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STATE GRANTS COMMISSION RESPONSE TO SUBMISSION TO PESRAC BY THE  

GREATER HOBART STRATEGIC PARTNERSHIP 

The State Grants Commission (the Commission) has been made aware of a submission recently put 

to the Premier’s Economic and Social Recovery Council (PESRAC) by the four major southern 

Tasmanian councils. 

The submission draws some conclusions to which the Commission would like to respond.  The report 

also makes some recommendations to do with the Commission’s Base and Road Grants models for 

the distribution of the Australian Government’s allocation of Financial Assistance Grants (FA Grants) 

to Tasmanian councils. 

The Commission is always open to discussions with local government in relation to its model and will 

consider the matters raised in this paper in due course.  However, the Commission does feel it needs 

to provide a more immediate but brief response. 

A. General Comments: 

The Commission undertakes its responsibilities within a regulatory environment which ensures that 

its considerations and decisions (and those of all the equivalent bodies in other jurisdictions) are 

made within the requirements of Horizontal Fiscal Equalisation (HFE) and with regular, open 

discussions and interactions with all Tasmanian councils. 

In summary, it is to be noted that: 

 All the Commission’s recommendations must adhere to principles required under relevant 

Commonwealth and Tasmanian legislation. 

 Recommended allocations are endorsed by the State Treasurer and approved by the Federal 

Minister for Local Government, ensuring full compliance with the above requirements. 

 Councils have an annual opportunity to raise any issues with the Commission and to discuss 

proposed changes to its allocation methodology or propose future changes to its 

methodology.  Some of the matters raised in the submission have not been seen previously 

by the Commission. 

 The Commission’s Base Grant methodology is based on an “assessed surplus/deficit” for 

each council, in general based on an average expenditure level for all Tasmanian councils 

adjusted for factors which reflect the disadvantages in terms of service delivery and costs.  

However, revenue is also taken into account and therefore the larger councils are “ahead of 

the average” in revenue raising capacity due, in part, to higher AAVs. 

 All councils are allocated a per head of population grant based on 30% of the total Base 

Grant funds.  Some councils receive that “minimum grant” only (this is a National 

requirement which is not in line with the overall HFE principle), and thus major cities may 

not receive a further allocation from the Base Grant (i.e. if they have assessed surpluses). 

 The Road Grant allocations are based on the annualised asset preservation cost of various 

categories of roads and bridges (based on standard profiles provided by road network 

engineering professionals).  Again, adjustments are made for cost disadvantages in council 

areas which do include an allowance for the additional cost of CBD urban roads. 

 Also, for both the Base and Road Grants, funding made available by the Australian 

Government is not sufficient to cover the total of all councils’ “assessed deficits” or the asset 

preservation needs of the total local government road network respectively.  Therefore, 

each council receives only a proportion of the funding which would be required to match all 

general and road expenditures calculated by the Commission’s methodology. 
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 Grants received by councils from external sources are treated in one of two ways – general 

purpose grants are treated a general revenue, whilst specific purpose grants are netted off 

the relevant expenditure category. 

Submissions to the Commission in relation to grant allocation methodology 

The four councils note that they feel they have “raised several issues with the Commission in the 

past…with limited effect.”  The Commission will consider the matters raised in the submission, but 

notes that the Commission has a rigorous process for seeking and dealing with council 

representations in terms of its methodology, including annual hearings with, and visits to, councils to 

discuss issues under consideration by the Commission and issues raised by councils for the 

Commission’s consideration.  In addition, comments are sought from councils about information 

papers, “conversation starters” and discussion papers as specific issues are reviewed and possible 

changes to the methodology are proposed. 

Overall funding compared to population 

The Commission notes the four councils’ concerns about their proportionate receipt of funds but 

notes that FA Grants are not intended to be wholly population based.  The purpose of the FA Grants 

mechanism is to take grants received on a per capita state basis and then allocate the grants 

predominantly on the basis of capacity according to legislative and HFE principles.  The state’s 

minimum grant councils (which includes the authors of the attached report) will continue to be 

appear disadvantaged when measured against a purely population-based measure.   

It may be that, even if the issues raised were taken into account to some extent, these councils 

would still be assessed as having a “surplus”.  Therefore, none of the 70% Base Grant funding which 

is allocated on an HFE basis would be allocated to the major cities. 

B. Specific responses to matters raised 

Road expenditure in the Base Grant Model – compliance with HFE 

The Commission is confident that its Base Grant model complies with HFE principles.  Those 

principles require state and territory commissions to allocate grants with an objective of achieving 

an “average standard” within the jurisdiction. In the case of most council expenditure, the 

Commission has used a population-based average as the best initial indicator of that standard.   

In relation to roads expenditure within the Base Grant Model, the Commission attributes the total 

expenditure by all councils on their road networks to each council based on the proportion of that 

council’s Road Grant allocation to the total Road Grant funds available.  That means that the 

“assessed surplus or deficit” does take account of the relative needs in the road expenditure 

category of each council (including cost adjustors). 

The Commission is of the view that handling road network expenditure in its Base Grant Model in 

the above manner is consistent with the requisite HFE principles. 

Road Grants – Proportion of actual expenditure funded for city councils 

The four councils note that the assessed road and bridge preservation costs in the Commission’s 

model are materially less than those councils’ actual road expenditure.  In addition to the funds 

available for distribution being significantly less than the total maintenance expenditure undertaken 

by all councils, the Commission has notes that t each council will always be assessed against the 

average preservation costs for the state, resulting in some councils finding that average to be above 



STATE GRANTS COMMISSION RESPONSE TO SUBMISSION TO PESRAC BY THE GREATER HOBART 
STRATEGIC PARTNERSHIP 3 
 

 

their current expenditure and some below.  The Commission must necessarily continue to reflect the 

average in its model. 

However, as noted in the report, the Commission does use cost adjustors to reflect some of the 

other factors (excluding policy decisions) which do impact on specific councils.  The matter of 

regional arterial feeder roads does not currently feature in the model but is considered below. 

Roads - Regional arterial feeder roads 

The Commission currently assesses roads on a broad categorisation of urban sealed, rural sealed and 

rural unsealed.  (Bridges and culverts are dealt with separately).  The Commission does make an 

adjustment to urban roads to recognise the higher standards of maintenance applying to certain 

CBD roads maintained by the major city councils. 

Regional arterial feeder roads are not currently directly recognised in the Commission’s model 

unless impacting a current cost adjustor.  The Commission does take account of major heavy traffic 

routes which would, to some extent, take account of the high usage of arterial roads. 

The Commission would be prepared to include consideration of these roads in its work programme.  

However, before submitting a discussion paper to councils in general on this matter, the Commission 

would need to establish whether it is possible to obtain sound data on the length of such roads 

applying to each council, and potentially the traffic flows, together with specific engineering data as 

to the impact of such road use on asset preservation costs. 

The need for a population growth cost adjustor  

As noted in the paper, Commission does not currently have a cost adjustor for population growth.  

The Commission notes however that its Base Grant Model does respond immediately to population 

growth by including adjusted annual ABS population data in its assessment of average expenditure 

for each council.  By contrast, the Commission does not register increased revenue capacity until 

that capacity is reflected in AAV as provided by the Valuer-General. 

This would seem, broadly, to satisfy the matters raised by the four councils, however the 

Commission is always prepared to consider an argument for a provable cost adjustment where local 

government wishes to submit such a proposal. 

COVID-19 Impacts 

The Commission is aware that COVID will continue to have an impact on the community and 

councils.  The Commission uses a number of data-based parameters in its model which will 

presumably have changed when the Commission receives new council data for its proposed 

2021-2022 funding calculations.  The Commission’s main task will be to assess how much of this 

impact will be already in its data and how much will not.  The Commission will need, in accordance 

with HFE principles, to follow an effort or policy neutral path, so will need to consider only those 

changes which are not a result of individual council’s own policy decisions (no matter how 

reasonable those decisions may be). 

This is not always a clear path and to assist it in its determinations, the Commission will be discussing 

COVID impacts on local government in its hearings and visits with councils in early 2021. 
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Regional Responsibility Cost Adjustor 

As mentioned in the submission, the Commission is currently reviewing its Regional Responsibility 

Cost Adjustor as it recognises that the current adjustor does not accurately reflect actual 

expenditure pressures due to the provision of facilities and services to non-residents of each local 

government area. 

This issue has been included in discussions papers and also included in the agenda of the annual 

hearings and visits for the last 2 years.  It is likely that a revised method for the recognition of non-

residents on council expenditures will be distributed in the near future.  Based on discussions and 

responses over the past two years, the Commission expects that its proposed cost adjustor will more 

adequately reflect the actual impact of non-residents within council areas. 

 

 


