Territory would havereceivedhad it been
a Stateunderthe repealedAct.
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FINANCIAL IMPACT STATEMENT

Escalationof local governmentfunding is determinedby the Treasurerin consultationwith
theMinister andhaving regardto the level of the financial assistancegrantsandspecial
revenueassistancepaidto Stateseachyear.At theApril 1995 Council of Australian
Governmentsmeeting,it wasagreedthatthe Stateswould be providedwith a rolling three
year guaranteethat financial assistancegrants(FAG) would be maintainedin real per
capitaterms,with the per capitacomponentfrom 1997/98beingcontingenton individual
State’s compliancewith agreedconditionsrelatedto the implementationof the National
CompetitionPolicy. The Agreementto Implementthe National CompetitionPolicy and
RelatedReformsconcludedbetweenthe Commonwealthandthe StatesrecordedthatLocal
Governmentwill benefit from the link betweenthe StateandLocal GovernmentFAG
pools.

Funding underthe current legislationfor 1994/95will be approximately$1,082million
(excluding the ACT). The addition of the ACT will add approximatelyanother$23.8
million giving atotal of $1,106million.

Assuming an escalationrate of 4% perannum (to the StateFAG pool) in 1995/96
(including 1% for populationgrowth), paymentto Local Governmentin thatyear under
the Bill would approximate$1,150million.

If thesameescalationrate applied for 1996/97,paymentswould approximate$1,200
million in thatyear.
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Local Government (Financial Assistance)Bill 1995

Notes on Clauses

PART 1 - PRELIMINARY

Clause 1 - Short Title

This clausespecifiesthe short title of the Act asthe Local Government(Financial
Assistance)Act 1995.

Clause 2 - Commencement

This clauseprovidesthatthe Act commenceson theday on which it receives
Royal Assent.

Clause 3 - Objectsof Act

This clauseexplainsthe purposesfor whichfinancial assistanceis providedthrough
the Statesto local government,the Parliament’sgoalsin providing financial
assistanceto the Statesfor local governmentpurposesandthe processesbeing
adoptedto achievethosegoals.

The objectsof the currentlegislation havebeencontinuedbut havenow been
supplementedto include improvedefficiency andeffectivenessof local governing
bodiesandimprovedprovision of local governmentservicesto indigenous
communities.

Emphasisis placedon increasingthe transparencyand accountabilityof the States
in allocatingfundsto local governingbodiesandin promotingconsistencyin the
methodsby which grantsareallocated.

Clause4 - Definitions

The definitions in this clausearelargely self explanatoiywith the following

exceptions:

‘basefigure’ is the final entitlementof the generalcomponentof the grantsin any
oneyear andan estimateof the basefigure is requiredto determinethe final
entitlementfor eachyear.

‘additional previousyearfunding amount’ is the final entitlementof the local
roadfunding componentof thegrantsin the previousyear andis requiredto
determinethefinal amountof local roadfunding payableto a State in anyone
year.
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‘estimated initial amount’ is the Treasurer’sdeterminationof the generalpayment
that will be distributed to the Statesfor the purposesof determiningindividual
local governingbody distributionsin 1995/96.

‘estimatedfactor’ is the escalationfactordeterminedby theTreasurerbasedon
estimatedfiguresfor the comingyear andis requiredto permit an estimateto be
madeof the amountpayablefor Local Governmentin eachyear.The factoris
directly linked to the level of Statefinancial assistancegrants.

‘final factor’ is the escalationfactor determinedby theTreasurerbasedon the final
figuresfor the year andreflecting the underlyingmovementsin generalpurpose
paymentsto the States.The final factor is requiredto determinethe actual
entitlementpayableto the Statesfor local governmentpurposesin anyoneyear.
This factor will adjustthe estimatemadeat the beginningof the year.

‘initial amount’ is the final entitlementof generalgrantspayableto the Statesfor
distribution to local governingbodiesfor the 1994/95 year andis derived usingthe
final factor for thatyear as setout in the current legislation.For futureyearsthis
figure is referredto as the basefigure (referabove).

‘local governingbodies’ arethosebodieswhich areeligible to receivelocal
governmentfinancial assistancegrants. Thesebodiesarelocal governingbodies
incorporatedunderStateLocal Governmentlegislationor incorporatedbodies
whicha relevantState Minister believesis carrying out local governmentfunctions
to theextentto warrantfunding. Thesebodiesarerecommendedby the relevant
StateMinister andapprovedandgazettedby the CommonwealthMinister.

‘Local Government Grants Commissions’must exist in eachState andthe
NorthernTerritory andarethe bodieswhich recommendthe allocation to local
governingbodiesof fundsprovidedunderthe Act. The meansby which they are
recognisedin the Act aresetout in clause5 of the Act andaspectsof their
operationas requiredunderthe Act aresetout in clause11 of the Act.

Clause 5 - Local Government Grants Commissions

This clauseestablishesthe criteria abody must satisfy in orderto be eligible for
recognitionas a Local GovernmentGrantsCommissionunderthe Act.

Clause 6 - National principles governing allocation by Statesamong local governing
bodies

This clauseprovidesthat,the Minister shall formulate,in writing, national
principlesgoverningthe distributionof fundsby the StatesandNorthernTerritory
to Local Government. In theLocal Government(Financial Assistance)Act 1986,
the Statedistributionprinciples werenegotiatedwith each Stateon a bilateral basis.

Two areasthat the Minister must haveregardto in formulating the principlesare
horizontal equalisationanda minimum grant.
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Horizontal equalisationis the basis thatensuresthat eachlocal governingbody in
theStatefrerritoryis ableto function by reasonableeffort, at a standardnot lower
thanthe averagestandardof otherlocal governingbodiesin the State. It takes
accountof differencesin the expenditurerequiredby thoselocal governingbodies
in the performanceof their function andin the capacityof thoselocal governing
bodiesto raiserevenue.

The minimum generalgrant allocationfor a local governingbody will be not less
than the amountto whichthe local governingbody would be entitled if 30% of the
total amountof generalgrant fundsfor the State/Territorywereallocatedon a per
capitabasis.

The main objectivesof having nationalprinciples in lieu of bilateral principles is to
establisha more nationally consistentandtransparentbasisfor allocatingfunds to
local governingbodies.

PART 2 - GRANTS OF FINANCIAL ASSISTANCE

The following clausesprovide that each Statereceivesa certainproportion of a
pool of fundsfor distribution to local governingbodiesand thesefundsarepaid
quarterly. The pool is fixed by increasinga basefunding amountby the
percentagechangein generalpurposepaymentsto the States. The final annual
amountto be paid to Local Governmentcan only be determinedwhen the final
annualpaymentto the Statesis known. In orderto allow for early announcement,
an estimatedentitlementfor local governmentfunding is determinedat the time of
the FederalBudget basedon the estimatedgrowth in the State generalpurpose
funding.

Eachyear the amountpaidto eachStatewill consistof two components:

The first will be the sum of the estimatedentitlementsannouncedunder
clause9 (for the generalcomponent)andclause12 (for the identifiedroad
component).It is intendedthat this announcementshould be madein the
Budget contextconsistentwith the Government’sintention that the States
should haveadequateprior noticeof entitlementsbeforethe commencement
of thenew financial year.Estimatesundertheseclauseswill rely upon
preliminaryestimatesof: the baseamount;forecastgrowth in general
purposepaymentsto the States;and,in the caseof clause9, projectionsof
Statepopulations.However,onceestimateshavebeenproducedfor budget
purposesand conveyedto Stategovernments,no further adjustmentswill
occuruntil the year following the yearof payments.

- The estimatedentitlementfrozen for thecoming twelve monthswill
be preparedusing the estimatespreparedby the Minister andthe
Treasurerof baseandgrowth factorsas set out in clause7 (andthe
populationestimatesas determinedby the Statistician).

The secondcomponent(which may be either positive or negative),will be
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the adjustment in respectof the currentyear but which cannotbe calculated
until the final detailsof thepaymentsto Stategovernmentsareknown.
Theseamountswill be the sum of thosedeterminedunderclause10 for the
generalcomponent,andunderclause13 for the identified roadcomponent.
While an estimateof this componentwill be separatelyincludedin the
notification of entitlementsto the Statesconcerningthe coming year,they
will be finally calculatedin Juneof eachyear andconveyedto the Statesas
soon as possiblethereafter.As theseamountswill bedistributedin
accordancewith the earlieryear’spopulationnumbersandpreviousState
GrantsCommissions’recommendations,their later calculationand
determinationwill not delay work by the StateGrantsCommissionson the
comingyear’sdistribution to councils.

- The adjustmentcomponentwill dependupon actualpaymentsto the
Statescomparedwith the finally determinedentitlementfor theyear.
The entitlementwhich is finally determinedwill depend,in the case
of the generalcomponent,upon final populationdeterminationsby
the Statistician,the previousyear basefigure andthe final factor
determinedin accordancewith clause8. The entitlementfinally
determinedfor the identified roadcomponentwill dependupon the
additional previousyear funding amountandthe final factor.

Clause 7 - Estimates by Treasurer and Minister

This clauserequiresthe Treasurerto estimate:

- an escalationfactor to be applied to the estimatedfinal outturn for 1994/95
for thepurposesof determiningthe amountof generalpaymentfunding and
additional funding ( untied local roadfunding) for local government
purposesfor the 1995/96year.This will be the estimatedentitlementwhich
will be providedto the Statesfor determinationof distribution to their
relevantlocal governingbodiesin 1995/96;and

- for future yearsan escalationfactorto be providedto the Minister.

The clauserequires,after the 1995/96year,that the Minister determinesthe
estimatedfunding levelsfor budget purposesby using the estimatedescalation
factor determinedby theTreasurer.

Clause 8 - Determination of final factor

This clauserequiresthe Treasurerto determineandnotify theMinister the
percentageincreaseor decreasein local governmentgrantsbetweenthe estimated
entitlement,derivedat the time of the budgetfor the financialyear, andthe final
grant amount derived at the end of the year when specific outturn figures are
known. The final factor will takeinto accounta rangeof variablesincluding the
underlying movementsin Commonwealthpaymentsto the States.
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Clause 9 - Stateentitlements for local government purposes

This clausedefinesthe methodby which the Statesharesof Local Government
financial assistancewill be determined. The provision of an estimatedentitlement
in the Budget requiresall figuresused in the calculationsto beestimates.

The clausesetsout that aState is not entitledto paymentunlessthe appropriate
estimateshavebeenmadeunderclause7. Paymentsin equalquarterlyinstalments
becomepayablefrom 15 August in any year.

Clause 10 - Adjustments of estimate - section 9 payments

This clauseestablishesa formulato calculatethe final grant amountto which the
Statesareentitled. The formula is usedto determinethe amountof underor
overpaymentandthe mechanismsby which theseareadjustedbetweenthe
Commonwealthandthe States. The formula determiningthe final grant amount
appliesthe final factor, determinedunder clause8, to the previousyear basefigure
andtakesinto accountthe Stateproportionof the Australianpopulation.

Clause 11 - Allocation among local governing bodies - section 9 payments

This clausesetsout all the factors thatmust be satisfied, in relation to Local
GovernmentGrantsCommissionsandtheir recommendations,beforeaState is
entitledto paymentof an amountunder clause9. The clauseincludesthe necessity
for a Stateto havea local GovernmentGrantsCommissionandthe variousactions
aCommissionmust undertakein making its determinations.

Clause 12 - Additional funding for local government purposes

Clauses12 to 14 relateto theprovision of untied local road fundingto Local
Governmentwhich is aseparatelyidentified componentof the Local Government
financial assistancegrantsto that dealtwith under clauses9 to 11.

Clause12 providesfor calculationsrelating to the local road fundingcomponentof
the financial assistancegrants. The estimatedfactorusedis the sameas that used
in clause9. The important differencebetweenthis clauseandclause9 is that for
local roadfunding the escalationfactoris appliedto fixed State shareswhile for
clause9 paymentsthe escalationfactor is applied to the total pool andthen
distributedamongstStateson the basisof relativepopulation.

All other aspectsof this clauserelatingto entitlementandtimings arethe sameas
clause9.

Clause 13 - Adjustment of estimates - section 12 payments

This clausecorrespondsto the previousclause10 as clause12 correspondedto
clause9. The purposeof the clauseis to makefinal adjustmentsto local road
funding grantsto the Statesusingafinal factor. The clausealso provides
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mechanismsby whichunderor overpaymentsareadjusted betweenthe
Commonwealthand the States.

Clause 14 - Allocation among local governing bodies- section 12 payments

Analogousto clause11, this clausesets out all the factorsthat must be satisfiedin
relation to Local GovernmentGrantsCommissionsandtheir recommendations,
beforea State is entitled to paymentof an amountunder Clause12. The clause
includesthe necessityfor a Stateto haveaLocal GovernmentGrantsCommission
and the various actions a Commission must undertakein makingits
recommendations.

Clause 15 -Conditions of paymentsto the Statesother than the Australian Capital
Territory

This clauseestablishesthe proceduralconditionsunderwhich paymentsto the
Statesaremade,namely

paymentsto local governmentbodiesmust be madepromptly,
unconditionallyand in accordancewith the approvedallocation;

the Statemustprovideacertified statementto the Minister accountingfor
thedistributionof paymentsmadeto local government;and

that the Statewill repayto the Commonwealththe wholeor part of a grant
wherethe Statehasnot fulfilled the conditionsof the grant.

PART 3 - MISCELLANEOUS

Clause 16 - Reports

This clauserequiresthe Minister to causeto be preparedandto table in Parliament
a National Report on the operation of the Act. The report will provide a basis for
assessingtheextentto which the paymentsmadeunderthe legislationare
achievingthepurposesof the legislation.Thereportmust include an assessmentby
the Minister of:

- the extentto whichthe allocationof fundshasbeenmadeon afull
horizontalequalisationbasis;

- the methodsusedby Local GovernmentGrant Commissionsin making their
recommendations;

- the efficiencyof local councils in performing their functions; and
- the performanceof local governmentin providing servicesto Aboriginal

and Torres Strait Islander communities.
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Clause 17 - Review

This clausesignalsthe Government’sintention to reviewthe operationof the Act in
consultationwith theStatesandLocal Government.The clauserequiresthatthe
Minister causea review of theAct before30 June2001, andthat it mustaddressas
a minimum the mattersspecifiedin this clause.

Clause 18 - Regulations

This clauseenablesthe GovernorGeneralto makeregulationsprescribingmatters
which arenecessaryor convenientfor carryingout or giving effect to the Act.

Clause 19 - Appropriation

This clauseappropriatesthe necessaryfundsto makepaymentsto the Statesunder
the Act.

PART 4- REPEAL AN]) TRANSITIONAL

Clause 20 - Repeal

This clauserepealsthe Local Government(FinancialAssistance)Act 1986. but
allows for its continuedoperationwith respectto financial yearspreceding
1995/96,whereit is still necessaryfor thepurposesof reconcilingdifferences
betweenestimatedandfinal paymentsandfor audit purposes.

Clause 21 - Local Governing Bodies

This clauseprovidesfor continuedrecognitionof local governingbodiesthat were
recognisedunderthe repealedAct.

Clause22 - Local Government Grants Commissions

This clauseprovidesfor continuedrecognitionof Local GovernmentGrants

Commissionsthat were recognisedunderthe repealedAct.

Clause 23 - Estimate of factor by Treasurer

This clauseprovidesfor the continuedvalidity of the Treasurer’sestimateof the
factor madeunderthe repealedAct.

Clause 24 - Modification of State principles applicable to 1995-1996

This clauseprovidesthat in respectof the 1995/96financial year,a Statemay, with
the Minister’spermission,modify the Stateprinciples thatappliedunderthe
repealedAct.
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Clause 25 -Modification of principles applicable to 1995-1996in respect of section 12
payments

This clauseprovidesthat in respectof the 1995/96financial year,the Minister may
modify the local roadfunding principles thatapplied underthe repealedAct.

Clause26 - Transitional modification of national principles

This clauseallowsthe Minister to modify a nationalprinciplein respectto a
particularyear and aparticularState or States,for example,to providea meansto
phasein significant distribution effectsof changesin the nationalprinciples.

Clause27 - Avoidance of double paymentsto Australian Capital Territory
To avoiddoublepayments,this clausedeductsfrom amountspayableto the
Australian CapitalTerritory underthe Act, anyamountspaid to the Australian
CapitalTerritory underthe AppropriationAct (No 2)1995-96for local government
purposes.

Clause 28 - Overpayments and underpayments of general grants in respectof 1994-
1995

This clauseprovidesthe transitionalarrangementsto adjust underor overpayments
madein 1994/95 underthe repealedAct relating to the general componentof the
financial assistancegrantswith any adjustmentsbeingmade over the four quarterly
payments

Clause29 - Overpayments and underpayments of other grantsin respectof 1994-
1995

This clauseprovidesthe transitionalarrangementsto adjustunderor overpayments
madeunderthe repealedAct relating to the local roadfunding componentof the
financial assistancegrantswith any adjustmentsbeing madeoverthe four quarterly
payments.

Clause30 - Estimatesof populationby Statistician

This clauseprovidesfor the continuedvalidity of populationestimatesmadeby the
Statisticianbeforethe commencementof this Act.










